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FBIDAY,  SEPTEHBEB  6,  1018. 

United  States  Senate, 
Ommittee  on  Finance, 

Washington^  D.  G. 

The  committee  met,  pursuant  to  call,  at  10  o'clock  a.  m.  in  the 
committee  room,  Senate  Office  Building,  Senator  F.  M.  Simmons 
presiding. 

Present:  Senators  Simmons  (chairman), Williams, Smith,  Thomas, 
Gore,  Jones,  Nugent,  Penrose,  Lodge,  McCumber,  Smoot,  Townsend, 
and  Dillingham. 

The  committee  proceeded  to  the  consideration  of  the  bill  (H.  R, 
11283)  "to  provide  revenue  and  for  other  purposes." 

The  Chairilan.  Gentlemen  of  the  committee,  we  have  a  majority 
here,  and  the  committee  is  ready  to  proceed  with  hearings.  It  is 
proper  that  I  should  state  that,  of  course,  it  is  understood  that  the 
bill  has  not  yet  been  acted  upon  by  the  House,  and  we  have  not 
jurisdiction  of  the  bill.  But  in  order  to  facilitate  its  consideration 
we  have  decided  to  have  hearings  while  the  House  is  considering  the 
bill,  so  that  as  soon  as  it  comes  over  and  is  reported  to  the  Senate 
and  referred  to  the  committee  we  may  proceed  with  the  consideration 
of  the  bill. 

Senator  Smoot.  As  the  bill  may  be  reported. 

The  Chairman.  As  the  bill  mav  be  reported.  We  are  simply 
assuming  for  the  present  that  the  House  will  pass  the  bill  as  it  has 
been  reported  to  it  by  the.  Ways  and  Means  Committee. 

Senator  Lodge.  Substantially. 

The  Chairman.  Substantially ;  yes.  It  is  also  proper  that  I  should 
state  that  the  committee  decided,  m  ordering  these  hearings,  that  we 
would  give  at  least  a  week's  hearing — ^not  more  than  10  days-— and  in 
order  that  the  hearings  may  be  concluded  within  that  limited  period 
of  time  the  committee  decided  to  ask  the  several  industries  which 
may  wish  to  make  statements  to  the  committee  to  select  some  repre- 
sentative of  the  industry  to  present  their  case  orally,  with  the  under- 
standing that  any  briefs  that  the  representatives  oi  the  industry  may 
wi^  to  file  can  be  filed  and  printed  along  with  the  oral  hearing. 

maii<k)rder  houses. 

Senator  Smoot.  I  will  say  to  the  chairman  that  I  asked  the  gentle 
man  representinjg  the  mail-order  houses  if  he  would  not  be  here  this 
morning  to  be^n  at  once,  and  he  said  that  he  desired  to  leave  as 
quickly  as  possible,  so  I  told  him  he  would  be  heard  the  first  thing 
this  morning,  so  I  ask  that  Mr.  Eiswald  be  heard  first. 

The  Chairman.  You  may  proceed,  Mr.  Eiswald. 
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STATEMENT  OF  ME.  0.  H.  EISWALD,  FBESIDENT  OF  THE 
CHAKLES  WILLIAM  STORES  (INC.),  NEW  TORE. 

Mr.  EiswALD.  The  statement  I  will  make  to  the  committee  is  sub- 
mitted by  the  following: 

J.  I.  Zook,  treasurer,  Montgomery  Ward  &  Co.,  Chicago. 

S.  G.  Bosenbaum,  president,  the  National  Cloak  &  Suit  Co.,  New 
York. 

W.  R.  Heath,  vice  president,  the  Larkin  Co.,  of  Buffalo. 

G.  H.  Eiswald,  president,  the  Charles  William  Stores,  New  York. 

Milton  Cone,  president,  the  Spotless  Co.,  Richmond,  Va. 

These  gentlemen  represent  their  respective  corporations,  and  in 
addition  the  majority  of  the  so-called  mail-order  houses  of  the  United 
States. 

Our  subject  is  a  tax  of  1  per  cent  on  sales  by  mail,  proposed  in  the 
revenue  bill  now  under  consideration  by  the  Senate  Finance  Com- 
mittee, to  wit  [reading]  : 

Sec.  1(X)5.  That  on  anil  after  January  first,  nineteen  hundred  and  nineteen, 
every  person,  any  part  of  whose  business  consists  of  the  retailing  of  mer- 
chandise tlirough  or  u\Hm  orders  received  by  mail,  shall  pay  annually  a  special 
excise  tax  eiiuivalent  to  one  per  centum  of  the  pfoas  amount  in  excess  of 
$100,000  received  by  such  person  from  such  reUiil  sales  during  the  preceding 
year  ending  June  thirtieth. 

The  necessity  for  revenue  by  the  Government  is  recognized,  and 
every  just  and  fair  method  of  producing  it  will  meet  with  our  hearty 
approval  and  assistance. 

We  offer  no  objection  to  a  tax  of  1  per  cent  on  sales  as  a  tax,  pro 
vided  it  is  levied  on  all  sales,  irrespective  of  the  way  in  which  they 
are  made.  Such  a  tax  is  just,  moderate,  easy  of  determination  and 
collection,  and,  if  applied  to  all  sales,  would  yield  enormous  revenue. 
If  applied  to  sales  by  mail  only  it  would  yield  at  the  most  a 
relatively  small  amount. 

In  passing,  we  wish  to  direct  your  attention  without  further  com- 
ment to  the  ambiguity  of  the  section  under  consideration. 

Senator  Penrose.  Did  you  present  these  views  to  the  Ways  and 
Means  Committee? 

Mr.  Eiswald.  Substantially,  Senator. 

Senator  Penrose.  And  they  overruled  your  objections  ? 

Mr.  Eiswald.  The  Ways  and  Means  Committee  appointed  a  sub- 
committee to  hear  our  case,  and  the  subcommittee,  consisting  of  five 
members,  reported  unanimously  in  favor  of  reconsideration  of  this 
clause.  But  the  Ways  and  Means  Committee  as  a  whole,  I  am  told, 
overruled  the  recommendation  of  their  subcommittee. 

The  language  of  this  bill  is  open  to  various  interpretations,  en- 
tirely irreconcilable  with  justice  and  inviting  controversy  and  litiga- 
tion, and  possibly  leading  to  great  difficulty  of  administration. 

It  is  apparent  that  the  great  bulk  of  the  revenue  received  by  the 
Government  fi'om  this  source  will  be  from  so-called  mail-order  houses 
and  those  large  retail  establishments  who  invite  orders  by  mail. 

We  list  herewith  all  of  the  retail  mail-order  houses  in  the  United 
States  of  which  we  have  any  knowledge,  and  have  placed  opposite 
their  names  the  amount  of  business  which  they  did  for  the  calendar 
year  ending  December  31, 1917. 
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In  the  case  of  those  houses  marked  (a)  the  figures  are  taken  from 
official  reports  which  are  a  matter  of  public  record. 

In  the  case  of  those  houses  marked  (b)  the  fibres  are  from  infor- 
mation given  us  by  the  respective  chief  executives  of  the  houses  in 
question. 

In  the  case  of  those  markd  (3)  the  figures  are  generously  estimated. 

U)  Sears,  Roebuck  &  CJo.,  Chicago,  lU $165,807,608 

<a)  Montgomery  Ward  &  Co.,  Chicago,  lU 73,512,645 

<a)  National  Cloak  &  Suit  Co.,  New  York 27,649,537 

(c)  I^rkin  Co.,  BuflPnlo.  N.  Y 20,000.000 

(b)  Charles  William  Stores,  New  York 19,533,000 

<b>  Bellas  Hess  &  Co.,  New  York 12,000,000 

iv)  Hartnian  Furniture  &  Carpet  Co.,  Chicago , 8,000,000 

(c)  Spiegel-May-Stern  Co.,  Chicago,  lU 6,000,000 

(c)  The  Catalogue  House  (Phlllipsborn),  Chicago,  lU 5,500,000 

^c)  M.  W.  Savage  Factories,  Minneapolis 5,000,000 

4c)  The  Wm.  Galloway  Co..  Waterloo,  Iowa 4,000,000 

(b)  Standard  Mall  Order  Co.,  New  York 4,000,000 

(c)  Straus  &  Schram,  Chicago,  111 J  3,000,000 

(e)  Paclflc  Coast  Mall  Order  Co.,  Ix)s  Angeles,  Cal 3,000,000 

(c)  Chicago  Mall  Order  Co..  Chicago,  111 1,750,000 

(h)   Perry  Dame  &  Co.,  New  York 1.514,000 

<c)  Cusslns  &  Fearn,  Columbus,  Ohio 750.000 

(b)  Spotless  Co.,  Klchmond,  Va 600,000 

(v)  Harris  Bros.,  Chicago,  111 500,000 

ic)  Crofts  &  Ueid,  Chicago,  111 .500,000 

(c)  Hamilton  Garment  Co.,  New  York 250.000 

ie)  Knickerbocker  Mall  Order  Co.,  New  York 250,000 

Total . i 363, 117,  276 

Tn  addition  to  these  houses  there  are  a  number  of  department  and 
}>pecialty  stores  who  do  more  than  $100,000  of  business  by  mail. 
These  concerns,  such  as — 

Marshall  KleUl  &  Co.,  Chicago,  III.  B.  Altinan  &  (^o..  New  York. 

r\w  Fair.  Chicago,  III.  Bent  &  Co.,  New  York. 

Thi*  Boston  Store,  Chicago,  111.  Stern  Bros.,  New  York. 

riirson,  Ph-!e  &  Sn»tt  Chicago,  111.  Bedell  &  Co..  New  York. 

.Fohn    Waujunnker,    rhlladeli>hia    and      .Tordan  Marsh  &  Co.,  Boston,  Mass. 

New  York.  Weinstock,  Lnbln  &  ('o.,  Sarraniento. 
Fninkiin  81mon  &  Co.,  New  York.  Cal. 

and  others,  are  not  generally  known  as  mail-order  houses  and  only 
a  small  percentage  of  their  business  is  done  by  mail. 

Also  tnere  are  some  houses,  such  as  seed  distributors,  nurserjnn^n, 
ami  manufacturers  of  wire  fences,  stock  foods,  bicycles,  windmills, 
household  ranges,  kitchen  utensils,  agricultural  implements,  etc.,  wiio 
sell  their  specialties  at  retail  by  man.  It  is  estimated  that  the  total 
mail  order  sales  of  all  the  classes  of  business  mentioned  in  this  and 
the  preceding  paragraph  are  not  in  excess  of  $50,000,000  or 
$60,000,000. 

ft  will  l)e  seen  from  the  foregoing  figures  that  the  total  mail-order 
busines:^  of  the  United  States  is  very  likely  not  in  excess  of  $425,- 
000.000.  Therefore,  a  tax  of  1  per  cent  on  sales  woidd  not  yield 
more  than  $4.2o0,000  of  annual  revenue.  This  sum  we  consider  a 
fpenerous  maximum,  and  furthermore,  this  tax  would  so  reduce  the 
profits  of  business  houses  that  the  excess-profits  tax  which  many  of 
rhem  pay  would  also  be  reduced. 

In  some  of  the  larger  houses  it  is  figured  that  their  net  payment 
on   tax    would   be    reduced   by   20    per   cent    as    a    result   of   the 
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imposition  of  this  1  per  cent  sales  tax.  Instead  of  ^riekUng-  the 
Government  an  increased  revenue  of  $4,250,000,  it  is  doubtful 
whether  the  net  revenue  to  the  Government  on  account  of  this  tax 
would  be  in  excess  of  $8,500,000. 

The  business  popularly  called  the  mail-order  business  is  a  retail 
business.  It  consists  of  marketing  merchandise  of  various  kinds 
directly  from  factory  to  consumer,  eliminating  the  jobber  and  mid- 
dleman. It  sells  groceries  and  provisions,  clothing,  dry  goods,  agri- 
cultural implements,  occupational  tools,  household  articles^  and 
other  goods  for  the  farm  and  home.  Its  customers  are  principally 
farmers,  mechanics,  laborers,  and  people  living  in  the  villages  and 
small  towns  where  shopping  facilities  are  limited.  Mail-order 
houses  do  very  little  business  in  the  larger  towns  and  cities  where 
shopping  facilities  are  good,  but  do  provide  the  people  living  in 
the  country  districts  and  small  towns  with  the  ample  assortments 
and  lower  prices  that  can  usually  be  obtained  only  in  the  large 
cities. 

Its  method  of  sale  involves  the  use  of  the  United  States  mail 
instead  of  the  use  of  sales  people  or  stores. 

The  mail-order  business  does  not  enjoy  any  special  or  unusual 
postal  privilege  or  franchise  of  any  sort.  On  the  contrary,  most 
mail-order  houses,  in  order  to  facilitate  the  handling  of  their  letters, 
catalogues  and  parcels,  do  at  their  own  expense  a  great  deal  of  sort- 
ing, routing,  bagging,  and  carting,  thus  relieving  the  Post  Office 
Department  of  much  work  which  it  is  required  to  perform  for  the 
smaller  users  of  the  mails. 

The  Post  Office  Department  generally,  from  expressions  which  we 
have  heard,  regard  the  mail-order  business  as  proiStable  to  them,  a 
business  easy  to  handle  on  account  of  its  large  volume  and  unity. 

The  mail-order  business,  generally  speaking,  is  done  on  a  high 
plane.  All  mail-order  houses  of  which  we  have  any  knowledge  do 
business  upon  the  basis  of  refunding  the  money  to  tne  customer,  to- 
gether with  all  transportation  charges,  for  any  goods  which  are 
not  satisfactory.  The  mail-order  concerns  are  nationally  famous  for 
their  efficient  methods  of  administration.  The  whole  business  has 
been  developed  by  supplying  its  customers  with  reliable  merchandise 
at  substantial  savings. 

The  mail-order  business  performs  a  great  economic  function  by 
keeping  prices  down  to  a  lower  margin  of  profit  and  stimulatihg 
competition 

Senator  Thomas.  Are  they  doing  any  business  in  the  District  of 
Columbia  ? 

Mr.  EiswALD.  Very  little,  I  am  sorry  to  say. 

The  mail-order  business  performs  a  great  economic  function  by 
keeping  prices  down  to  a  lower  margin  of  profit  and  stimulating 
competition,  thus  directly  benefiting  the  people  living  in  the  country 
and  small  towns.  The  country  merchant  regards  the  mail-order 
catalogue  as  the  great  price  maker. 

We  wish  to  quote  jfrom  a  letter  written  to  Congressman  H.  B. 
Flood,  on  August  30,  1918,  by  Mr.  A.  B.  Thornhill,  president  of  a 
large  farmers'  grange,  with  20,000  members  in  the  State  of  Virginia 
alone  (reading) : 

I  am  writing  to  call  your  attention  to  the  fact  that  the  mail-order  liouses  sell 
nearly  all  of  their  goods  to  the  farmers  in  the  rural  districts,  and  very  little 
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or  any  tjota  to  the  city  congumers.  The  organized  farmers  of  our  State  have  a 
contract  .with  the  Spotless  Oo„  in  Richmond,  a  mail-order  house,  and  we  have 
found  it  the  only  lever  we  had  to  keep  down  the  retail  prices  under  the  existing 
drcumstancea 

The  retail  merchants*  association  is  so  well  organized  that  it  is  hard  to  tell 
Jast  what  the  country  people  would  pay  for  their  goods  except  for  this  com- 
petition. . 

If  thfs  tax  could  be  extended  to  all  business  alike,  then  it  would  not  be  a 
hardship  on  any  one  class. 

We  contend  that  the  savings  made  by  our  customers  through  their 
dealings  with  us  enables  them  to  accumulate  property  and,  therefore, 
we  are  a  substantial  factor  in  aiding  to  build  up  the  conmiunities  in 
which  tixey  live. 

We  offer  no  objection  to  any  tax  that  is  not  discriminatoir,  but  we 
wish  to  point  out  that  this  proposed  tax,  if  constitutional,  will  be 
class  legislation,  punitive  in  its  effect  and  meager  in  its  results.  It 
proposes  to  tax  a  very  small  ^roup  of  business  concerns,  apparently, 
because  they  secure  their  orders  through  one  of  the  great  govern- 
mental agencies — the  United  States  mail.  It  does  not  tax  an  article 
sold  to  a  customer  who  makes  use  of  the  railroads  or  trolleys  for  the 
purpose  of  calling  at  a  store  in  person  io  make  his  purchases ;  it  does 
not  tax  the  purchase  made  by  telegraph  or  tj^ephone ;  it  does  tax  the 
purchase  that  is  made  through  tne  mail.  It  means  that  a  bill  of 
groceries  sold  over  the  telephone  or  by  means  of  the  telegraph  goes 
free,  while  the  same  order  sent  in  by  mail  is  taxed.  It  means  that  a 
shirt  or  plow  sold  by  mail  must  bear  a  tax  of  1  per  cent,  while  a  shirt, 
or  plow  sold  over  the  counter  or  by  a  salesman  goes  free. 

Senator  Thomas.  Is  that  entirely  true?  'We  have  a  tex  on  tele- 
phone messages,  except  local  messages,  and  we  also  have  a  tax  on  all 
telegraph  messages. 

Mr.  EiswALD.  The  sale  goes  free. 

Senator  Lodge.  And  there  is  also  an  added  tax  on  letters. 

Senator  Thomas.  And  also,  as  the  Senator  from  Massachusette 
suggests,  an  added  tax  on  letters. 

Senator  McCumber.  That  is  not  a  tax  on  the  sale. 

Senator  Thomas.  No ;  it  is  not  a  tax  on  sales,  but  it  is  a  tax  upon 
the  transaction. 

Mr.  EiswALD.  We  believe  this  is  just  as  consistent  as  proposing 
to  tax  the  manufacturer  who  uses  water  power  in  his  busmess,  and 
not  one  who  uses  steam.  It  is  similar  to  a  proposition  to  tax  a 
self-service  restaurant,  the  automatic  style,  and  not  a  restaurant 
which  employs  waiters. 

Our  Government  seeks  to  bring  the  producer  and  the  consumer 
closer  together  for  the  purpose  of  preventing  profiteering  and  re- 
ducing the  high  cost  of  living.  By  what  theory,  therefore,  are  sales 
by  mail  to  be  texed  and  other  sales  not?  One  merchant  makes  a 
sale  over  the  counter  or  through  a  traveling  representative,  and  his 
sale  is  approved.  Another  man  makes  a  sale  by  means  oi  a  letter 
or  a  catalogue,  and  his  sale  is  taxed. 

A  tax  on  the  sales  of  mail-order  business  would  not  be  a  tax  on 
property,  or  on  profits,  or  on  a  commodity,  but  would  be  a  tex  on  a 
method — in  this  case  a  method  of  selling  merchandise — and  there- 
fore«  would  be  a  discrimination. 

We  wish  to  point  out  that  this  tax  will,  in  many  cases,  be  confis- 
catory, because  there  are  a  number  of  mail-order  houses  who  have 
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made  no  profit  during  the  year  1918.    A  tax  on  their  gross  sales, 
therefore,  would  be  confiscation  of  part  of  their  capital. 

This  tax  is  i^troactive  for  18  months;  it  proposes  a  tax  on  all  mail 
sales  made  since  Julv  1,  1917.  The  retroactive  feature  levies  tribute 
on  a  few  business  nouses  and  must  be  paid  out  of  their  •  capital. 
Although  the  Government  must  have  immediate  revenue,  it  can  not, 
in  fairness,  and  with  proper  regard  for  the  conservation  of  business, 
resort  to  such  punitive  and  throttling  measures.  A  universal  tax 
collected  by  revenue  stamps  on  all  sales  would  bring  immediate  and 
thereafter  daily  revenue. 

There  is  perhaps  no  one  agency  which  is  so  productive  of  profitable 
revenue  to  the  Post  Office  Department  as  tne  mail-order  business, 
through  the  payment  of  postage  on  its  letters  and  its  catalogues  and 
other  printed  matter,  the  shipment  of  merchandise  by  parcel  post, 
and  through  the  creation  of  first-class  mail,  registered  mail,  and 
money-order  business  from  its  customers  as  a  result  of  the  distribu- 
tion of  its  printed  matter. 

It  is  conservatively  estimated  that  the  amount  of  postal  revenue 
produced  by  the  mail-order  houses  within  the  scope  of  the  proposed 
tax  amounts  to  $24,000,000  per  annum.  To  discourage  the  business 
can  not  help  but  appreciably  curtail  this  revenue  of  the  Post  Office 
Department. 

It  is  claimed  by  a  few  that  mail-order  houses  pay  no  local  taxes 
at  the  points  at  which  they  deliver  their  goods.  We  submit  to  your 
committee  that  it  is  contrary  to  custom  and  to  the  spirit  of  our  insti- 
tutions to  call  upon  a  concern  to  pay  taxes  both  at  the  point  at  which 
it  carries  its  merchandise  and  at  which  it  delivers  it. 

The  farmer  raises  his  wheat  in  Iowa  and  ships  it  *to  Chicago  or 
Minneapolis  to  be  sold.  He  pays  taxes  in  Iowa  and  not  in  Illinois  or 
Minnesota. 

The  cotton  goods  manufacturer  weaves  his  cloth  in  North  Carolina 
and  sell  it  in  Boston  or  Philadelphia.  He  pays  taxes  in  North  Caro- 
lina and  not  in  Massachusetts  or  Pennsylvania. 

The  stockman  raises  horses  in  Ohio  and  sells  them  in  New  York 
State.    He  pays  taxes  in  Ohio  and  not  in  New  York. 

The  miner  produces  coal  in  Pennsylvania,  Indiana,  or  West  Vir- 
ginia and  ships  it  to  every  part  of  the  United  States.  He  pays  taxes 
only  at  the  point  at  which  he  produces  his  coal. 

We  state,  furthermore,  that  mail-order  houses  not  only  pay  taxes 
at  the  points  at  which  they  carry  their  various  stocks,  but  also  pay  to 
the  United  States  Government  every  tax  so  far  assessed  against  every 
other  retailer. 

The  selling  of  commodities  by  mail  direct  to  the  consumer  gives 
to  millions  of  our  rural  population  the  facilities  of  the  cheap  market*? 
of  the  large  cities;  it  provides  them  with  the  opportunity  for  selec- 
tion from  stocks  infinitely  larger  than  are  carried  by  retailers  in  rural 
districts;  it  keeps  prices  down  by  maintaining  a  lower  margin  of 
profit;  and  it  stimulates  competition,  thus  insuring  to  consumers 
the  lowest  possible  prices. 

The  mail-order  business  is  one  of  the  main  agencies  in  aiding  the 
farmer  and  the  wage  earner  in  the  rural  districts  and  small  towns 
to  keep  down  the  ever-rising  cost  of  living,  and  we  submit  to  your 
committee  that  it  would  be  an  injustice  both  to  the  consumer  and  to 
business  to  place  a  discriminatory  tax  on  this  important  factor  in 
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the  conuii^xial  organization  of  the  United  States.  It  is  the  pros- 
perity of  the  whole  community  that  is  the  ffuarantee  of  democracy. 

The  Chairman.  In  your  argument  you  liave  made  a  statement 
that  if  this  tax  were  generally  imposed  it  would  yield  a  great  deal 
of  reveinue.    Have  you  made  any  estimate  ? 

Mr.  EiswAU).  I  have  striven,  with  other  people,  to  estimate  what 
it  would  brinj^,  tried  to  make  deductions  from  the  clearing  houses, 
but  I  am  unable  to  make  any  suggestion  at  all.  The  retail  sales  of 
this  country,  speaking  commercially,  are  about  20  billion  dollars. 
I  have  never  found  any  way  of  estimating  those  sales  that  are  not 
strictly  commercial. 

The  Chairman.  You  also  said  that  practically  all  of  these  sales 
were  made  in  the  rural  districts. 

Mr.  EiswALD.  Yes,  sir. 

The  Chairman.  Have  you  any  information  which  you  can  give 
tlie  committee  as  to  what  proportion  of  the  sales  are  made  in  the 
rural  districts? 

Mr.  EiswALD.  Between  85  and  90  per  cent. 

The  Chairman.  How  did  you  an*ive  at  that' estimate? 

Mr.  EiswALD.  It  is  customary  with  the  mail-order  houses  to  try 
to  confine  their  circulation  as  much  as  possible  to  the  rural  districts, 
because  we  are  better  fitted  to  serve  the  rural  population  than  the 
citv  population.  Therefore  we  scan  our  customer  lists  very  care- 
fully, and  we  always  receive  reports  from  our  customer-list  depart- 
ments as  to  the  proportion  of  rural  population  represented  on  our 
books.  By  rural  population  we  consider  those  customers  who  are 
in  towns  of  under  2,500. 

The  Chairman.  You  also  stated  that  the  imposition  of  this  tax 
upon  the  mail-order  houses  would  diminish  the  tax  to  be  paid  in 
other  ways. 

Mr.  EiswALD.  Yes,  sir. 

The  Chairman.  Would  there  be  any  difficulty  in  the  way  of  these 
mail-order  houses  adding  to  the  price  of  their  good?  this  1  per  cent, 
or  what  is  the  equivalent  to  1  per  cent? 

Mr.  EiswALD.  No  objection.  According  to  the  theory  of  all  taxa- 
tion it  would  be  passed  on  to  the  consumer.  We  could  not,  however, 
pass  on  to  the  consumer  the  retroactive  feature,  which  proposes  to 
tax  us  for  the  past  18  months. 

Senator  Thomas.  If  it  would  be  passed  on  to  the  consumer,  I  am 
against  it. 

The  Chairman.  There  would  be  no  difficulty  in  their  passing  this 
tax  on  to  the  consumer — that  is,  as  to  the  future  tax  ? 

Mr.  Eiswald.  No  difficulty,  except  a  trading  difficulty,  in  this  way : 
We  would  be  obliged  to  add  1  per  cent  to  our  price,  whereas  our  com- 
petitors, the  retail  dealers,  would  not  be  obliged  to.  But  they  would 
add  1  per  cent,  and  take  it  as  additional  profit,  not  having  to  pay 
this  tax. 

The  Chairman.  The  difficulty  would  only  grow  out  of  compe- 
tition f 

Mr.  Eiswald.  Yes,  sir. 

The  Chairman.  Do  not  these  mail-order  houses  usually  somewhat 
undersell! 

Mr.  EiawAtn.  As  a  general  thing  they  do. 
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Senator  Thomas.  Is  it  not  your  experience  that  wken^a'ta^'we 
levy  is  passed  on  to  the  consumer  something  is  always  added  to  it,  or 
most  always?  .  i         . 

]y&.  EiswALD.  That  is  mv  personal  experience,  i  < 

Senator  Thomas.  And  if  you  can  pass  this  tax  on  to  the^eonsumer, 
it  would  probably  be  2  cents  to  him  eventually,  instead  of 'the  1  per 
cent  to  you? 

Mr.  EiswALD.  Outside  of  the  ethics  of  it,  I  do  not  think  that  com- 
petitive  reasons  would  permit  us  to  do  that.  :»   ^ 

Senator  Thomas.  I  do  not  confine  my  question  to  your  business. 

Mr.  EiswAiJ).  I  understand. 

Senator  Thomas.  But  generally.  Your  business  is  like  any  other. 
It  will  pass  all  expenses  to  the  consumer  that  it  can,  which  is  per- 
fectly legitimate.  But  I  think  in  the  operation  of  the  existing  law 
a  great  many  of  these  ta'xes  are  passed  on  to  the  consumer,  but  they 
are  doubled  at  the  same  time,  if  not  more  than  that,  and  if  this  is  a 
tax  that  can  be  passed  to  the  consumer — and  you  say  it  can — ^I  con- 
fess I  do  not  feel  very  friendly  to  it. 

The  Chairman.  Have  you  any  further  statements  to  make  to  the 
committee? 

Mr.  EiswALD.  That  is  all,  Mr.  Chairman. 

The  Chairman.  We  are  much  obliged  to  you. 

Senator  Thomas.  Before  we  hear  from  another  witness,  if  it  be 
the  intention  of  the  committee  to  limit  this  hearing  to  10  days,  we 
ought  to  place  a  limit  on  the  amount  of  time  which  each  spealier  ap- 
pearing before  us  may  occupy.  Personally,  I  am  not  in  fttvor  of  a 
limitation.    I  think  it  is  a  vastly  important  matter. 

The  Chairman.  I  thought  we  might  proced  in  this  way  to-day, 
and  then  we  could  determine  a  little  bit  later  whether  it  will  be  neces- 
sary to  do  that  in  order  to  finish  in  the  time  we  have  allowed  our- 
selves. 

Is  there  any  other  gentleman  who  desires  to  be  heard  on  this  par- 
ticular subject?  We  will  hear  from  Mr.  Heath,  representing  the 
Larkin  Co. 

Is  the  Larkin  Co.  a  mail-order  house,  Mr.  Heath  ? 

STATEHEHT  OF  ME.  WILLIAM  E.  HEATH,  EEFEESENTHre  THE 

LAEKnr  CO.,  OF  BITFFALO. 

Mr.  Heath.  A  so-called  mail-order  house.  I  speak  simply  to  call 
the  attention  of  the  committee  to  a  different  method  which  seems  to 
be  covered  by  this  provision,  retailing  of  merchandise. 

Our  orders  are  received  by  mail.  A  large  portion  of  our  business, 
however,  is  received  from  what  have  been  popularly  called  clubs 
of  10  women  going  out  and  soliciting  orders,  securing  the  orders,  and 
sending  them  to  us.     We  pay  for  those  orders;  therefore  we  are 

Eayin^  a  commission  for  business,  although  the  business  is  received 
y  mail. 

The  Chairman.  Is  it  not  merely  a  system  of  advertising?  If  you 
did  not  adopt  that  method  you  would  have  to  advertise. 

Mr.  Heath.  Not  at  all.  We  advertise  as  other  mail-order 
houses  do. 

The  Chairman.  This  is  merely  supplementary  to  your  advertising 
system,  is  it  not? 
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Mr.  Heath.  It  costs  us  more  than  the  advertising.  It  costs  us  as 
much  asl  is  ordinarily  paid,  I  presume,  by  other  houses  who  secure 
business  that  way.  This  would  seem,  therefore,  to  tax  our  com- 
pany double  even  what  it  does  ordinarv  mail-order  houses. 

I  do  not  understand  what  is  meant  bjr  '^  retailing  of  merchandise 
through  or  upon  orders  received  by  mail."  We  receive  our  orders 
by  mail.    Are  they  to  be  taxed,  no  matter  how  the  order  is  secured? 

The  Gbairman.  You  will  have  to  make  your  own  interpretation 
of  it,  and  proceed  with  the  argument.  We  are  not  going,  at  this 
stage,  to  attempt  to  interpret  it. 

Mr.  Heath.  I  did  not  intend  that  as  a  question  I  wanted  you  to 
answer.  •  I  only  wanted  to  state  the  question  that  is  in  our  minds. 
The  mail-order  business  is  presumed  to  be  a  profitable  business. 
Between  June  20,  1917,  and  June  30,  1918,  our  latest  figures,  our 
^mpany  suffered  a  merchandising  loss.  If,  therefore,  we  pay  a  1 
per  cent  tax  upon  our  sales  for  that  year,  it  will  be  taken  out  of 
capital,  besides  suffering  a  loss  that  was  quite  severe.  I  think  that 
is  all  I  care  to  say. 

The  Chairman.  That  has  reference  to  the  retroactive  feature? 

Mr.  Heath.  Yes,  sir. 

The  Chairman.  And  your  point  is  that  if  that  provision  should 
remain  in  the  bill,  you  would  have  no  opportunity  to  pass  this  tax 
on  to  tiie  purchaser,  as  you  will  have  with  future  sales  ? 

Mr.  Heath.  No;  and  unless  conditions  improve,  Mr.  Chairman, 
we  will  have  no  opportunity  to  pass  it  on  any  way.  We  can  not 
pass  it  on  and  be  assured  of  getting  orders.  It  is  orders  out  of  which 
wepay  our  taxes.    We  must  compete. 

Tlie  Chairman.  You  say  unless  conditions  improve.  Is  the  mail- 
order business  not  prosperous  at  this  time? 

Mr.  Hbath.  We  nad  large  contracts  for  goods  that  were  curtailed 
by  virtue  of  the  war. 

Senator  Smith.  It  is  a  question  of  obtaining  goods  rather  than 
of  selliuff  them? 

Mr.  I&L^TH.  We  can  not  obtain  the  goods  at  all,  and  then  there 
are  delays  incident  to  railroad  service;  and  the  difficulty  of  securing 

foods  that  we  could  sell,  or  selling  goods  that  we  could  secure,  which 
as  very 'much  crippled  our  busmess.    And  it  seems  to  us  that  the 
discrimination  is  entirely  unjustifiable. 

The  Chairman.  If  there  is  no  one  else  who  wishes  to  make  a 
statement  to  the  committee  with  reference  to  this  particular  subject, 
we  will  hear  any  other  gentleman  who  may  desire  to  present  any 
matter  to  the  committee. 

I  understand  Senator  Smith  of  Maryland  has  asked  for  some  time. 

brokers. 

STATEHEin  OF  SENATOR  JOHN  W.  SMITH/ OF  MAEYLAND. 

Senator  Smith.  Mr.  Chairman  and  gentlemen  of  the  committee, 
the  gentlemen  who  are  here  with  me  to-day,  and  to  whom  you  kindly 
agreed  to  give  a  hearing,  represent  a  class  of  brokers  and  bankers  in 
most  of  the  cities  of  the  United  States.  They  feel  that  the  tax  that 
has  been  levied  upon  them  is  unjust,  and  they  want  to  make  a  state- 
ment of  their  case  to  you  this  morning.    I  bespeak  for  them  your 
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favorable   consideration.     I  will   first   present   to   you   Mr.   John 
Hinkley. 

STATEMENT  OF  MB.  JOHN  HINKLEY,  OF  BALTIMOBE^  MD. 

• 

Mr.  Hinkley.  Mr.  Chairman  and  gentlemen  of  the  contmittee,  I 
propose  to  be  very  brief.  The  pailicular  matters  we  wish  to  bring 
to  the  attention  of  the  committee  are  the  two  sections  of  the  bill 
bearing  upon  a  special  tax  upon  members  of  stock  exchange.  They 
will  be  found  in  two  sections,  one  on  page  125,  which  is  the  section 
with  regard  to  a  20  per  cent  tax  on  dues,  which  places  members  of 
the  stock  exchange  in  the  same  category  as  members  of  clubs  and  im- 
poises  a  20  per  cent  tax. 

Senator  Thomas.  Section  801. 

Mr.  HiNKiiEY.  Section  801.  That  applies  to  clubs  of  ail  kindff 
where  the  dues  are  over  $10  a  year;  and  also  produce  exchanges, 
boards  of  trade,  or  similar  organizations  "  maintaining  a  place  where 
produce  or  merchandise  i3  sold,  or  to  any  stock  exchange."  That 
means  a  tax  of  20  per  cent  on  dues  of  members  of  a  ^tock  exchange, 
and  also  any  produce  exchange.  It  means  if  a  man  i§  a  member  of 
more  than  one  exchange  he  has  to  pay  that  on  the  dues  of  each  ex- 
change. 

The  other  section  we  are  interested  in  is  section  1001,  on  page  139, 
which  provides  for  a  flat  tax  of  $100  on  brokers,  and  whiclx  also 
provides,  in  the  last  part,  which  is  the  part  we  think  is  most  open 
to  protest^  a  lax  based  on  the  market  value  of  a  seat  on  the  exchange 
on  a  slidmg  scale.  The  provision  to  which  I  refer  begins  on  the 
bottom  of  page  139  and  provides  for  a  tax  on  a  seat  the  value  of 
which  is  not  more  than  $2,000  of  $50 :  where  the  value  is  more  than 
$2,000  and  not  more  than  $5,000,  of  $100;  and  if  the  value  is  more 
than  $5,000,  of  $150. 

Senator  Thomas.  Those  are  additional  payments? 

Mr.  Hinkley.  Those  are  additional  taxes ;  yes,  sir. 

Senator  Thomas.  In  addition  to  the  $100  mentioned? 

Mr.  Hinkley.  In  addition  to  the  $100  flat  tax.  Take,  for  in* 
stance,  the  Baltimore  Stock  Exchange.  They  have  dues  of  $200. 
That  imposes  a  tax  of  $40  for  the  dues  to  the  exchange.  It  imposes 
a  flat  tax  for  being  a  broker  of  $100,  and  it  imposes  a  special  tax, 
based  on  the  value  of  the  seat  in  the  exchange,  which  in  the  case 
of  the  Baltimore  Exchange  would  be  $100  more.  So  that  is  $240 
coming  under  these  three  heads  that  a  member  of  the  Baltimore 
Stock  Exchange  would  have  to  pay  for  carrying  on  his  ordinary 
legitimate  business. 

I  have  a  little  brief  here  which  I  will  hand  to  the  gentlemen  of 
the  committee. 

The  Chairman.  Do  you  mean  that  $240  is  taxes  or  part  of  it  is  fees 
he  has  to  pay  to  the  exchange? 

Mr.  Hinkley.  A  tax  on  dues  is  proposed  to  be  considered  as  a  tax. 

The  Chairman.  What  I  was  asking  you  is,  if  in  this  $240  you  are 
including  anything  except  the  tax  he  has  to  pay  to  the  Govern- 
ment? I  asked  that  because  you  said  something  about  a  member 
having  to  pay  a  fee  to  the  club  of  $100. 

Mr.  Hinkley.  No;  $240  is  what  a  member  of  the  Baltimore  Stock 
Exchange  has  to  pay  to  the  Government  for  the  privilege  of  doing 
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business:  The  dues  to  the  exchange  are  $200  per  annum,  and  that 
forms  the  basis  for  the  20  per  cent  tax,  which  makes  $40,  and  then 
there  is  a  flat  tax  of  $100,  and  then  there  is  the  excise  tax  of  $100 
based  upon  the  value  of  the  seat  upon  the  exchange. 

The  point  I  have  made  is^thpt  there  are  three  different  taxes  laid 
upon  stock  brokers  in  the  worst  possible  times.  They  have  suffered 
more  from  the  war  than  any  other  class  of  people,  and  they  have 
done  more  to  aid  the  Government  in  floating  the  loans  than  any 
other  class,*  and  made  more  sacrifice  and  effort.  The  points  I  have 
made  in  mV  brief  are  six: 

First.  That  the  business  of  a  stock  broker  is  not  of  such  a  char- 
acter as  to  justify  being  singled  out  for  special  taxation  as  a  busi- 
ness. 

The  business  of  a  stock  broker  is  to  bring  together  the  buyer  and 
the  seller,  and  he  trades  under  the  rules  of  the  exchange.  Every- 
thing is  public — of  record.  And  he  gets  only  a  fixed  commission  for 
bringing  the  buyer  and  seller  together. 

A  pomt  that  was  suggested  to  me  by  the  argument  just  made 
before  the  conmiittee  is  that  there  is  no  possible  way  of  {)assing  this 
tax  on  to  anybody.  In  other  words,  it  is  a  tax  taken  right  out  of 
the  pocket  of  the  broker. 

Senator  Thomas.  That  is  one  argument  in  favor  of  it. 

Mr.  HiNKLEY.  Yes,  sir;  you  can  not  pass  it  on,  and  you  can  not 

Eass  it  on  double.  You  can  not  pass  it  on  at  all.  The  tax  has  to 
e  paid  out  of  the  earnings. 

Senator  Jones,  (^ould  you  not  increase  your  commissions? 

Mr.  HiNKLEY.  Not  very  well. 

Senator  Jones.  Why  ? 

Mr.  HiNKLEY.  Because  they  are  standard  commissions,  one-fourth 
of  1  per  cent  on  the  Baltimore  Stock  Exchange,  one-eicfhth  of  1 
per  cent  on  the  New  York  Stock  Exchange. 

Senator  Jones.  Prices  are  all  rising.  Why  should  not  commis- 
sions rise? 

Mr.  HiNKLEY.  That  is  a  qiu»stion  I  can  not  very  well  ansAver.  I 
do  not  think  it  could  very  well  be  done.  Commissions  have  been 
fixed  for  a  long  time. 

Senator  Townsend.  Do  you  mean  to  say  commissions  have  not 
increased  since  the  war  began  ? 

Mr.  HiNKLEY.   No. 

Senator  SMrrn.  Percentages  of  commissions  have  not  increased, 
but  the  quantity  of  business  might  have  increased. 

Mr.  HiNKLEY.  No;  business  has  decreased  very  considerably.   ' 

Senator  Smith.  I  said  it  might  have  increased. 

Mr.  HiNKLEY.  That  is  the  second  point  I  will  come  to,  and  I  wnll 
i>ring  it  up  right  now ;  that  is,  the  enormous  decrease  in  the  volume 
of  business  on  the  stock  exchange.  That  is  attributable  to  three 
causes,  all  of  which  work  together,  the  decrease  of  surplus  capital 
available  for  investment;  second,  the  almost  complete  absorption  of 
available  capital  by  the  United  States  liberty  loans;  and  third,  the 
g;reatly  restricted  output  of  new  issues. 

There  are  very  few  new  securities  being  floated.  Of  course,  the 
issue  of  new  securities  gives  more  business  to  the  members  of  the 
stock  exchange  and  brokers.  So  that  those  two  elements  together 
have  very  materiallv  reduced  the  volume  of  the  stock  brokers'  busi- 
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ness  until  a  great  many  of  them  are  barely  making  their  'office  ex* 
penses.  They  are  keeping  up  the  organization  because  they  expect 
the  war  to  be  over  some  da^,  and,  like  a  great  many  othe^  lines  of 
business,  they  keep  their  omces  open  in  the  hope  that  in  the  future 
they  will  make  a  profit.  But  just  now  a  great  many  of  Uiem  are 
doing  business  at  a  loss. 

Senator  Jones.  To  what  extent  has  the  tax  which  has  be^n  placed 
upon  transfers  of  stock  on  these  exchanges  reduced  the  volume  of 
short  sales  and  speculative  sales? 

Mr.  HiNKXEY.  I  can  not  answer  you  that.  We  have  very  little  of 
that  in  Baltimore.  Our  market  is  an  investment  market.  There  are 
some  people,  of  course,  some  brokers,  who  trade  for  their  own  ac- 
count, and  some  customers  who  trade  in  that  way,  but  our  sales  are 
all  bona  fide  sales,  whether  speculative  or  not,  and  are  actually  paid 
for  in  cash  and  the  stock  is  actually  delivered.  We  have  what  you 
might  call  an  investment  market  in  Baltimore,  and  I  think  the 
same  applies  to  other  cities  which  are  represented  here  bemded  Bal- 
timore. 

The  Government,  as  the  Senator  has  suggested,  has  already  im- 
posed that  tax  on  stock  transactions,  so  that  we  have  four  taxes  now» 
In  addition  to  the  three  I  have  mentioned,  we  have  the  tax  on  the 
transfer  of  stock.  So  that  there  are  four  taxes  that  are  imposed 
on  stock  exchange  transactions,  although  that  particular  tax  is  passed 
on  to  the  consumer. 

Senator  Thomas.  You  pay  State  and  city  taxes  also  1 

Mr.  HiNKMSY.  In  New  York  they  have  a  city  tax. 

Senator  Thomas.  I  am  speaking  about  the  general  State  tax. 

Mr.  HiNKLEY.  State  taxes  on  transfers? 

Senator  Thomas.  No;  but  brokers  have  some  taxable  property? 

Mr.  HiNKLEY.  Yes. 

Senator  Thomas.  In  addition  to  these  national  taxes,  you  depend 
upon  your  business  for  revenue  to  pay  your  State  taxes? 

Mr.  HiNKLEY.  Yes.  I  will  have  to  ask  one  of  the  other  gentlemen 
of  the  Baltimore  Stock  Exchange  whether  there  is  a  license  tax  in 
Maryland  ? 

Mr.  H.  A.  Orrick.  Yes.    Of  course,  we  pay  a  tax  on  capital,  too. 

Mr.  HiNKLEY.  There  is  a  license  tax  m  Maryland  besides  this 
Government  tax.  I  have  emphasized  the  character  of  the  business 
of  stock  brokers,  the  decline  in  their  business,  and,  third,  the  decline 
in  the  value  of  seats  on  the  exchange.  The  seats  on  the  Baltimore 
exchange  used  to  be  worth  about  $6,000.  The  last  sale  was  for 
$4,300,  and  that  sale  was  not  consummated  because  the  purchaser  did 
not  qualify.  There  are  three  or  four  seats  now  offered  for  sale  for 
$3,000,  with  no  takers.  So  the  stock  brokers  are  in  the  position  of 
having  seats  on  the  exchange,  which,  of  course,  are  assets,  being  cut 
in  half.  They  are  now  worth  $3,000  instead  of  $6,000.  That  is 
another  situation  that  confronts  them.  They  have  had  that  value 
cut  in  half. 

In  addition  to  that,  there  is  the  loss  of  dues  of  members  in  the 
service.  The  Baltimore  Stock  Exchange  has  only  87  members.  In 
fact,  this  whole  thing  involves  only  a  small  amount  in  dollars  and 
cents.  I  doubt  if  tlie  whole  thing  would  come  to  a  million  dollars, 
even  including  the  New  York  Stock  Exchange,  because  I  do  not 
suppose  there  are  more  than  about  2,000  stock  brokers,  and  at  $40  a 
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piece,  tbat  would  only  be  $400,0009  and  it  mijB[ht  run  up  a  little  short 
of  a  milUon  dollars.  The  whole  question  of  this  special  tax  on  the 
business  of  stock  brokers  would  be  a  very^  small  amount.  Out  of  87 
memi>ers  ,we  have  six  or  seven  in  the  service,  and  we  have  suspended 
all  their  dues.  Some  members  are  in  the  draft,  some  have  died,  and 
it  all  means  a  loss  of  revenue,  and  their  revenues  are  scarcely  suffi- 
cient to  maintain  the  business  organization. 

The  Chairman.  Did  I  understand  you  to  say  that  out  of  the  87 
members  of  the  Baltimore  exchange 

Mr.  HiNKi^EY.  Six  or  seven  members  are  in  the  service  now. 

The  Ghiairman.  Military  service  of  the  (jovemment  t 

Mr.  HiNjBULEY.  Yes. 

Senator  Smith.  That  is,  between  21  and  81.  When  we  go  higher 
up  it  will  get  more. 

Mr.  HiNKiiEY.  Mr.  Orrick,  can  you  state  how  many  members  oi  the 
Baltimore  Stock  Exchange  are  now  in  the  service  of  the  Government? 

Mir.  Orkigk.  Seven  now  in  the  service. 

Mr.  HiNKLET.  And  more  that  are  subject? 

Mr.  Orrick.  Twenty-eight,  I  believe. 

Mr.  Hjnki^y.  Twenty-eight  subject  to  the  draft  The  fifth  point  I 
make  in  n»y  brief  is  that  the  proposed  tax  is  especially  burdensome 
on  members  of  the  smaller  exchanges.  The  value  of  a  seat  in  New 
York  is  $53,000  and  the  value  of  a  seat  in  Baltimore  is  $3,000,  with  no 
takers,  and  I  have  figured  in  the  brief  that  the  cost  of  doing  business 
in  the  New  York  Stock  Exchange  would  come  to  eight-tenths  of  1 
per  cent  of  the  value  of  the  seat  and  in  Baltimore  it  is  15  per  cent  of 
the  value  of  the  seat.  That  is  a  little  calculation  which  includes  the 
annual  dues  of  the  exchange. 

Senator  Jones.  In  other  words,  you  think  as  to  this  matter  the 
effect  of  the  tax  would  be  the  same  as  if  we  applied  an  equal  tax  on 
all  automobiles  regardless  of  the  size  or  value? 

Mr.  Hinkley.  There  is  a  slight  rising  scale,  but  it  is  very  slight. 
Between  $2,000  and  $5,000  it  is  $100,  and  evervthing  above  $5,000 
is  $160, 

Senator  Williams.  The  value  of  a  seat  on  the  New  York  Stock 
Exchange. is  $53,000? 

Mr.  HiNKUEY.  About  that,  I  am  informed. 

Senator  S^^ooi.  Then  upon  the  basis  of  the  cost  of  the  seats  in 
Baltimore  and  New  York,  the  tax  imposed  is  about  in  the  same  pro* 

S>i*tion  as  the  amounts  of  money  invested.    In  other  words,  a  man  in 
ew  York  has  to  invest  $53,000  and  a  man  in  Baltimore  $3,000  ? 
Mr.  Hinkley.  Yes. 

Senator  Smoot.  The  New  York  man  has  17  times  as  much  invest- 
ment as  the  Baltimore  man,  and  therefore  the  tax  should  not  be  the 
same? 
Mr.  HiNKUBY.  But  it  bears  disproportionately  on  the  smaller  stock 

exchange. 

Senator  Smoot.  I  have  not  figured  out  exactly  what,  it  is.  It  may 
be  a  little  different. 

Mr.  Hinkley.  That  calculation  shows  the  cost  of  doing  business  on 
the  New  York  Exchange  is  eight-tenths  of  1  per  cent  of  the  value  of 
the  seat,  and  the  cost  of  doing  business  on  the  Baltimore  Stock  Ex- 
change is  15  per  cent  of  the  value  of  the  seat. 
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Senator  Smoot.  It  is  about  equal.  Eight-tenths  of  17  would  be 
nearly  14  cents.  So  there  is  onlj'  1  cent  difference,  based  upon  the 
amount  of  money  that  you  have  invested. 

Senator  Gore.'  But  in  Baltimore  it  is  $100  and  in  New  York  it 
is  $150. 

Senator  Smooi*.  I  am  speaking  of  the  amount  of  money  it  wouhl 
cost  to  obtain  a  seat  in  New  York  and  the  amount  in  Baltimore. 
*  Senator  Gore.  The  investment. 

Senator  Smoot.  The  investment.  It  is  15  per  cent  in  Baltimore 
and  eight-tenths  of  1  per  cent  in  New  York.  "But  in  New  York  it 
reqfuires  17  times  the  amount  of  money  to  secure  the  seat,  which 
brings  them  almost  equal. 

Mr.  HiNKLEY.  The  Senator  is  entirely  correct.  The  cost  of  tloiiisr 
business  in  Baltimore  and  New  York  is  practically  the  same,  al- 
though the  value  of  the  seat  and  the  volume  of  business  is  very 
much  out  of  proportion. 

Senator  Thomas.  This  tax  is  not  imposed  on  the  basis  of  the 
amount  of  business  you  do,  but  upon  the  occupation. 

Mr.  HiNKLEY.  There  are  three  taxes,  one  the  tax  for  doing  busi- 
ness, which  is  uniform  everywhere.  But  the  other  taxes  are  based 
on  the  value  of  the  seats.  But  it  is  not  on  a  percentage,  but  on  a 
sliding  scale,  which  bears  disproportionately  on  the  smaller  ex- 
changes. 

The  other  point,  Mr.  Chairman  and  gentlemen,  and  one  which  I 
can  not  emphasize  too  strongly,  is  the  gratuitious  service  the  brokers 
have  given  the  Government  in  selling  the  Liberty  Bonds.  With  the 
banks  and  trust  companies,  they  have  practically  devoted  all  their 
time  and  all  the  facilities  of  their  offices  to  floating  these  loans, 
making  them  the  tremendous  success  that  they  have  been. 

The  Chairman.  In  view  of  the  fact  that  we  are  all  supposed  to  be 
doing  that — and  I  hope  we  all  are — if  we  omit  taxes  on  such  grounds 
we  could  not  get  any. 

Mr.  HiNKLEY.  We  do  not  ask  the  committee  to  omit  bixes,  but  we 
ask  them  not  to  single  out  stock  brokers  for  a  special  tax,  under  the 
circumstances  of  the  demoralization  of  their  business,  and  the  serious 
inroads  which  the  war  has  made  on  this  business.  We  think  imder 
those  circumstances  this  tax,  which  is  trifling  in  amount,  and  trifling 
in  the  total  revenue  to  the  Government,  bears  verv  hardJv  on  these 

ft-  ft 

gentlemen,  with  the  declining  business,  and  the  value  of  their  seats 
on  the  exchange  cut  in  half.  They  are  simply  living  from  hand  to 
mouth,  almost,  until  the  war  is  over,  when  no  doubt  there  will  be  a 
revival  of  stock  exchange  business,  as  well  as  the  business  in  other 
lines. 

Senator  Jones.  Have  you  any  information  as  to  the  profits  of  a 
broker  on  the  Baltimore  Exchange  and  the  profits  of  a  broker  on 
the  New  York  Exchange? 

Mr.  HiNKLEY.  I  have  not  that  information.  It  will  be  very  diffi- 
cult to  arrive  At,  because  you  would  have  to  take  the  average  of  the 
profits  of  a  large  number  of  members,  and  those  members  on  the 
New  York  Stock  Exchange  who  speculate  of  course  make  losses  as 
well  as  profits,  and  some  of  them  at  the  end  of  the  year  will  show  a 
loss.  But  I  am  speaking  of  the  investment  business  of  the  Baltimore 
Stock  Exchange. 
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Senator  Thomab.  I  notice  on  page  140  of  this  bill  there  is  a  tax 
of  $100  on  pawnbrokers.  Do  you  not  think  that  if  this  bill  passes 
the  pawnbrokers  are  the  class  of  brokers  who  are  going  to  ao  the 
rushing  business,  in  which  event  we  ought  to  increase  that  particular 
item? 

Mr.  HiNKLET.  That  is  a  little  outside  of  the  scope  of  my  argu- 
ment. I  do  not  know  whether  everybody  will  be  so  prosperous,  but 
with  the  high  wages  perhaps  the  pawnbrokers  will  not  have  as  many 
calls  upon  tTiem.        ^        ^         ^  ^ 

Senator  Thomas.  They  are  doing  a  pretty  good  business  here. 

Mr.  HiNKTiKY.  Senator,  I  thank  you  very  much  for  your  attention, 
and  I  will  file  this  brief. 

Thcf  Chairman.  Please  file  it  with  the  stenographer. 

Mr.  HiNKJLET.  There  are  three  members  of  the  Baltimore  Stock 
Exchan^  here  and  two  members  of  the  Chicago  Stock  Exchange, 
the  president  and  counsel,  and  perhaps  the  counsel  would  like  to 
speak. 

The  Chahiman.  We  made  this  rule  when  we  passed  the  last  reve- 
nue bill,  and  the  committee  agreed  the  other  day,  when  we  decided  on 
this  hearing,  to  adopt  the  same  rule,  to  ask  the  industries  appearing 
to  select  some  one  to  present  their  case.  We  think  that  two  would 
be  quite  enough  to  present  the  case  of  any  industry.  We  would  not 
care  to  hear  half  a  aozen  gentlemen,  because,  necessarily,  there  would 
be  a  great  deal  of  repetition,  and  the  two  representatives  might  state 
it  as  well  as  a  half  a  dozen;  in  fact,  in  many  instances  one  might 
state  it  just  as  well.  We  are  proceeding  with  a  little  latitude  to-day. 
because  we  have  not  quite  formulated  tne  line  of  procedure  in  all  of 
its  details.  We  are  sort  of  feeling  our  way.  We  will  hear  at  least 
two  this  morning. 

Mr.  HiNKLET.  There  are  representatives  of  the  Washington  Stock 
Exchanf^e,  the  Boston  Exchange,  and  also  of  the  New  York  Consoli- 
dated Exchange  present.  The  New  York  Consolidated  Exchange 
has  a  little  different  matter  to  present,  and  that  is  the  payment  of  the 
2  per  cent  tax  on  borrowed  stock,  which  bears  very  heavily,  also,  on 
stock  brokers  on  the  New  York  Stock  Exchange. 

(The  following  brief  was  subsequently  presented  by  Mr.  Hinkley, 
and  is  here  printed  in  full,  as  follows:) 

Brikf  onHehmf  ok  thk  Haltimokk  Stock  Kxchamie  in  the  ^Fatter  of  the 

Proposed  Tax  T'pon  Stock nROKERS. 

The  Baltimore  Stock  Kxclianj^e  most  earnestly  i»rotests  asuinst  the  proposed 
tax  upou  stockbrokers  based  uixui  the  value  of  seats  on  the  res|)ective  stock 
exchanges  and  a  i>ei*centapc  of  the  annual  dues  paid  by  members  of  the  ex- 
change, and  asks  the  ccmsideratlon  of  the  Finance  Committee  of  the  United 
States  Senate  of  the  following  argmnent : 

I.  the  business  of  a  stockbroker  is  not  of  such  a  character  as  to  justify 

BEIXC,    singled    out   FOR    SPECIAL   TAXATION    AS    A    BI'SINESS. 

Stockbrokers  carry  on  a  business  essential  to  the  economic  system,  of  a 
character  quite  analogous  to  that  of  the  broker  who  brings  together  the  buyer 
and  seller  of  produce  or  other  merchandise.  These  legitimate  functions  of  the 
broker  are  governed  by  rule  of  the  exchange  requiring  the  highest  standard  of 
honorable  dealing  and  financial  responsibility.  The  business  of  the  exchange 
ig  public,  its  transactions  are  i*ecorded,  and  the  strictest  rules  prohibit  fictitious 
transaction  or  profiting  by  the  agent  at  the  expense  of  the  principal. 

81608—18 2 


18  TO  PROVIDE  REVENUE  FOR  WAR  PURPOSES. 

The  Baltimore  Stock  Exchange  is  particularly  an  Investment  market  In 
which  the  owner  of  securities  which  he  desires  to  sell  employs  the  services  of  a 
broker  at  a  trilling  fixed  commission  to  offer  such  securities  for  sale,  and  par- 
ties desiring  to  purchase  securities  employ  the  services  of  their  brokers  for  a 
similar  commission  to  effect  their  purchases. 

We  can  not  emphasize  too  strongly  the  fact  that  the  business  of  the  Baltimore 
Exchange  is  not  to  any  great  extent  speculative  either  on  the  part  of  the  mem- 
bers of  the  exchange  or  on  the  part  of  their  customers.  In  any  case  the  trans- 
actions which  take  place  are  small  in  number  and  limited  in  amount,  and  repre- 
sent actual  cash  transactions  In  which  the  securities  are  actually  transferred 
and  delivered  and  the  purchase  money  paid  by  the  broker  of  the  purchaser  to 
the  broker  of  the  seller  In  cash. 

II.   DECLINE  OF  VOLUME  OF  BUSINESS. 

The  business  of  the  Baltimore  Stock  Exchange  in  common  with  that  of.  all  of 
the  smaller  exchanges  has  declined  very  considerably  during  the  period  of  the 
present  war.  Time  has  not  permitted  the  compilation  of  any  figures  showing 
the  extent  of  the  decline,  but  it  is  quite  apparent  from  the  most  cursory  exami- 
nation of  the  record  of  daily  sales  and  is  a  well-known  and  self-evident  fact 
This  decline  in  volume  of  business  may  be  accounted  for  by  all  three  of  the 
following  factors  working  together: 

1.  The  decrease  of  surplus  capital  available  for  Investment. 

2.  The  almost  complete  absorption  of  available  capital  by  United  States 
liberty  loan  Issues. 

3.  The  greatly  restricted  output  of  new  Issues. 

We  do  not  hesitate  to  say  that  the  commissions  of -the  entire  membership  of 
the  Baltimore  Stock  Exchange  In  the  past  year  have  diminished  as  compared 
with  preceding  years  to  a  degree  that  in  many  cases  barely  leaves  sufficient 
compensation  to  pay  office  expenses. 

III.   DECLINE  OF  VALUE  OF   SEATS  ON  THE  EXCHANGE. 

A  seat  on  the  stock  exchange  is  an  asset  of  the  holder  which  can  be  sold 
in  case  of  his  withdrawal  from  business  or  in  case  of  his  death.  Scats  on  the 
Baltimore  Stock  Exchange  prior  to  the  entrance  of  the  United  States  into 
the  war  sold  for  $6,000.  The  last  sale  at  the  Baltimore  Stock  Exchange  about 
six  months  ago  was  agreed  ui)on  at  $4,300,  but  was  canceled  because  the 
purchaser  did  not  qualify  for  membership  in  the  exchange.  Several  seats  on 
the  Baltimore  Stock  Exchange  are  now  for  siile  at  a  price  of  $3,000,  without 
finding  a  purchaser.    No  seat  has  been  sold  for  over  six  months. 

In  addition  therefore  to  the  decline  of  earnings,  each  member  of  the 
Baltimore  Stock  Exchange  has  suffered  a  loss  In  his  capital  account  by  reduc- 
tion of  the  value  of  his  seat  from  $6,000  to  $3,000  or  leas. 

TV.  LOSS  OF  DUES  OF  MEMBERS  IN  THE  SEBVICB. 

The  membership  of  the  Baltimore  Stock  Exchange  Is  87.  The  annual  dues 
paid  to  the  exchange  are  $200  from  each  mem!)er.  Six  or  seven  members  of 
the  exchange  are  In  the  service  of  the  United  States  and  their  dues  hftve  been 
suspended  during  the  period  of  the  war,  and  successive  Army  drafts  will  un- 
doubtedly take  away  further  members.  Several  monibers  of  the  excliange  have 
died  during  the  past  year  and  their  seats  are  for  sale.  This  has  caused  a  very 
marked  decrease  of  the  revenue  of  the  exchange  from  dues  of  members  and 
renders  difficult  the  maintenance  of  the  expenses  of  the  exchange  from  current 
revenue. 

v.   THE   PROPOSED   TAX    IS   ESPECIALLY   BURDENSOME   ON    MEMBERS   OF   THE   SMALLER 

EXCHANGES. 

The  following  figures  showing  the  cost  of  doing  business  on  the  New  York 
Stock  Exchange  and  on  the  Baltimore  Stock  Exchange  are  given  for  comparison : 

New  York  Stock  Exchange. 

Annual  dues $150 

Proposed  20  per  cent  Government  tax  on  dues 30 

Proposed  tax  based  on  value  of  seat 250 

Total  yearly  charge 430 
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Estimated  value  of  seat  on  New  York  Exchange,  $53,000.  Rate  of  annual 
charge  In  proportion  to  value  of  seat,  eight-tenths  of  1  per  cent. 

BALTIMORE   STOCK  EXCHANGE. 

Annual   dues $200 

Proposed  20  per  cent  Government  tax  on  dues 40 

Proposed  tax  hased  on  value  of  seat 200 

Total  yearly  charge 440 

Estimated  value  of  seat  on  Baltimore  Exchange,  $3,000.  Rate  of  annual 
charge  in  proportion  to  value  of  seat,  15  per  cent 

VI.   OBATUTTOUS    SERVICES    OF    BBOKEBS    TO    THE    GOVERNMENT    IN    SELLING   LIBERTY 

BONDS. 

It  is  well  known  that  the  success  of  the  flotation  of  the  three' liberty  loans 
which  have  been  issued  has  been  due  in  very  large  measure  not  only  to  the 
active  work  of  the  banks  and  trust  companies,  but  also  of  the  stockbrokers 
Uiroughout  the  country.  These  brokers  for  a  month  at  a  time  devoted  them- 
selves almost  exclusively  to  the  flotation  of  the  loan.  Many  of  them  served 
upon  liberty -loan  committees,  devoting  all  their  time  to  soliciting  subscrip- 
tions and  speaking  at  meetings  throughout  their  respective  States,  furnished 
the  services  of  their  clerical  assistants,  and  undertook  the  financial  obligations 
incident  to  the  handling  of  enormou«  numbers  of  small  subscriptions.  Prob- 
ably no  class  of  professional  men  have  made  any  greater  contribution  or 
greater  sacrifice  in  assisting  the  Government  in  the  essential  work  of  pro- 
viding means  for  carrying  on  the  war.  Few  classes  of  the  community  have 
exhibited  greater  patriotism  ox  greater  willingness  to  respond  to  the  call  of 
the  Government  by  not.  only  paying  their  own  taxes  and  assisting  and  ad- 
vising others  In  the  preparation  of  tax  returns,  but  also  In  the  specific  con- 
tributions they  have  so  freely  made  to  the  common  welfare  by  doing  their 
part  in  bringing  out  the  universal  response  to  the  Government's  appeal  for 
funds. 

Respectfully  submtted.  , 

Counsel  for  Baltimore  Stock  Exchange. 

The  Chairman.  Mr.  N.  B.  Lowes  will  now  be  heard. 

STATEMENT  OF  MB.  OEOEOE  N.  B.  LOWES,  EEPRESENTINO  THE 

CHICAGO  STOCK  EXCHANGE. 

Mr.  Lowes.  Mr.  Chairman,  our  situation  is  slightly  different  from 
the  situation  presented  by  Mr.  Hinkley.  Our  members  are  members 
of  six  or  seven  other  exchanges,  or  many  of  them  are,  and  the  tax 
based  upon  memberships  will  be  a  very  high  tax  upon  them,  and  it 
would  seem  to  us  that  the  tax  should  be  a  flat  tax  based  upon  the  busi- 
ness of  the  brokers,  and  not  based  upon  the  values  of  the  member- 
h'hips,  because  it  is  necessary,  quite  often,  for  brokers  to  be  members 
of  other  exchanges  in  other  cities.  I  would,  therefore,  suggest  that 
the  situation  be  considered  with  reference  to  a  tax  upon  brokers,  a 
flat  tax  upon  brokers,  not  with  reference  to  the  value  of  their  mem- 
berships.   I  believe  that  is  all  I  care  to  say. 

Senator  Jones.  What  advantages  do  you  get  by  being  a  member 
of  several  exchanges? 

Mr.  Lowes.  Various  connections  with  firms  in  other  cities  that 
probably  would  send  business,  and  such  things  as  that.  And  it  is 
possible  there  would  be  some  other  advantage.  I  will  ask  Mr.  Thomas, 
treasurer  of  the  exchange,  to  answer  your  question. 

Mr.  Thomas.  Division  of  commissions. 

Mr.  Lowes.  Upon  business  sent  from  other  brokers.    I  thank  you. 

The  Chairman.  Mr.  James  Maloney  desires  now  to  be  heard. 
Proceed,  Mr.  Maloney. 


20  TO   PROVIDE   REVENUE  FOR   WAR  PUBPOSBS. 

STATEMENT  OF  MB.  JAMES  B.  MAIONET,  BEBBESENTING  THE 
CONSOLIDATED  STOCK  EXCHANGE  OF  NEW  YOBK. 

Mr.  Maloney.  Mr.  Chairman,  yesterday  morning  we  received  a 
telegram  that  this  hearing  was  to  be  held  here  this  morning,  from 
the  Baltimore  Exchange,  and  I  was  sent  down  hurriedly  to  consult 
with  you  this  morning  to  find  out  what  the  idea  was  with  reference 
to  a  hearing,  and  we  find  that  the  proposition  they  have  presented 
hei*e  we  were  not  considering  at  all.  But  we  have  had  under  consid- 
eration other  matters  in  connection  with  the  brokerage  tax  which 
we  are  going  to  ask  Senator  Calder  to  arrange  for  a  hearing  oiu  if 
it  is  possible,  representing  most  likely  the  rfew  York  Stock  Ex- 
change, the  Boston  Stock  Exchange,  and  the  Consolidated  Stock 
Exchange,  although  I  myself  can  only  speak  for  the  Consolidated. 
That  was  our  idea  in  reference  to  the  tax  on  loans,  return  loans,  and 
those  things  which  developed  lon^  after  the  bill  went  into  effect  last 
year.  It  was  not  discovered  until  March  that  this  tax  applied  on 
return  loans,  but  that  was  the  interpretation  of  the  Attorney  Gen- 
eral, and  our  opinion  has  always  been  that  the  committee  never 
intended,  when  they  enacted  the  law,  to  have  that  tax  applied  to  the 
return  loans.  I  do  not  want  to  take  up  your  time  now ;  but  if  ;^ou 
can  arrange  to  give  us  15  minutes  some  day  and  let  us  file  a  brief, 
that  will  satisfy  us. 
.    Senator  Smoot.  Do  it  this  afternoon. 

Mr.  Maloney.  I  just  came  down  from  Boston. 

The  Chairman.  You  simply  want  to  file  a  brief? 

Mr.  Maloney.  And  perhaps  have  some  one  come  and  explain  » 
few  points. 

The  Chairman.  How  much  time  would  you  want? 

Mr.  Maloney.  Not  over  15  minutes. 

The  Chairman.  We  will  give  you  15  minutes  Monday  or  Tuesday 
morning.  . 

Mr.  Maloney.  It  is  rather  a  quick  notice,  which  we  received  only 
last  night. 

The  Chair»Ian.  You  had  better  advise  the  clerk  which  day  you 
will  come. 

Mr.  Maloney.  I  thank  you  very  much.    We  will  do  that. 

The  Chairman.  The  next  gentleman  desiring  to  present  his  views  . 
is  Mr.  Cunningham,  of  New  Orleans. 

STATEMENT  OF  MR.  THOMAS  F.  CTnomTGHAM,  REPBESENTINO 

THE  NEW  ORLEANS  BOARD  OF  TRADE. 

Mr.  Cunningham.  Mr.  Chairman  and  gentlemen  of  the  committee, 
I  just  desire  briefly  to  address  you  covering  the  brokerage  matter. 
Our  situation  in  New  Orleans  is  somewhat  similar  to  that  of  the 
stock-exchange  gentlemen  who  have  just  addressed  you,  except  that 
in  our  case  we  sell  on  the  floor  of  our  exchange  only  one  class  of 
merchandise ;  that  is,  rough  rice. 

The  bill,  as  we  read  it,  will  affect  a  large  number  of  our  members, 
who  do  not  deal  in  the  particular  commodity  sold  upon  the  floor,  but 
are  brokers  of  other  merchandise,  and  this  tax  would  apply  to  them. 
I  allude  more  particularly  to  merchandise  brokers  and  manufac- 
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tui'ers'  agents,  of  which  we  have  a  large  number,  who  are  membei-s 
of  our  exchange.  As  the  tax  now  stands,  what  will  happen  will  1x3 
that  the  board  of  trade  will  lose  a  large  number  of  its  membei*s,  and 
the  revenue  will  not  be  forthcoming,  but  it  is  not  necessary  for  those 
brokers  to  be  members  of  our  exchange  in  order  to  do  business.  They 
are  members  merely  in  the  volimtary  way. 

Senator  Smoot.  How  would  they  do  their  business  if  they  were 
not  members  of  the  board  ? 

Mr.  Cunningham.  Their  business  is  not  transacted  upon  the  board 
floor.  It  is  transacted  from  oflSce  to  office,  from  store  to  store,  from 
buyer  to  buyer.  The  board  furnishes  them  with  quotations  and  with 
traffic  information,  with  a  number  of  other  things  that  go  to  make 
up  the  general  commerce  of  the  State. 

Senator  Smoot.  If  thej  were  not  members  of  the  board,  how  would 
they  get  that  information? 

Mr.  Cunningham.  They  would  get  it  from  railroad  offices,  and 
from  various  acquaintances,  as  many  brokers  do  now  who  are  not 
members. 

Senator  Smoot.  But  not  all  the  information  from  one  source? 

Mr.  Cunningham.  Not  as  much;  no.  But  if  they  have  to  pay 
the  extra  tax,  the  result  is  inevitable,  those  little  brokers  are  sniall- 
try  people,  and  they  are  going  to  resign.  That  leaves  our  board 
without  its  membership,  and  of  course  the  Government  does  not 
get  the  revenue. 

Senator  Smoot.  What  are  the  annual  dues? 

Mr.  Cunningham.  The  annual  dues  are  $50.  There  are  a  num- 
ber of  similar  organizations  throughout  the  South  that  are  some- 
what on  the  same  plane.  I  am  not  authorized  to  speak  for  thoni, 
but  it  just  occurrea  to  me  that  that  phase  of  the  situation  is  being 
overlooked.  It  will  decimate  the  membership  of  a  large  number  of 
small  concerns  without  bringing  in  the  revenue. 

Senator  Smith.  This  tax  womd  only  be  a  hundred  dollars  apiece. 

Mr.  Cunningham.  No:  there  is  an  additional  tax  of  $50. 

Senator  Smith.  That  is  on  the  value  of  their  membership. 

Mr.  Cunningham.  That  is  on  the  value  of  the  seat. 

Senator  Smith.  You  descril>ed  them  as  not  having  seats,  and  that 
tax  would  hardly  fall  on  them. 

Mr.  Cunningham.  I  think  their  membership  would  be  called  a 
seat. 

Senator  Townsknd.  Do  you  think  any  tax  ought  to  be  imposed  on 
the  broker  ?  ' 

Mr.  Cunningham.  I  do  not  think  any  tax  ought  to  be  imposed  on 
the  broker  unless  he  deals  in  merchandise  as  dealt  in  on  the  floor  of 
the  exchange  itself,  and  then  only  on  the  amount  of  the  business  he 
does.  We  nave  in  our  membership  at  least  75  merchandise  brokers. 
It  is  not  essential,  it  is  not  necessary,  that  they  be  members  of  our 
organization.  With  the  raising  of  the  tax  to  a  hundred  dollars, 
which,  of  course,  they  will  pay,  then  comes  the  additional  tax  of 
$50  to  the  membership,  then  come  the  dues  of  the  organization,  and 
you  see  it  is  a  pretty  stiff  tax  on  the  small-fry  broker,  and  the  con- 
neotience  will  be  that  he  will  resign  his  membership. 

Senator  Wiixiams.  And  could  still  carry  on  his  business  ? 

Mr.  Cunningham.  Yes,  sir. 
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Senator  Williams.  With  a  little  less  facility  ? 

Mr.  Cunningham.  With  a  little  less  facility. 

Senator  Lodge.  You  spoke  of  rice  as  the  principal  thing^  dealt  in? 

Mr.  Cunningham.  Yes;  Senator. 

Senator  Lodge.  Do  you  not  also  deal  in  cotton  and  sugar  ? 

Mr.  Cunningham.  Not  on  this  particular  board.  We  have  a  cotton 
exchange  there.  This  is  a  produce  exchange,  as  a  matter  of  fact, 
although  we  sell  no  futures,  and  the  only  thin^  we  trade  in  actively 
on  the  floor,  where  the  samples  are  brought  in  and  put  upon  the 
tables,  is  rough  rice.  It  is  sold  to  the  millers,  and  the  millers  then 
complete  the  finished  article  and  sell  it  to  the  jobber  and  the  con- 
sirnier. 

Senator  Lodge.  But  you  have  cotton  and  sugar  exchanges? 

Mr.  Cunningham,  x  es ;  we  have  two  other  exchanges,  one  which 
sell^  sugar  and  the  other,  which  sells  cotton.  We  have  likewise  a 
stock  exchange  and  a  contractors  and  dealers  exchange. 

The  Chairman.  Did  I  understand  you  to  say  you  did  not  think 
brokers  ought  to  be  taxed  at  all  ? 

Mr.  Cunningham,  No,  Senator.  I  said  I  did  not  think  they  ought 
to  be  taxed  except  upon  such  articles  as  were  traded  in  upon  the 
floor  of  the  exchange.  In  other  words,  a  broker  who  selk  canned 
goods,  under  the  present  bill  would  be  taxed  $50.  That  is  not  traded 
in  upon  the  floor  of  our  exchange.  It  is  not  necessary  for  him  to  be  a 
member  of  our  exchange  at  all  nor  a  member  of  any  exchange  to 
sell  his  canned  goods.  But  if  he  is  member  of  our  exchange  he  iis 
taxes  $50.    If  he  is  not,  there  is  no  tax  except  $100. 

Senator  Smoot.  What  i^  the  value  of  your  seats  ? 

Mr.  Cunningham.  $50  or  $60,  varying  with  the  demand  for  the 
stock.  It  is  not  a  large  matter,  and  yetit  is  an  important  matter  to 
the  exchanges  themselves.    They  lose  heavily  in  their  memberships. 

The  Chairman.  Have  you  any  further  matter? 

Mr.  Cunningham.  Nothing  further,  Senator. 

The  Chairman.  We  are  much  obliged  to  you.  If  there  is  no  one 
else  representing  any  other  exchange  who  wishes  to  address  the  com- 
mittee, we  will  hear  anybody  who  may  desire  to  be  heard  upon  any 
other  subject.  (After  a  pause.)  I  assume  there  is  no  one  here  who 
desires  to  be  heard,  and  tnat  will  end  the  hearings  for  to-day. 

(Thereupon,  at  11.10  o'clock  a.  m.,  the  committee  adjourned  until 
tomorrow,  Saturday,  September  7, 1918,  at  10  o'clock  a.  m.) 

(The  following  brief  and  telegram  were  subsequently  submitted 
by  Mr.  J.  Ralph  Pickell,  and  by  order  of  the  chairman  are  here 
printed  in  full,  as  follows:) 

BRIEF  SUBMITTED  TO  THE  FINANCE  COMMITTEE  OF  THE  UNITED  STATES  SENATE  BY 
THE  COUNCIL  OF  GRAIN  EXCHANGES,  RELATIVE  TO  THE  PROVISION  IN  THE  PENDING 
REVENUE  BILL   (H.  R.   12863)    WHICH  PROVIDES  FOR  A  TAX  ON  BROKERS. 

The  Council  of  Grain  Exchanges  is  an  association  composed  of  the  leading 
commodity  exchanges  of  the  United  States,  and  in  behalf  of  the  brokers  who 
are  members  of  the  exchanges,  whom  this  council  represents,  we  respectfully 
desire  to  submit  the  following  facts  and  suggestions: 

Under  the  provisions  of  the  pending  revenue  bill  brokers  are  to  be  taxed 
$100,  but  if  they  are  members  of  an  exchange,  such  as  the  Chicago  Board  of 
Trade,  the  leading  grain  exchange  of  the  world,  they  are  penalized  for  member- 
ship in  an  organized  institution  from  $50  up.  In  the  case  of  the  Minneapolis 
Chamber  of  Commerce,  under  the  provisions  of  this  bill,  a  broker  would  have  to 
pay  about  $250.    Under  the  rules  promulgated  by  the  Food  Administration,  any- 
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one  not  a  member  of  an  organized  exchange  may  bid  for  wheat,  controlled  in 
price  and  distribution  by  the  United  States  Government  and  deliver  said  wheat 
to  the  United  States  Food  Administration,  receiving  therefor  the  same  com- 
pensation that  the  broiler  of  an  organized  exchange  may  receive  under  the 
rules  of  the  Food  Administration,  and  yet  under  the  provisions  of  the  revenue 
bill  such  a  broker,  uncontrolled  by  the  rules  of  any  organized  exchange,  would 
not  be  required  to  pay  any  tax.  Obviously  this  is  a  discrimination  and  it  is 
the  purpose  of  this  brief  merely  to  point  out  the  discrimination  and  then  to 
rely  upon  the  wisdom  and  statesmanship  of  the  Members  of  Congress  to  remove 
said  discrimination,  which  is  unfair  and  which  will  tend  to  discourage  organized 
and  properly  controlled  business. 

The  brokers,  members  of  grain  exchanges,  are  desirous  of  doing  their  full 
share  to  win  the  war.  If  it  be  necessary  that  they  should  be  taxed  $100  and 
then  more  in  order  that  the  war  may  be  successfully  financed  they  .will  not  com- 
plain, but  they  do  believe  it  just  that  if  their  memberships  in  organized  ex- 
changes are  to  be  taxed  that  those  who  accept  opportunities  to  transact  the' 
same  kind  of  business  outside  of  exchanges  should  be  taxed  a  like  sum  or  else 
the  tax  on  the  brokers'  memberships  in  exchanges  should  be  abolished.  Brokers 
conduct  their  business  under  the  very  careful  scrutiny  of  the  officers  and  di- 
rectors of  the  exchanges  with  which  they  are  affiliated.  The  rules  governing 
them  in  the  handling  and  distribution  of  the  cereal  crops  are  solely  for  the  pro- 
tection of  the  public  and  carry  severe  penalties  for  any  violation  thereof. 

The  following  rules  are  taken  from  those  of  the  Board  of  Trade  of  the  city 
of  Cliicago  and  are  self-explanatory : 

"  Sec.  11.  No  member  of  this  association  is  allowed  under  any  circumstances 
to  be  both  principal  and  agent  in  any  transaction  in  any  of  the  commodities 
dealt  in  under  the  rules  of  this  board.  Furthermore,  no  member  of  this  asso- 
ciation in  any  transaction  in  any  of  the  commodities  dealt  in  under  the  rules  of 
this  botu'd  shall  allow  himself,  directly  or  indirectly,  either  by  his  own  act  or 
-by  the  act  of  an  employee  or  of  a  broker  or  other  member  of  tlie  association,  to 
be  placed  in  the  position  of  agent  for  both  seller  and  buyer. 

"  Skc.  31,  When  any  member  of  this  association,  knowing  himself,  or  the  firm 
in  which  he  is  a  partner,  or  the  corporation  of  which  he  is  an  executive  officer, 
to  be  in  an  Insolvent  condition,  shall  make  any  contract  on  his  own  account, 
or  on  account  of  such  firm  or  coi-poration,  under  the  rules  of  this  association, 
whereby  pecuniary  loss  shall  result  to  any  other  member,  or  to  any  firm  or  cor- 
poration entitled  to  transact  business  on  this  exchange,  he  shall  be  suspended 
or  expelled  at  the  discretion  of  the  board  of  directors ;  or,  when  any  member  of 
this  association,  knowing  himself,  or  the  firm  in  which  he  is  a  partner,  or  the 
coriK)rntion  of  which  he  Is  an  executive  officer,  to  be  in  an  insolvent  condition, 
shall  accept  on  his  o\yn  account,  or  on  account  of  any  such  firm  or  corporation, 
any  money  or  security  or  securities  as  margins  from  any  customer  on  any  trade 
or  trades  made  under  the  rules  of  this  board,  whereby  pecuniary  loss  shall  re- 
liult  to  the  person,  firm,  or  corporation  depositing  such  margins,  such  member 
shall  be  suspended  or  expelled  at  the  discretion  of  the  board  of  directors." 

These  rules  insure  fair  treatment  of  the  producers  and  consumers  that  could 
not  prevail  except  through  a  duly  organized  exchange.  The  exchanges  also 
insure  the  handling  of  tlie  cereal  crops  economically  and  efficiently,  and  that 
this  is  recognized  by  the  Government  is  evidenced  by  correspondence  with  the 
United  States  Food  Administration. 

One  letter  to  which  we  refer,  under  date  of  September  3,  says,  "We  appre- 
ciate fully  the  importance  of  the  grain  trade,  and  know  of  no  Industry  more 
essential." 

A  statistical  division  of  the  United  States  Food  Administration  also  recog- 
nizes the  value  of  organIze<l  exchanges,  and  says,  under  date  of  August  29, 
••  I  wish  to  thank  you  very  much  for  your  trouble  in  supplying  us  with  this 
information  and  assure  you  that  it  will  be  of  much  use  to  us." 

Also,  a  letter  from  the  United  States  Civil  Service  Commission  of  August  22, 
expressing  its  appreciation  of  our  Interest  and  offer  of  cooperation. 

Also,  under  date  of  August  30.  from  the  National  War  Service  Committee, 
saying  that  "It  Is  such  patriotic  cooperation  that  you  gave  us  that  made  our 
drive  the  success  it  was." 

Aliio,  from  the  Bureau  of  Markets,  Mr.  Chas.  J.  Brand,  Chief,  under  date  of 
July  17,  "  The  bureau  greatly  appreciates  the  manner  In  which  the  officers  and 
members  of  the  Board  of  Trade  have  cooperated  in  this  Investigation  and  the 
readiness  with  which  they  have  opened  their  books  and  offered  assistance." 
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These  are  only  a  few  of  the  many  letters  that  we  desire  to  call  to  yoar  atten- 
tion to  emphasize  the  fact  that  the  organized  exchangen  are  of  great  value  to 
the  Government  and  to  the  producers  and  consumers;  whereas,  tlie  class  of 
brokers  not  controlled  by  rules  or  regulati(uis  of  an  exclumge  and  under  no 
i^estrictlons  in  their  relation  to  the  public  would  l>e  more  susceptll>le  to  per- 
sonal gain,  and  could  be  of  practically  no  help  to  the  (Jovernuient.  Therefore, 
to  discriminate  in  favor  of  such  brokers  to  the  extent  of  from  $r)0  to  $250  per 
annum  puts  a  penalty  where  it  does  not  belong,  and  this  could  not  have  been 
the  intention  of  the  framers  of  the  law,  except  through  a  lack  of  information 
relative  to  the  business  of  the  grain  exchanges  conducted,  as  they  are  now.  In 
strict  cooperation  with  the  United  States  F(mk1  Administration. 

A  recent  member  of  a  board  of  investigators,  apiK)inted  by  the  Bureau  of 
Markets  to  examine  into  our  aifairs,  reported,  in  substance,  as  follows: 

**  That  the  board  of  trade  is  an  efficient  market  organization,  o|>erate<i  nt 
low  marginal  cost  under  democratic  form  of  self-government  by  the  lH>anl  of 
directors  in  the  public  intei-est." 

Shall  the  members  of  such  organizations  be  penalize<l  in  favor  of  com)>etttors 
who  are  under  no  exchange  control  ? 

.1.  Ralph  Pickkll, 
NVrrrfar;/.  .J77  PoMtal  TvU'tjraph  Buildinff.  (^hfratfo.  III. 


St.  Loris.  Mo.,  Scptombir  J 8,  J91S. 
Mr.  J.  Ralph  Pickkll. 

CongresH  Hall  Hotel,  ^ya8hiflgton,  D.  C: 

In  behalf  of  the  members  of  the  St.  I^uis  Mercliants'  Exchange  I  would 
appreciate  your  making  a  vigorous  protest  against  that  feature  of  the  revenue 
measure  which  contemplates  an  arbitrary  tax  on  brokers  doing  business  on 
grain  exchanges.  It  savors  of  class  legislation,  and  is  manifestly  discrimina- 
tory and  unjust.  ^lost  of  the  brokers  are  i^erforming  a  patriotic  work  In 
materially  aiding  iu  the  distribution  of  the  cereal  crop^  of  the  country;  others 
represent  only  flour  and  feed  mills  and  can  only  conduct  their  l)uslness  to 
advantage  on  exchanges. 

John  jO.  Raltjird. 


DrLVTH,  Minn..  Sri}tinnhrr  IH,  J9IS, 
J.  Ralph  Pickkij., 

CongrcftM  Hall,  WaMhingtoH,  /).  C: 

Members  of  the  Duluth  Board  of  Trade  wish  lo  ttle  a  protest  against  bi-oker- 
age  tax,  feeling  same  to  be  unjust  and  unra]Ie<1  for.  We  appre<Mate  your  kind- 
ness in  presenting  protest  in  our  behalf. 

DULI'TH    BOAHIi  nv    TKAIiK. 

By  M.  L.  Jenks. 


Ommia.  Nkbr..  Scptvmhrr  JH,  tittfi. 
.1.  Ralph  Pukki.i., 

("ongrcHx  Hall  Hott  f,  MaMhington,  IK  (\: 

You  are  liereby  autliorized  to  represent  tlu»  Omaha  <»rain  Kx<'hnnm*  and  lib* 
pix>test  on  our  lM*)iiilf  agnlnst  brokers*  tax  provid«^l  for  In  rovpum*  bill. 

r.  P.  MANriiKMKR,  Stn*taru^ 


Uvvy.UAK  N.  Y..  S*iitrmint   /a.  /.'*/v. 

.1.    KaI.I'H    1*I<  KKLl. 

Snrrliiro,  VinuinnH  ilali  Hotel,  WaKhihgh^n,  P.  i\: 

Tlnink*«  for  ,vour  teleimini.  The  inten»sts  of  all  grain  o.\<'imiigi*<«  «n«  libMitioil 
Bs  n»^,inls  lirokers*  tax.  and  tids  is  your  jiuiliorlty  t«»  e«ti»r  prMt»'s|  for  <tni» 
••\r!iiiii:re  jilnn:;  tlu*  Mime  I  In****  hm  rblnigi*  Board  of  Trade  pn>ti*st. 

W  M.  Imwi.n. 
PrrttUlff^t  Tom  Kxrhnnpr  nt  nnfffth*. 
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Kankah  City,  Mo.,  ScptriHher  Jf),  1!)I8, 

J.    KaLPH    PlCKELL, 

Sen-eiarp  CoumHl  of  drain  Exchanges, 

Couffr<'»s  Hotel,  Wakhinytoti,  I).  C, 

Please  file  following  protest  with  Senute  Finttiice  Committee : 
On  page  130.  new  revenue  bill,  there  is  a  provision  requiriuj^  all  brokers  to 
pay  an  nnnual  tax  of  $100.  This  includes  every  i>erson  whose  business  it- is  to 
negotiate  purchases  or  sales  of  pr(Mluce,  but  where  these  brokers  are  .members 
of  an  exchange  there  is  an  additional  penalty  of  ^^)  to  $150,  depending  on  the 
value  of  the  exchange  memberships.  This  is  a  serious  disciimination  against 
nieml)ers  of  an  exchange,  due  probably  to  lack  of  information  regarding  differ- 
ence in  standing  between  produce  brokers  who  are  members  of  legitimate  ex- 
changes and  those  who  have  no  c<mnectlou  with  any  business  organization.  Mem- 
bers of  all  exchanges  are.  In  conducting  their  business,  subject  to  careful  scrutiny 
hy  officers  and  directors  and  there  are  ver.v  strict  rules  covering  all  such  trans- 
actions designed  to  protect  both  buyer  and  seller  in  making  trades  through 
any  broker  who  is  a  member  of  such  exchange,  and  there  are  very  heavy 
lienalties  imposed  for  violations  of  any  of  these  rules.  Our  rules  governing 
exchange  transactions  insure  i)roi)er  treatment  of  all  parties  lntereste<l,  which 
would  not  be  possible  except  for  our  organization.  We  desire  to  impress  upon 
ycm  the  fact  that,  aside  from  the  protection  offere<l  |)eople  buying  and  selling 
in  our  exchange,  the  complete  organization  of  the  grain  business  insures  the 
handling  of  the  crops  on  the  most  efficient  and  ec<momical  basis,  all  of  which 
lias  l)een  fully  recognized  by  the  Government  through  the  United  States  Food 
Administration,  and  it  does  not  seem  Just  that  members  of  an  organization 
should  be  penalized  while  other  dealers  acting  entirely  lnde|)endently  without 
the  supervision  of  an  efficient  body  should  be  favored  by  a  much  lower  tax. 

O.  A.  Sevebance, 
President  Kannan  City  Board  of  Trade. 
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SATimDAT,  SEPTEMBER  7,  1918. 

United  States  Senate, 
Committee  on  Finance, 

Waskmgtan^  D.  C. 

The,  committee  met,  pursuant  to  adjournment,  at  10  o'clock  a.  m., 
in  the  coitimittee  room.  Senate  Office  JBuilding,  Senator  F.  M.  Sim- 
mons presiding. 

Present:  Senators  Simmons  (chairman).  Smith,  Thomas,  Jones, 
Gerry,  Nugent,  Lodge,  JMcCumber,  Smoot,  Townsend,  and  Dilling- 
ham. 

The  conmiittee  resumed  the  consideration  of  the  bill  (H.  K.  12863) 
"  to  provide  revenue,  and  for  other  purposes." 

The  Chairman.  Gentlemen,  we  will  proceed  now.  Mr.  Marsh,  we 
will  hear  you  first  this  morning.  Before  you  begin  I  want  to  make 
this  statement:  Yesterday  a  question  was  asked  here  as  to  the  con- 
struction placed  by  the  committee  on  the  House  bill.  I  stated  then 
that  the  persons  appearing  to  discuss  the  bill  would  have  to  make 
their  own  construction.  I  want  to  say  now  that  the  committee  is 
considering  this  bill  extrajurisdictionally,  so  to  speak;  that  is,  we 
are  discussing  it  extrajuridictionally  while  the  House  is  considering 
it.  Under  those  circumstances  the  members  of  the  committee  sitting 
as  a  committee  feel  a  delicacy  in  expressing  any  opinion  about  the 
bill  or  its  meaning,  because  we  do  not  wish  to  do  anything  that 
might  have  the  appearance  of  attempting  to  influence  the  action  of 
the  House  while  it  is  considering  the  bill.  I  want  to  make  that  state- 
ment, not  especially  for  your  benefit,  Mr.  Marsh,  but  as  a  general 
statement.    You  may  proceed  now. 

STATEMEHT  OF  MB.  BENJAMIN  C.  MABSH,  EXECUTIVE  SECBE- 
TABT,  FABMEBS'  NATIONAL  COMMITTEE  ON  WAB  FINANCE. 

Mr.  Marsh.  Mr.  Chairman  and  gentlemen,  I  am  the  executive  sec- 
retary of  and  appear  on  behalf  of  the  Farmers'  National  Committee 
on  War  Finance.  I  may  state,  by  way  of  introduction,  that  this 
committee  was  organized  some  time  ago  by  representatives  of  large 
fanning  organizations.  State  granges,  farmers'  unions,  the  Gleaners, 
the  American  National  Live-Stock  Association,  and  the  American 
Society  of  Equity.  It  was  organized  about  a  year  and  a  half  ago, 
and  reorganized  some  months  ago,  to  meet  the  present  situation. 

The  Chaibman.  You  are  representing  the  Farmers'  National  Com- 
mittee on  War  Finance? 

Mr.  Marsh.  Yes,  sir. 

27 
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The  Chairman.  Are  you  the  only  gentleman  who  wishes  to  speak? 

Mr.  Marsh.  There  will  be  other  men  here  later,  I  hope.  The  date 
of  the  hearing  has  been  changed  a  little  and  I  am  not  sure  whether 
the  other  gentlemen  will  be  here  or  not. 

The  Chairman.  As  Senator  Lodge  suggests,  we  can  not  hear  the 
statements  of  several  representatives  of  the  same  industry ;  it  would 
take  too  long.    Do  you  expect  others  to  appear  later  ? 

Mr.  Marsh.  There  will  be  probably  only  one  other. 

The  Chairman.  Then  we  can  give  you  20  minutes.  Will  that  be 
sufficient  for  your  purpose  ? 

Mr.  Marsh.  Of  course,  I  can  tell  better  whetlier  it  will  be  sufficient 
after  I  have  seen' the  result  of  my  remarks  on  the  committee.  If  that 
is  what  you  assign,  I  will  take  it  with  pleasure. 

The  Chairman.  Well,  take  25  minutes,  and  we  will  hear  one  other 
representative. 

Mr.  Marsh.  I  thank  you  very  much.  We  will  try  to  make  arrange- 
uients  with  the  clerk  for  the  appearance  of  the  other  gentleman  later. 

May  I  call  your  attention  to  the  copies  of  the  Farmers'  Open 
Forum  which  have  been  distributed  here  and  which  contain  an 
article  entitled  "Credit  monopoly  and  the  revenue  bill,"  by  Gov. 
Arthur .  Capper,  who  is  chairman  of  the  Farmers'  National  C/om- 
mittee  on  War  Finance. 

Now,  the  farmers  of  the  country  stand  foursquare  back  of  Presi- 
dent Wilson's  statements:  "Every  power  and  resource  we  possess, 
whether  of  men,  of  money,  or  of  materials,"  is  to  be  devoted  to 
winning  the  war.  "  It  is  our  duty,  I  most  respectfully  urge,  to 
protect  our  people,  so  far  as  we  may,  against  the  very  serious  nard- 
ships  and  evils  which  would  be  likely  to  arise  out  of  the  inflation 
which  would  be  produced  by  vast  loans."  "  We  shall  naturally  turn, 
therefore,  to  war  profits  and  incomes  and  luxuries  for  the  addi- 
tional taxes." 

Now,  of  course,  the  farmers  of  the  country  do  not  feel  under  the 
same  restraint  in  criticizing  the  pending  revenue  bill  introduced 
by  the  Ways  and  Means  Committee  as  the  chairman  has  indicated 
that  this  committee  does  at  this  time.  The  farmers  are  keenly  dis- 
appointed in  that  revenue  bill.  It  should  raise  at  least  four  billion 
dollars  more  than  it  does  raise.  I  quote  from  a  resolution  of  the 
American  Federation  of  Labor,  although  I  am  not  speaking  offi- 
cially for  them  in  any  way,  but  it  is  striking  that  the  farmers  and 
labor  forces  of  the  country  are  a  unit  in  holding  that  the  major 
]>art — many  of  them  think  all — the  costs  of  the  war  should  bo  raised 
by  current  taxation.  The  resolution  of  the  American  Federation  of 
Labor,  which  was  passed  at  its  annual  meeting  in  St.  Paul,  reads  as 
follows : 

Rmolvcft,  That  tlie  Anierican  Federation  of  Labor  iirjres  (%>nf?ress  to  levy 
taxes  on  war  profits,  swollen  Incomes,  and  on  land  values,  to  an  extent  that 
<liirin^  the  period  of  the  war  will  provide  hy  taxation  at  least  ."VO  jier  cent  (»f 
the  expenditures  of  the  Oovernuieut  In  any  one  year. 

The  Chairman,  Pardon  me;  when  you  say  the  expenditures  of 
the  Government  do  you  mean  50  per  cent  of  the  amount  this  Govern- 
ment exi)ends,  or  50  per  cent  of  the  amount  it  spends  and  in  addition 
thereto  50  per  cent  of  the  amount  it  loans  to  the  allies  ? 

Mr.  Marsh.  I  can  not  speak  officiallj^  for  them  on  that  point.  I 
think  they  mean  50  per  cent  of  the  whole  cost  of  the  war. 
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Senator  Smoot.  That  is  not  the  cost  of  the  war. 

Mr.  Marsh.  Well,  now  you  raise  a  point  which  I  did  not  want  to 
go  into,  but  I  shall  be  glad  to  do  so.,  and  here  I  can  not  speak  offi- 
cially for  the  farmers.  Many  of  them  express  the  belief  that  some 
of  the  allies  may  not  be  able  to  pay  their  loans,  and  at  the  conchi- 
sion  of  the  war  we  may  want  to  pay  them  ourselves  as  a  gift  to  tlie 
allies.  I  think  it  is  safe  to  write  dow  n  the  loans  as  a  cost  of  the  war. 
None  of  us  would  want  to  fight  the  allies  to  compel  them  to  pay  the 
loans  we  have  advanced. 

Senator  Smith.  The  bulk  of  the  loans  will  certainly  come  back 
without  any  war. 

Mr.  Marsh.  Yes:  but  we  ma}'  want  to  give  it  to  them. 

Senator  Smith.  That  is  absurd.  I  think  the  idea  of  our  giving 
Great  Britain  the  money  we  loan  to  her  is  a  proposition  that  the 
British  (Jovernment  would  really  consider  an  insult. 

Mr.  Marsh.  How  about  Belgium  and  Russia  ? 

Senator  Smfth.  That  is  very  much  similar. 

Mr.  Marsh.  How  about  France? 

Senator  Smtth.  Well,  France  can  take  care  of  herself.  The 
French  are  the  most  resourceful  people  in  the  world. 

Mr.  Marsh.  All  right;  I  do  not  enter  into  a  discussion  of  that; 
but  I  suggest  this,  then,  as  the  farmers'  position :  We  ought  to  pay 
all  we  can  of  the  cost  of  the  war  as  we  go  along,  at  least  50  per  cent 
or  60  per  cent  or  80  per  cent.  We  ought  not  to  pile  up  enormous 
debts.  I  am  sure  you  gentlemen  will  all  take  time  to  read  this  ar- 
ticle by  Gov.  Capper,  but  may  I  just  quote  a  little  section  which 
bears  directly  on  our  position  ? 

Senator  Jones.  I  would  like  to  interpolate  that  a  resolution  was 
introduced  in  the  Senate  some  time  ago  by  the  Senator  from  Iowa, 
Mr.  Kenyon,  donating  to  France  all  the  money  which  we  have  ad- 
vanced to  that  country. 

Senator  Smoot.  Congress  will  have  something  to  say  about  that 
and  France  will  also. 

Senator  SMrrn.  It  has  not  passed  ? 

Senator  Jones.  No  ;  it  has  not  passed. 

Mr.  Marsh.  Let  me  interpolate  this  question:  Would  it  not  be  a 
tremendous  encouragement  to  the  French  soldiers  and  the  people 
who  have  made  these  great  sacrifices  if  there  were  an  indication  that 
America  would  not  mmd  doing  it  ?     Here  is  what  Gov.  Capper  says : 

SelfiHh  flDancial  Interests  ignore  the  fact  that  the  settlement  of  national 
(lebtH  after  this  war  presents  a  problem  more  ditlicult  than  beating  the  Kaiser. 
This  hitter  is  assured.  We  are  going  to  do  it.  And  the  national  debt  is  a  dead 
weight  on  a  nation's  progress  and  will  rest  In  chief  measure  upon  the  farmers 
iif  the  ctmntry  who  must  pay  the  larger  part  of  it.  This  is  clearly  the  inten- 
tion of  the  undemocratic  selfish  financial  group  of  this  country  which  seek  to-day 
tLH  ever  to  dominate  not  only  the  domestic  but  the  foreign  policy  of  the  United 
States. 

The  farmers  hold  that  no  patriot  will  ask  for  an  income  of  over 
$100,000  during  the  year  and  that  no  one  but  a  patriot  should  be 
considered  during  the  war.  A  very  iniportant  member  of  the  Ways 
and  Means  Committee  said  to  me,  '^  xou  can  not  leave  any  man 
with  an  income  of  over  $100,000  during  this  war.  You  have  to  take 
it  either  in  taxes  or  in  loans."  Therefore  it  resolves  itself  into  this 
question — and  this  is  where  the  battle  of  democracy  is  being  fought 
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out  in  America,  bv  reasoning  and  by  argument,  as  it  has  to  be  fought 
out  by  physical  force  in  France  and  elsewhere — ^Are  you  going  to 
leave  John  D.  Rockefeller  and  the  other  people  with  big  incomes  a' 
lot  of  their  income  and  borrow  it  from  them  at  4  or  4^  per  cent  or 
are  you  going  to  take  everything  over  $100,000  in  taxes! 

I  have  been  advised  that  what  I  might  say  might  be  construed  as 
a  criticism  of  the  impending  fourth  liberty  loan.  It  is  not  a  criticism 
in  the  slightest  degree.  We  are  now  discussing  the  ratio  between 
bonds  and  loans.  The  farmers  will  not,  I  think  I  can  say,  readily 
forgive  Congress  if  they  do  not  pass  this  revenue  bill  before  they  call 
for  another  liberty  loan,  for  we  want  to  see  what  sincerity  there  is 
in  the  statement  that  we  are  going  to  devote  all  our  resources  to  the 
winning  of  the  war.  There  is  not  a  farmer  or  laboring  man  earning 
fair  wages  who  ought  not  to  contribute  heavily  toward  the  liberty 
loan.  I  want  to  see  the  working  people  loan  to  the  Government  and 
men  of  enormous  wealth  taxed.  I  want  to  see  the  rich  people  put 
their  money  into  the  war,  not  as  a  loan  but  through  taxation.  The 
question  is  not,  however,  how  much  you  or  I  give ;  it  is  how  much  we 
have  left.  Now,  I  take  these  rates  of  income  taxes.  From  an  income 
on  $5,000,000  it  is  proposed  to  take  $3,527,000,  leaving  that  indi- 
vidual very  nearly  a  million  and  a  half  income  during  the  war. 

Senator  Smoot.  If  we  take  80  per  cent  by  our  war  profits,  there  will 
not  be  very  much  left. 

Mr.  Marsh.  This  has  nothing  to  do  with  the  war-profits  tax. 

Senator  Smoot.  That  is  why  I  speak  of  it. 

Senator  Lodge.  That  is  where  the  income  comes  from. 

Mr.  Marsh.  After  a  man  has  paid  his  war-profits  tax,  whether  it 
is  80  per  cent  or  90  per  cent,  he  is  then  taxed  on  his  net  income.  We 
want  90  per  cent  of  the  war  profits.  We  do  not  want  to  penalize 
anybody,  but  we  let  slip  about  a  couple  of  billion  dollars  in  war 
profits  last  year.  It  has  somewhere  gone  into  recouping  the  people 
who  built  the  plants.  When  a  man  constructs  a  plant  the  productive- 
ness of  which  ceases  after  the  termination  of  the  war  there  is  no 
intention  of  asking  that  he  be  taxed  so  that  he  will  lose  after  the 
war,  but  we  have  had  two  or  three  years  to  get  in  shape  and  want  to 
point  out  how  you  can  raise  easily  $12,000,000,000  or  $12,500,000,000 
by  taxation  for  the  present  fiscal  year,  and  we  urge  very  strongly 
that  you  will  do  it. 

The  war  profits  subject  to  taxation  during  this  year  are  estimated 
to  be  approximately  $4,305,000,000.  May  I  add  that  we  would  be 
glad  to  submit  to  the  committee  later  a  copy  of  a  long  report  sub- 
mitted to  the  Ways  and  Means  Committee  on  this  point  of  war 
finance,  which  you  may  like  to  look  over.  Some  officials  in  the  Treas- 
ury Department  were  good  enough  to  give  me  some  estimates.  The 
war  profits  subject  to  taxation  during  the  present  year  are  $4,- 
305,000,000.  A  tax  of  90  per  cent  on  these  profits  will  vield 
$3,875,000,000,  or  $675,000,000  more  than  the  House  bill  estimates. 
At  least  $6,000,000,000  can  be  raised  by  the  direct  income  tax,  or 
$4,582,000,000  more  than  the  House  bill  estimates. 

In  1918  it  is  estimated  that  approximately  $14,000,000,000  will  be 
received  by  people  making  income-tax  returns,  from  which  $3,500.- 
000,000  should  be  deducted  as  dividends.  This  averages  about  $4,600 
per  family. 
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We  pi-opose  taking  all  incomes  over  $50,000.  They  have  figured  it 
out  that  most  folks  can  get  along  on  $50,000  a  year  during  the  war. 
They  can  cut  down  all  around.  No  one  has  a  rignt  to  start  any  indus- 
try during  the  war  that  is  not  approved  by  the  Government.  We 
ought  to  stop  a  lot  of  these  nonessential  industries.  We  ought  not  to 
let  people  consume  luxuries. 

Senator  Smith.  What  do  you  mean  by  their  not  having  the  right 
to  do  it  ?    They  can  do  so  if  they  want  to. 

Mr.  Marsh.  I  mean  to  say  that  the  sanctions  of  patriotism  ought 
to  prevent  their  doing  so,  and  if  the  sanctions  of  patriotism  do  not 
prevent  them  they  should  be  treated  just  exactly  as  the  I.  W.  W. 
were  treated. 

Senator  Smith.  You  mean  that  it  would  not  be  right  for  them  to 
do  so. 

Mr.  Marsh.  It  would  not  be  right  for  them  to  do  so,  and  I  think 
the  Government  should  say  they  can  not. 

The  Chahimax.  You  mean  that  the  Rules  Committee  would  not 
give  its  approval? 

Mr.  Marsh.  Certainly,  and  they  ought  not  to  be  allowed  to  go  out 
in  the  market  and  compete  for  capital.  We  are  out  to  win  this  war 
and  not  to  enable  a  few  people  to  get  rich  during  the  war.  It  is  per- 
fectlv  legitimate  to  take  in  taxes  at  least  all  of  a  man's  income  over 
$100^000. 

Senator  Lodge.  How  much  would  it  yield  if  that  were  done? 

Mr.  Marsh.  Just  taking  that  would  not  yield  very  much. 

Senator  Lodge.  How  much  would  it  yield  in  taxes  if  you  did  it? 

Mr.  Marsh.  I  can  not  give  you  the  exact  figures. 

Senator  Lodge.  That  is  rather  important  in  making  up  a  tax  bill. 

Mr.  Marsh.  I  have  the  figures  in  my  brief  in  black  and  white. 

Senator  Lodge.  Are  they  Treasu^  Department  figures? 

Mr.  Marsh.  They  are  Treasury  Department  figures  so  far  as  the 
amounts  are  concerned,  taking,  of  course,  the  average,  because,  un- 
fortunately, they  do  not  have  publicity  as  to  incomes  over  $25,000 
or  $50,000.  I  think  you  also  ought  to  go  further  down.  I  am  going 
to  say  to  you  gentlemen  exactly  what  I  said  to  the  Ways  and  Means 
Committee,  and  I  am  speaking  for  the  farmers.  My  wife  and  I  both 
work  and  work  very  hard.  There  is  no  eight-hour  day  for  us.  We 
will  have  a  joint  income  this  year  of  about  $4:,300.  I  said  to  the  com- 
mittee :  "  I  want  to  pay  $300  or  $400  in  taxes  this  year.  I  can  not 
look  the  soldier  boys  in  the  face  if  I  do  not."  I  have  been  talking  to 
the  soldiers  at  Camp  Meade  on  the  economic  issues  we  have  here,  and 
I  am  going  to  talk  to  others.  I  can  not  look  those  men  in  the  eyes — 
I  have  a  lot  of  dependents,  too — if  we  stay  over  here  and  object  to 
paying  $300,  or  $400,  or  $500  tax,  my  wife  apd  I  together,  out  of 
our  income.  I  put  it  up  to  a  lot  of  farmers  from  as  far  west  as  the 
Pacific  coast  recc*ntly  in  half  a  dozen  big  farming  States.  I  said, 
"What  do  you  men  think  about  this?"  They  said,  "If  Congress 
should  take  all  incomes  over  $100,000  we  would  not  object."  Simply 
taking  all  over  $100,000  would  not  raise  over  a  few  hundred  millions 
extra. 

I  have  suggested  here  rates  on  incomes  down  to  $3,000  or  $4,000; 
10  per  cent  on  the  net  income  of  those  receiving  from  $3,000  to  $4000; 
20  per  cent  on  the  net  incomes  of  those  receiving  from  $5,000  to 
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$10,000;  35  per  cent  on  the  net -incomes  of  those  receiving  from 
$10,000  to  $20,000,  and  so  forth.  I  do  not  try  to  exclude  anybody. 
We  have  to  admit  the  fact  that  there  is  a  tendency  during  this  period 
of  large  wages  on  the  part  of  some  working  people  to  spend  luxuri- 
ously, and  furiously,  I  was  going  to  say ;  and  the  knowledge  that  they 
will  have  to  pay  heavy  taxes  would  be  a  great  help  to  economy.  As 
Gov.  Capper  points  out,  if  we  know  we  have  to  pay  a  tax,  we  are 
going  to  save  money.  Now,  we  have  to  save  money,  but  it  is  per- 
fectly ridiculous,  gentlemen,  to  say,  is  it  not,  that  with  a  national 
income  estimated  very  conservatively  during  this  year  at  $72,000,000,- 
000 — and  I  take  the  figures  of  men  like  Prof.  B.  M.  Anderson,  jr. 

The  Chairman.  Do  you  mean  the  net  income? 

Mr.  Marsh.  No;  a  gross  national  income  received  of  $72,000,000.- 
000. 

The  Chairman.  That  does  not  help  us  much.  What  we  want  to 
know  is  the  net  income.  Gross  income  might  not  take  two-thirds  of 
it,  and  there  would  have  to  be  deductions  before  you  would  get  to 
the  net. 

Mr.  Marsh.  I  think  not  in  the  wav  I  use  the  word  "gross."  I 
mean  to  say,  with  the  income  received,  from  dividends,  from  wages, 
the  income  which  we  have  to  live  upon ;  not  gross.  I  mean  to  saj 
the  total.  Your  point  was  quite  correct,  and  I  thank  you.  I  should 
have  said  the  total.  The  toal  national  income  is  estimated  at  about 
$72,000,000,000.  We  can  surely  raise  one-sixth  of  that  by  taxation, 
and  I  hope  we  will  not  rely  to  any  such  extent  as  Mr.  Kitchin  sug- 

fested  yesterday  on  a  $16,000,000,000  bond  issue.  Gentlemen,  wt 
ave  no  right  to  saddle  a  profiteer  upon  the  neck  of  every  soldier  who 
comes  back  from  the  war,  and  that  is  what  is  contemplated  by  the 
pending  revenue  bill.  You  know  and  I  know  that  if  this  war  lasts 
three  years — ^two  years  more 

The  Chairman.  You  say,  you  know  and  we  know.  We  do  not 
know  that. 

Mr.  Marsh.  I  say,  if  it  lasts  two  or  three  years  more  it  is  going 
to  cost  us  $75,000,000,000  to  $100,000,000,000.  Then,  demobilization 
may  cost  $10,000,000,000  or  $15,000,000,000.  We  are  up  against  an 
enormous  expenditure.  It  is  true  that  we  have  the  lowest  national 
debt  in  proportion  to  national  wealth  of  any  of  the  countries  at  war. 
The  figures  Gov.  Capper  quotes  here,  but  they  have  been  rising  very 
rapidly  ever  since  he  wrote  this  article  two  or  three  weeks  ago.  Our 
ratio  is  changing  .very  remarkably.  And  the  farmers  know  that  a 
big  national  debt  is  an  awful  burden  on  the  industry  of  the  country. 

We  do  not  object  to  taxes  on  luxuries,  but  we  suggest  that  you 
have  overlooked  one  thing,  one  class  of  property  almost  absolutely 
exempt,  and  that  is  the  value  of  lands  held  idle,  or  practically  idle, 
for  speculative  purposes.  A  large  nimiber  of  farmers  will  pay  an 
income  tax  with  a  $2,000  exemption.  They  will  pay  an  income  tax, 
and  they  are  glad  to  do  it ;  but  they  think  that  you  should  raise  at 
least  $500,000,000 — ^half  a  billion — ^by  taxing  the  value  of  unused  and 
inadequately  used  land  held  for  speculation,  together  with  these 
other  taxes. 

Senator  Smith.  You  would  treat  it  all  as  held  for  speculation, 
would  you,  if  it  were  unused  and  unprofitable? 
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Mr.  Marsh.  I  think  so  because  it  is  increasing  in  value  verv 
rapidly.  For  instance,  the  land  in  New  York  City  is  worth  as  much 
as  land  in  20  agricultural  States  of  the  Union;  and  rents  are  going 
up  tremendously  in  New  York  City.  That  is  my  voting  residence. 
I  have  been  there  for  11  years  and  I  know  the  situation  pretty  well. 
You  gentlemen  may  know  that  the  land  in  every  American  city  and 
farm  land  every  where  is  largely  monopolized  in  a  few  hands.  We 
should  take  80  to  90  percent  of  war  profits  and  all  incomes  from 
over  $50,000  to  $100,000.  But,  as  I  am  informed  by  officials  here, 
many  people  to  escape  taxation  for  this  war  are  putting  their  money 
in  vacant  land  and  being  advised  to  do  so  by  lawyers.  There  is  no 
income  from  vacant  land.    It  lies  still  and  increases  in  value. 

Now,  you  will  notice,  gentlemen,  that  our  proposal  will  make  it 
unnecessary  for  you  to  adopt  the  position  of  those  who  hold  that 
l)ooze  will  win  the  war.  There  are  such  people.  There  are  people 
who  hold  that  booze  will  win  the  war  by  creating  a  billion  dollars 
in  revenue  and  increasing  the  efficiency  and  happiness  of  workers. 
Of  course,  there  is  that  point  of  view,  but  you  will  notice  that  the 
British  labor  party  are  unequivocally  out  for  war-time  prohibition. 
I  am  not  arguing  that,  but  we  do  point  out  to  you  the  fact  that  if 
you  will  adopt  the  system  of  taxation  which  we  suggest,  it  will  not 
be  necessarj'  to  have  recourse  to  that  position,  and  add  booze  to  the 
factors  which  are  going  to  win  the  war.  You  will  not  have  to  rely 
upon  that  for  revenue  and  efficiency,  certainly  not  for  revenue. 

We  ask  that  you  take  into  consideration  the  position  and  attitude 
of  the  men  who  are  actually  doing  the  fightmg.  Gentlemen,  the 
Ways  and  Means  Committee  has  been  several  months  figuring  out 
how  to  be  tender  with  the  dollars  of  America,  and  in  less  than  two 
weeks  you  enacted  the  necessary  and  commendable  bill  to  provide  the 
adequate  man  power.  "What  impression  does  that  produce  upon  the 
average  soldier  or  sailor?  With  the  President  coming  up  and  asking 
<^ongress  to  pass  this  revenue  bill  promptly  you  leave,  under  the  terms 
of  this  bill,  some  men  in  America  incomes  of  $3,000,000  or  $4,000,000 
from  utterly  unearned  sources,  and  one  $20,000,000  from  the  monop- 
oly of  oil-pipe  lines,  and  so  forth. 

Senator  Jones.  If  it  will  not  interrupt  you,  let  me  ask  you  a 
miestion  to  get  your  idea  as  to  how  we  would  tax  this  unused  land. 
How  would  you  do  that  ? 

Mr.  MarsW.  I  will  answer  briefly,  if  I  may,  and  then  submit  a 
bill  later  that  has  been  prepared  covering  this  matter.  In  most 
States  there  is  now  a  classification  of  assessed  property.  This  bill 
l^rovides  that  the  value  of  all  lands  shall  be  obtained,  the  existing 
records  being  used  where  necessary. 

Senator  Jones.  If  I  understand  you,  your  argument  is  based  on 
this  idea  that  there  is  an  unearned  increment  there,  that  the  lands 
are  increasing  in  value,  and  that  that  increased  value  is  actually 
income,  and  it  is  that  which  you  seek  to  reach.    Am  I  correct? 

Mr.  Marsh.  The  increase  in  value  of  land  is  not  in  the  hands  of 
the  individual,  necessarily,  unless  he  attempts  to  sell  it  or  rent,  and 
then  if  you  have  ever  bought  land  you  know  that  it  is  a  very  actual 
fact,  that  increase  in  the  value  of  land.  It  is  not  debatable,  is  it? 
The  value  of  land  is  increasing  constantly. 

Senator  Lodge.  All  land  ? 

Mr.  Marsh.  No  ;  but  land  in  the  aggregate. 
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Senator  Smoot.  Lots  of  it  is  decreasing. 

Senator  McCumber.  Two-thirds  of  the  land  in  the  city  of  Wash- 
ington has  not  increased  in  value  in  15  years. 

Mr.  Marsh.  Then,  why  did  you  not  pass  the  antirent  profiteerings 
bill?    Do  you  mean  to  tell  me  that  rents  here  have  not  increased? 

Senator  McCumber.  We  have  passed  one. 

Senator  Smith.  We  have  passed  two.    Are  you  living  here? 

Mr.  Marsh.  Yes;  I  had  to  come  down  and  bring  my  family  here. 
I  am  working  at  the  Washington  headquarters  of  the  Farmers'^ 
National  Committee  on  War  Finance.  I  would  like  to  refer  you  to 
the  report  made  by  the  late  Congressman  Henry  George  on  land 
values  in  Washington.  I  would  be  glad  to  get  it  and  send  it  to  you. 
Land  values  are  increasing. 

Senator  McCumber.  Increasing  in  some  sections  and  decreasing 
in  others. 

Mr.  Marsh.  Granted ;  but  whether  it  increases  or  decreases  is  not 
due  to  the  ingenuity  or  work  of  the  individual  who  chances  to  hold 
title  thereto,  out  exclusively  to  the  industry  and  presence  of  popu- 
lation. 

Senator  Smith.  The  world's  population  is  increasing  and  the  land 
is  not.    Therefore  the  land  must  increase  in  value. 

Mr.  Marsh.  That  is  inevitable.  I  do  not  need  to  debate  an  axiom. 
I  did  not  mean  to  get  off  on  the  land  question  because,  frankly,  that 
is  not  the  only  important  item  in  the  program  of  the  farmer.  It  is 
only  one  of  the  items  by  which  this  revenue  could  be  raised.  Some 
of  the  farmers  from  out  West  told  me — and  I  have  talked  with 
many  of  their  representatives  withm  the  last  10  days — ^"  Here  is  the 
situation  we  are  up  against.  The  boys  have  been  taken  fi*oni  the 
farms.  They  have  volunteered  and  went  ffladly.  They  sold  their 
equipment  at  a  loss.  Unfortunately,  some  folks  would  not  pay  them 
full  value.  They  went  into  the  Army,  and  they  are  coming  back  by 
the  millions  in  a  few  years.  They  have  not  saved  much  of  their  $30 
a  month,  we  will  concede.    What  are  we  going  to  do  with  them  ? " 

I  talked  last  night  with  a  man  just  over  fi^om  England,  a  very 
well-known  business  man.  He  told  me  what  the  British  boys  in 
the  trenches  were  saying  there.  And,  by  the  way,  may  I  interject 
the  statement  that  our  boys  who  are  coming  back  own  no  land 
here.  The  English  boys  call  England  "Blighty."  This  man  told 
me  that  the  boj^s  in  the  British  Army  were  saymc,  ''  Wo  are  fight- 
ing for  Old  Blighty.  We  do  not  own  a  square  inch  of  Old  Blighty^ 
but  you  can  be  jolly  sure  that  when  we  get  back  wo  are  going  to 
have  a  bit  of  Old  Blighty  that  we  are  fighting  to  save.''  And  they 
are  going  to  get  it  and  our  boys  are  going  to  get  it. 

Land  values  are  going  to  bo  tremendously  inflated  in  some  sec- 
tions; not  in  all  sections.  When  these  boys  come  back  by  the  mil- 
lions, some  of  them  cripples,  some  of  them  armlo>*s,  some  of  them 
legless — ^we  hope  not  very  many — what  are  we  going  to  do  with 
them,  gentlemen?  The  after-tho-war  problem  is  more  seriou>>  than 
the  present  war  problem,  since  we  have  unity  of  command.  If  you 
tax  land  values,  you  are  going  to  make  it  easier  for  those*  lioys  to 
be  settled  on  the  land.  I  have  talked  with  some  of  the  gontlrm««n 
of  the  Senate  about  these  after-the-war  problems,  and  (bey  are 
very  serious.    If  I  should  tell  you  some  or  the  things  the  boys  in 
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khaki  have  told  me  you  would  think  I  am  pretty  radical.  I  am 
not.  I  have  talked  straight  to  them  and  they  have  talked  straight 
to  me,  and  while  I  have  addressed  audiences  in  Carnegie  Hall  and 
Madison  Square  Garden,  I  have  never  had  such  frank  and  sincere 
approval  of  just  the  point  I  am  presenting  to  you  here  on  behalf 
of  the  farmers  as  I  have  received  from  the  big  crowds  of  boys  in 
khaki,  most  of  whom  have  now  gone  to  France. 

Now,  I  have  taken  the  time  you  have  assigned  me.  Those  are 
oiir  suggestions.  We  do  not  see  anv  need  for  all  these  detailed 
taxes  on  consumption  and  things  of  that  sort.  I  hope  you  will  not 
procieed  to  rob  the  workingman  by  consumption  taxes,  because 
that  is  all  consiunption  taxes  are.  indirect  robbery  of  the  workers. 
I  think  it  would  be  better  for  the  average  workingman  and  farmer 
if  you  would  reduce  the  exemption  a  little,  if  necessary,  rather 
than  impose  any  consumption  tax.  It  would  be  easier  for  the  farmer 
in  the  long  run.  Those  four  taxes  I  mentioned  will  raise  all  the 
revenue  you  need  to  finance  the  war,  and  a  direct  income  tax  is  an 
honest  tax,  because  you  know  what  it  is. 

Now,  I  criticise,  on  behalf  of  the  farmers,  the  suggestion  of  the 
Ways  and  Means  Committee  and  the  Treasury  Department  about 
these  consumption  taxes  on  luxuries. 
Senator  S^ioot.  ^Vhat  is  your  business  ? 

Mr.  Marsh.  I  am  now  secretary  and  director  of  publicity  of  the 
Farmers'  National  Headq^uarters.    I  am  executive  secretary  of  the 
Farmers'  National  Committee  on  War  Finance.    I  am  secretary  of 
the  Farmers'  National  Committee  on  Packing  Plants  and  Allied 
Industries,  a  committee  organized  to  carry  into  effect  the  essential 
recommendations  of  the  Federal  Trade  Commission.    I  am  assistant 
secretary  of  the  Farmers'  National  Wheat  Growers'  Association. 
Senator  Smoot.  You  are  not  a  farmer,  then  ? 
Mr.  Marsh.  No  ;  I  am  not  a  farmer. 
Senator  Smoot.  Do  you  live  in  New  York? 

Mr.  Marsh.  I  have  lived  in  Now  York,  but  I  have  worked  on  a 
farm.  I  worked  a  good  bit  of  my  way  through  college,  getting  up 
at  half  past  4  in  the  morning  ancl  working  until  late  at  night. 

The  Chairman.  Mr.  Marsh,  you  have  been  interrupted  a  good 
deal.    Would  you  like  to  have  more  time  ? 

Mr.  Marsh.  I  would  like  to  have  two  or  three  minutes  more  in 
which  to  finish.  Occasionally,  of  course,  you  gentlemen  have  asked 
me  questions,  and  in  answering  them  I  could  not  speak  oflScially  for 
the  farmers. 

Senator  Jones.  Let  me  see  if  I  do  not  get  your  point  of  view. 
You  consider  that  all  taxes,  however  levied,  must  come  out  of 
incomes  ? 

Mr.  Marsh.  Out  of  production. 

Senator  Jones.  It  is  a  question  of  whether  you  should  get  that 
income  directly  through  an  income  tax  or  indirectly  through  a  con- 
sumption tax,  and  you  favor  getting  it  all  by  direct  taxation  ? 

At.  ]IVIar8H.  I  always  favor  direct  taxation,  because  then  you  know 
just  what  is  happening.  When  you  have  indirect  taxes  the  man  who 
advances  the  tax  will  add  his  profit  and  his  commission  on  that  tax, 
and  the  purchaser  of  the  product  pays  more. 

Senator  Smoot.  But  you  are  always  perfectly  willing  to  have 
exemption  on  the  direct  taxation  ? 
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Mr.  Marsh.  The  poorest  man  in  America  pays  to-day  infinitely 
more  taxes  proportionately  than  the  richest  man.  Will  you  tell  me 
what  I  can  eat  or  wear  that  I  do  not  pay  a»tax  on? 

Senator  Smoot.  I  have  not  the  time  to  tell  you,  but  I  could  give 
you  a  list  as  long  as  your  arm. 

Mr.  Marsh.  I  can  prove  every  statement  that  I  make,  Senator,  to 
the  satisfaction  of  every  workingman  and  every  farmer  in  America. 

Senator  Smoot.  Of  course  I  Imow  you  can. 

Mr.  Marsh.  I  think  they  have  given  the  verdict  in  the  last  two 
Presidential  elections  on  that  point.  I  do  not  mean  to  discuss  poli- 
tics but  economics,  and  they  ought  to  be  the  same  thing.  The  farm- 
ers ask  that  you  save  us,  so  far  as  possible,  from  a  big  war  debt.  The 
farmers  have  been  accused  of  disloyalty.  I  know  practically  no 
cases  where  the  court  has  sustained  the  charges.  And  the  farmers 
have  been  the  leaders  in  the  liberty  loan  campaigns. 

The  CitAiRMAN.  They  have  not  as  a  class  been  accused  of  disloyalty. 

Senator  Smoot.  That  is  the  first  I  have  heard  of  it. 

Mr.  Marsh.  I  will  send  you  some  documents  in  which  that  state- 
ment  is  made. 

Senator  Smoot.  By  some  wild-brained  fellow  that  is  speaking  for 
himself  and  nobody  else,  but  the  American  people  do  not  believe  it. 

Mr.  Marsh.  May  I  send  you  some  copies  of  the  Congressional 
Record  of  the  Senate? 

Senator  Town  send.  You  can  prove  anything  by  that. 

The  Chairman.  I  think,  Mr.  Marsh,  it  would  hardly  be  fair  to  let 
it  go  out  that  farmers  as  a  class  are  regarded  by  any  responsible 
persons  as  being  disloyal.  Certainly  there  is  no  more  loyal  or  patri- 
otic class  of  our  citizenship  than  the  farmers,  and  I  will  add  the 
laboring  man,  too. 

Mr.  Marsh.  Yes;  I  think  their. interests  are  identical,  thank  God. 
They  are  learning  that  fact,  which  means  the  end  of  privilege  and 
monopoly. 

The  Chairman.  If  you  will  permit  me  to  say  so,  I  think  all  our 
people  are  patriotic.  There  may  be  some  that  are  not,  but  con- 
sidered in  the  aggregate  our  people  are  intensely  patriotic. 

Mr.  Marsh.  I  agree  with  you,  and  it  is  only  very  small :  but,  my 
conscience,  what  a  splendidly  vocal  crowd  the  unpatriotic  one  is,  ana 
it  is  efficient.  But  the  farmers  are  not  justly  accused  of  being  un- 
patriotic, nor  will  they  be  accused  of  being  unpatriotic  in  telling  you 
that  they  want  this  distinction  between  the  treatment  of  boys  and 
propertv  stopped,  and  that  the  present  proposed  revenue  bill  is  un- 
just in  not  providing  that  $12,000,000,000  to  $13,000,000,000  should 
be  raised  by  taxation. 

We  can  win  this  war  in  a  way  which  means  peace  and  prosperity 
for  this  country,  or  we  can  win  this  war  against  kaLserism  in  Gef- 
manv  in  a  wav  which  means  a  revolution  in  this  countrv  after  the 
war.  Wo  have  to  face  that  fact.  And  the  fanners  maintain  that  we 
have  to  put  the  interest  of  the  property  and  the  men  of  this  country 
on  an  absolute  parity.  To  do  that  you  can  not  permit  any  sQcn 
revenue  bill  to  be  enacte<l  as  has  been  sent  over  by  Mr.  Kitchm  and 
hi-s  conferees,  who  have  done  good  work,  hut  I  havn  talked  to  them 
just  exactly  as  I  have  to  you,  both  publicly  and  privately.  Yt>u  can 
not  do  it.  gentlemen. 
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I  would  like  to  make  some  statements  here  that  were  made  to  me 
recently,  but  I  am  afraid  it  would  be  indecorous,  as  to  why  the 
income-tax  rates  are  not  highen  But  I  would  submit  to  you  that 
any  man  in  the  United  States  who  intimates  that  he  is  not  going  to 
support  the  war,  or  will  interfere  with  it,  if  the  Government  takes 
all  his  income  oyer  $50,000  or  $100,000  while  protecting  him  in  his 
business  through  the  War  Finance  Corporation — any  man  who  inti- 
mates that — ^and  some  of  them  have — should  be  given  the  same  treat- 
ment as  the  I.  W.  W.  in  Chicago  were  given  a  few  days  ago.  There 
is  lots  of  room  yet  in  the  Federal  penitentiaries  for  rich  men  who  do 
not  want  to  make  the  same  proportionate  financial  sacrifices  as  the 
poorest  people  of  the  country. 

This  is  really  a  test,  gentlemen,  this  revenue  bill,  and  it  is  so 
regarded.  I  happen  to  know  most  of  the  farm  leaders  and  labor 
leaders  of  the  United  States.  ^  I  have  talked  with  them  and  I  know 
how  they  feel  about  this  proposition.  I  will  get  out  and  work  for 
the  liberty  loan,  tooth  ana  nail,  but  I  prefer,  gentlemen,  to  pay  my 
share  in  taxes.  And  most  of  them  do,  too,  and  am)ly  the  same  prin- 
ciple, because,  just  think,  here  is  what  you  do:  Here  is  a  man  with 
an  income  of  $5,000.  What  does  he  pay  ?  One  hundred  and  eighty 
dollars.  That  is.  all  proposed  under  this  bill.  Gentlemen,  we  sub- 
mit that  $300  or  $400  or  $500  is  the  very  least  that  a  man  with  an 
income  of  $5,000  should  want  to  pay  and  ought  to  pay. 

The  size  of  this  next  liberty  loan  will  be  vitally  and  directly 
affected  by  this  revenue  bill.  Let  me  repeat  that  the  farmers  see  no 
reason  why  you  should  not  pass  this  revenue  bill  within  two  weeks, 
the  same  time  in  which  you  passed  that  necessary  man-power  regis- 
tration act.  In  other  words,  we  have  got  to  realize  that  the  American 
people  are  following  the  President  in  the  purposes  for  which  he  de- 
clares we  entered  the  war,  which  mean  an  entire  change  in  our 
economic  and  industrial  system,  and  they  want  to  see  that  change 
started  during  the  war  in  order  that  they  may  be.  completely  assured, 
incontrovertauly  assured,  that  we  are  really  going  to  win  the  war  in 
America  that  we  win  in  Europe.  You  know  there  is  such  a  thing 
as  the  possibility  that  we  could  lose  in  America  the  war  that  we  win 
in  Europe.  But  this  revenue  bill  is  a  test  of  the  sincerity  of  both  the 
Kepublican  and  Democratic  Parties. 

senator  Jones.  Why  do  you  propose  to  raise  only  50  per  cent  by 
taxation  i    Why  not  raise  it  all  by  taxation  ? 

Mr.  Marsh.  I  think  I  corrected  the  impre^ssion  which  I  seem  to 
have  given.  I  did  not  stipulate  what  percentage.  I  said  at  least 
50  per  cent.  Personally,  as  I  said  to  the  Ways  and  Means  Commit- 
tee, there  is  no  more  reason  why  you  should  say  *'We  should  raise 
50  or  40  or  33 J  per  cent  or  90  per  cent"  than  why  you  should  say 
'*We  will  send  1,000.000  men  to  France  and  no  more."'  I  do  not 
think  you  ought  to  put  a  limit  on  it. 

Senator  Jones.  Then,  why  let  one  man  have  $50,000  income  and 
another  man  onlv  $2,000  or  $3,000  or  $5,000? 

Mr.  Marsh.  Jiimply  for  the  reason  that  you  have  to  temper  the 
wind  to  the  shorn  lambs  of  privilege  in  this  country.  That  is  the 
onlv  logical  reason. 

Senator  Smoot,  And,  of  course,  to  do  justice,  we  ought  to  take  it 
all  away  from  them  and  make  them  all  equal.    That  is  the  idea? 
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Mr.  ]Marsh.  Since  we  have  been  doing  that  a  little  bit  with  the 
fellow  with  an  income  of  $2,000,  I  do  not  think  it  would  be  bad  to 
do  it  with  the  fellows  with  over  $50,000,  and  while  you  have  to  be 
practical  to  do  otherwise  than  I  suggest,  you  have  to  say  that  the 
orga.nized  farmers  and  laborers  are  a  bunch  of  idiots.  They  know 
the  fight  that  is  on  in  this  country  and  throughout  the  world.  They 
undei-stand  what  this  is  alU  about,  and  they  propose  to  see  that 
the  thing  is  put  through  in  this  country  and  that  nobody  makes  a 
dollar  unjustly  out  of  the  war. 

Now,  we  are  a  rich  country.  We  have  got  to  get  revenue  out  of 
incomes;  out  of  production  primarily;  production,  and  more  pro- 
duction. I  think  we  all  agree  to  that.  Mr.  William  Kent  brought 
that  out  very  clearly  in  his  address  to  the  Ways  and  Means  Com- 
mittee. We  have  to  increase  production.  Xow,  a  tax  on  unused 
land  values  will  help  that.  But,  gentlemen,  a  debt  of  seventy-five 
or  even  fifty  billion  dollars  on  the  industry  of  this  country  after  the 
war  is  going  to  be  a  very  serious  thing.  According  to  the  press — ^I 
have  not  seen  the  Congressional  Ilecord  yet  of  this  morning — Mr. 
Kitchin  said  yesterday  that  we  could  never  look  forwam  to  a 
smaller  national  budget  than  $4,000,000,000.  That  is  one-third  more 
than  the  total  expense  for  all  governmental  expenses.  National, 
State,  and  local  in  1915,  before  we  entered  the  war. 

Now,  forty  or  fifty  billion  will  be  the  lowest  debt  at  the  rate  we 
are  going  now,  if  the  war  goes  on  for  two  years  longer.  It  will  be 
easier  and  better  for  every  legitimate  business  interest,  we  submit, 
farming  included,  and  workingmen  included — they  are  all  in  in- 
dustiy — if  we  pay  two-thirds  or  00  per  cent  of  the  cost  of  the  war 
by  current  taxes.  It  will  come  pretty  hard,  but  I  have  read  a  good 
deal  about  these  patched  breeehes  and  shirts,  etc.  I  have  worn  them 
mvself  in  the  last  few  weeks.  I  have  not  observed  them  on  anv  of 
the  gentlemen  who  advocated  them  publicly,  and  I  will  sav  I  think 
it  would  be  a  good  thing  to  get  right  down  to  that  proposition. 

I  started  to  raise  the  farmers'  objection  to  luxury  taxes,  and  it 
is  a  fundamental  one.  If  we  do  not  buy  the  luxury  you  do  not  have 
the  tax  and  3^ou  have  a  deficit.  If  you  do  buv  the  luxury  vou  are 
wasting  man  power.  That  is  a  most  radi<*ally  illogical  suggestion 
on  the  i)art  of  the  Treasury,  and  I  do  not  speak  personally  about 
Mr.  McAdoo,  but  may  I  say  that  we  should  not  waste  the  power  of  a 
single  man  or  woman  durinir  this  war?  We  have  been  IfMjking  over 
the  fashion  plates  of  the  New  York  papers  containing  pages  of 
adv(»rtising.  asking  people  to  spend  their  money  for  luxuries  and 
things  that  are  utteny  unnecessary.  I  was  talking  to  a  fanner  the 
other  day  about  it.  lie  said, "  My  wife  spends  $24  a  year  for  clothes.^' 
I  said.  *'Did  you  see  the  story  of  the  New  York  woman  who  asked 
to  be  allowed  $20,000  a  year  for  clothes?"  It  is  not  only  the  folly 
of  spending  that  money  for  clothes,  but  it  is  the  folly  of  employing 
anybody  to  make  those  clothes. 

We  have  a  serious  proposition  to  win  this  war.  After  they  get 
beyond  the  Rhine,  we  will  have  a  big  job.  We  have  to  conserve  Sie 
man  power  of  the  country. 

Senator  Smith.  Are  you  a  native  of  New  York? 

Mr.  Maksh.  No:  I  was  not  born  in  New  York.  I  have  lived  there 
abcHit  11  vears. 
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Senator  Smith.  Are  vou  a  native  of  the  United  States? 

Mr.  Marsh.  My  fatiier  and  mother  were  native  bom.  I  hap- 
pened to  have  been  born  in  Bulgaria.  My  father  and  mother  were 
<)ongregational  missionaries. 

Senator  Smith.  What  is  your  business? 

Mr.  Mabsh.  It  has  been  stated  in  the  record. 

Senator  Townsend.  What  salarv  do  you  receive? 

Mr.  Marsh.  I  receive  the  munincient  salary  of  $3,600  .a  year. 

Senator  Smith.  From  all  the  organizations? 

Mr.  Marsh.  From  all  the  organizations  combined. 

Senator  Thomas.  Is  that  exclusive  of  your  expenses  ? 

Mr.  Marsh.  Well,  my  expenses  for  car  fare,  etc.,  amount  to  a  few 
dollars  a  month. 

Senator  Thomas.  Well,  I  do  not  care  whether  they  are  large  or 
small.    Do  you  get  your  salary  exclusive  of  your  expenses? 

Mr.  Marsh,  "ies. 

Senator  Smith.  They  do  not  pay  your  hotel  bills  in  Washington, 
do  they? 

Mr.  Marsh.  No,  sir. 

Senator  Smith.  Do  you  live  here? 

Mr.  Marsh.  I  live  here  with  my  family  and  pay  my  rent.  Would 
it  be  in  order  for  me  to  reciprocate  and  ask  the  Senators  what  their 
income  is  and  where  they  get  it? 

Senator  Tho^ias.  I  will  answer  that  question  if  you  want  nie  to. 

The  Chair>ian.  Well,  I  do  not  think  it  is  quite  necessary.  I  do  not 
think  it  is  fair  to  either  side^ 

Mr.  Marsh.  Wliy  is  it  fair  to  ask  me  that?  I  am  perfectly  willinff 
to  tell.  I  have  been  offered  two  or  three  times  that  salary,  and  could 
have  had  several  times  that  salarj',  to  shut  up  and  do  nothing. 

Are  there  any  further  questions? 

Senator  Smith.  My  reasons  for  asking  you  where  you  were  bom 
was  because  I  wanted  to  identify  your  connection  with  American 
life.  It  was  not  meant  in  any  way  except  for  that  purpose,  to  show 
that  you  were  really  a  citizen  of  New  York  and  actually  identified 
with  American  life. 

Mr.  Marsh.  Yes,  sir;  I  went  through  college  at  Grinnell,  Iowa, 
and  worked  at  farming.  I  have  had  three  years  in  Chicago  and 
Pennsylvania  universities,  and  thank  God  I  have  been  able  to  outlive 
it  and  really  understand  something  about  economics. 

The  Chairman.  You  are  here  properly  representing  what  you  re- 
gard as  the  interest  of  the  farmers? 

'  Mr.    Marsh.   I   am   here   speaking   officially    for  the   organized 
farmers. 

The  Chahiman.  You  are  representing  a  very  important  interest  of 
the  countrj'. 

Mr.  I^Iarsh.  I  am  representing  an  industry  of  the  country  which 
is  on  the  "  blink,"  let  me  add,  Senator,  and  the  farmers  have  got  to 
be  recognized  as  an  essential  industi*y,  but  the  Congress  of  the  United 
States  will  have  to  take  some  action  pretty  soon  to  change  and  im- 
prove conditions  or  the  farmers  can  not  do  their  share  toward  win- 
ning the  war. 

^nator  Jokes.  Who  is  at  the  head  of  your  organization  ? 

Mr.  Marsh.  Hon.  Arthur  Capper,  governor  of  Kansas,  who,  it  is 
said,  is  going  to  join  you  shortly  in  the  United  States  Senate.    I 
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thank  you,  gentlemen ;  I  did  not  mean  to  be  personal,  but  when  the 
personal  question  was  put  to  me,  recognizing  the  right  of  the  Ameri- 
can people,  I  thought  we  ought  to  have  a  fair  show  all  around. 

Senator  Thomas.  I  did  not  intend  to  be  personal,  in  so  far  as  that 
particular  phase  of  it  was  concerned.  I  am  perfectly  willing  to 
answer  your  qusetion. 

Mr.  Marsh.  May  I  ask  the  privilege  of  submitting  this  typewrit- 
ten brief  with  the  detailed  figures  in  a  day  or  two  ? 

The  Chairman.  You  may  do  that. 

(The  brief  referred  to  above  is  here  printed  in  full,  as  follows:) 

Brief  Submitted  to  the  Senate  Finance  Committee  Regabding  the  Pending 
Revenue  Bill  by  the  Farmers'  National  Committee  on  War  Finance. 

[Gov.  Arthur  Capper,  chalrmaD  ;  Hon.  Herbert  F.  Baker,  vice  cbairmanj  Benjamin  C. 
Marsh,  executive  secretary.     BUss  BuUding,  Washington,  D.  C.] 

COST  of  the  war. 

If  the  war  continues  through  or  even  well  intp  1920  the  total  money  cost  to 
this  country  will  be  probably  about  $100,000,000,000.  This  includes  loans  to 
our  allies,  which  they  may  not  be  able  to  repay  ami  which  we  may  not  want 
them  to  repay,  Interest  on  the  debt,  and  a  very  small  amount  for  pensions. 
It  Is  of  the  utmost  Importance,  therefore,  that  we  should  adopt  sound  prin- 
ciples of  securing  revenue  which  will  enable  us  not  only  to  finance  the  war  ade- 
quately but  which  will  leave  the  country  in  the  best  condition  after  the  war, 
and  in  a  position  to  recover  its  economic  and  industrial  status  as  soon  a» 
possible. 

THE  principles  OF  THE  REVENUE  BITX.       . 

The  following  principles  should  control  in  the  drafting  of  the  revenue  bill : 

1.  To  secure  adequate  revenue  equitably. 

2.  To  Increase  production. 

3.  To  prevent  waste. 

It  is  our  Judgment  that  this  involves  a  complete  readjustment  and  that  the 
only  way  in  which  these  three  essentials  to  a  just  revenue  bill  can  be  carrie<I 
into  effect  is  through  the  principle  of  equality  of  financial  sacrifice. 

The  national  Income  for  1914  from  wages,  salaries,  rent,  dividends,  interest, 
profits,  etc.,  was  conservatively  estimated  at  $33,000,000,000,  for  1916  at 
$50,000,000,000,  for  1917  at  sixty-three  to  sixty-four  billions,  and  the  Income  for 
this  year  (1918)  is  estimated  approximately  $72,000,0(X),000.  The  national  in- 
come this  year  will  therefore  be  about  $39,000,000,000  larger  than  the  national 
income  in  1914.  The  cost  of  the  war  in  dollars  and  cents  will  be,  during  the 
coming  year,  about  twenty-four  to  twenty-five  billion  dollars,  according  to  the 
present  estimates,  exclusive  of  contract  authorizations. 

The  problem  of  production  is  fully  as  important  as  the  question  of  raising 
revenue,  but  it  is  obvious  that  since  wholesale  prices  are  (.Tune,  1918)  approxi- 
mately 90  per  cent  higher  than  in  1914,  a  marked  reduction  in  domestic  con- 
sumption is  essential  to  enable  us  to  secure  the  needed  war  revenue,  whether 
by  taxation  or  by  loans.  Probably  three  to  three  and  a  half  million  ijeople, 
who  in  1914  were  supported  out  of  the  individual  earnings  or  inc<mie  which 
totaled  the  national  aggregate  income  of  thirty-three  biliions,  will  be  main- 
tained out  of  the  appropriations  for  the  war  this  year.  Therefore  the  total 
population  to  be  supported  out  of  the  national  Income  of  about  seventy-two  bil- 
lions, exclusive  of  the  cost  of  the  war,  will  be  somewhat  less  than  the  number 
that  was  so  supported  in  1914,  with  a  national  Income  of  about  $33,000.0(X),000. 
If  properly  distributed,  the  national  income  in  1914  would  have  been  fairly 
adequate  for  the  national  needs,  and  during  that  year  large  sums  were  laid 
aside  for  Investment  The  savings  to  conduct  the  war  must  amount,  therefore, 
to  approximately  five-eighths  of  the  increase  in  the  national  income  in  1918 
over  that  of  1914,  whether  these  savings  be  taken  in  taxes  or  as  loans.  In 
1917,  with  an  estimated  income  of  sixty-three  to  sixty-four  billion  dollars,  it 
was  estimated  that  between  eighteen  and  nineteen  billion  dollars  were  saved 
for  investment.  Federal  taxes,  etc.    This  sum  must  N»  increased  this  year,  to 
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enable  us  to  finauee  the  war,  by  at  least  between  five  and  six  billion  dollara 
It  is  therefore  imperative  that  additional  saving  should  be  effected  through 
reducing  consumption  and  refraining  from  Increasing  capital  Investment  In 
houses,  machinery,  etc.,  and  through  saving  In  personal  expenditure. 

THE  NATIONAL  INCOME  IN    1016. 

The  Bureau  of  Internal  Revenue  reports  the  following  facts : 

{a)  Personal  Uwomc. — The  total  net  Income  of  the  437,036  i)erson8  making 
returns  (Including  7,635  married  women  making  separate  returns)  as  having 
Incomes  of  $3,000  and  over  was  $5,298,577,620. 

Of  this  amount  only  $2,572,027,890  was  subject  to  the  normal  income  tax 
and  $1,643,310,000  was  exempted,  as  a  specific  exemption,  and  $2,136,468,625  as 
dlvitlends. 

The  gi'oss  income  (»f  the  437,036  pers<ms  making  returns  was  $8  349,901,983 
and  the  general  deductions  amounted  to  $2,051,324,363. 

The  gi'oss  Income  from  personal  service  and  business  amounted  to  $4,488,- 
751.29<5  (p.  53).  70  yyer  cent  of  the  total  gross  income. 

The  total  income  from  property  was  $3,861,150,^7,  divided  as  follows : 

Rents $601,919,604 

Interest  on  notes,  bonds,  and  mortagages 1 667,566,376 

Fiduciaries 379,  795, 249 

Royalties 41, 883, 053 

Incomes  from  foreign  sources 33,517,780 

nivldendes 2, 051, 324,  363 

Total  earned  and  unearned  income 3,861,150,687 

There  were  157,349  returns  of  incomes  of  $3,000  to  $5,000 — ^35.95  per  cent  of  the 
total  number  of  returns.  The  gross  income  of  this  group  was  $956,229,497,  di- 
vided as  foll«»ws : 

Income  from  personal  service  and  business : $703,516,995 

Income  from  proijerty 252,712,502 

the  percentages  lieing,  respectively,  73.57  per  cent  and  26.43  per  cent. 

There  were  249,556  returns  of  Incomes  from  $5,000  to  $40,000,  or  57.10  per  cent 
of  the  total  number  of  returns.  The  gross  income  of  this  group  w^as  $3,980,- 
547.895,  divided  as  follows : 

Income  from  i^ersonal  service $2,396,417,826 

Income  from  property 1,584,130,069 

the  iwrcentages  being,  respectively,  60.20  per  cent  and  39.79  i>er  cent. 

There  were  22,69<5  returns  of  Incomes  of  .$40,000  up,  including  the  Incomes  of 
millionaires,  or  5.19  per  cent  of  the  total  number  of  returns.  The  gross  Income 
of  this  group  was  $3,413,124,591,  dlvlde<l  as  follows : 

Income  from  personal  service $1,388,816,475 

Income  from  projierty 2,024,308,116 

the  percentages  being,  respectively,  40.69  per  cent  and  59.31  per  cent. 

It  will  be  not«Ml  that  only  26.43  per  cent  of  the  gross  Income  of  those  receiving 
incomes  of  $3,(KK)  to  $5,0(K)  was  from  property,  while  this  Income  was  39.79  per 
cent  of  tlie  Incomes  of  $5,000  to  $40,(K)0  and  59.31  per  cent  of  Incomes  over 
$40,000. 

It  is  a  well-recognized  principle  that  unearned  income  should  be  taxed  higher 
than  earned  Income,  and  since  Incomes  of  over  $40,000  are  chiefly  unearned  or 
due  to  some  consphruous  ability  which  will  not  be  exterminated  by  heavy  taxa- 
tion for  a  few  years,  obviously  the  rate  of  taxation  uiK)n  Incomes  of  over  $40,000 
should  be  very  heavy,  at  least  60  per  cent  to  70  per  cent  of  the  total  income. 

The  class  having  the  largest  aggregate  income  In  1916  were  capitalists,  In- 
veattJrs,  and  speculators,  of  whom  there  were  85,465  making  returns.  Their 
total  income  was  $1,679,228,016  and  their  average  Income  $19,645.79. 

The  large.Ht  average  income  was  secured  by  mine  owners  and  mine  operators, 
of  whom  !2,544  made  returns — that  is,  17.88  per  cent  of  the  total  number  of 
owners  and  mine  operators  In  the  country.  Their  average  income  was 
$45,317.92.  Of  this  group.  413  received  incomes  of  $50,000  to  $500,000.  8  re- 
eelved  incomes  of  $500,000  to  one  million,  and  11  received  incomes  of  over 
one  million. 

The  2,839  stock  and  bond  brokers — ^20.68  per  cent  of  the  total  number  of  such 
broker?* — recelveil   an   average   income  of  $41,009.27.   and   a   total   income  of 
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$116,425,21)9.  Five  hundred  and  twenty-three  stock  and  bond  brokers  received 
an  income  of  $50,000  to  $500,000,  16  an  income  of  $500,000  to  one  million,  and  9 
an  income  of  over  one  million. 

AGRICULTURISTS. 

The  census  of  1910  (used  by  the  Bureau  of  Internal  Revenue  for  occupational 
distribution  of  iwpulation)  reports  that  there  were  in  that  year  6,047,615  agri- 
culturists— farmers,  stock  raisers,  orchardists,  etc. — in  the  country.  In  1916. 
14,407  of  these  made  returns  under  the  income-tax  law — that  is,  0.24  per  cent 
(less  than  one-quarter  of  1  per  cent  of  the  total  number).  Their  total  income 
was  $129,642,432;  their  average  income  $8,998.57.  Of  this  number,  245  had  an 
Income  of  $50,000  to  $500,000,  9  of  $500,000  to  one  million,  but  not  one  an  income 
of  oter  one  million. 

WHAT  OCCUPATIONS  ARE  MOST  PROFITABLE. 

The  Commissioner  of  Internal  Revenue  gives  the  following  percentages  In 
various  occupations,  taking  the  number  of  persons  as  per  census  of  1910,  who 
filed  returns  in  1916: 

Per  cent  filing 
returns. 

Architects i 8.54 

Authors,  e<Utor.s,  reix>rters,  etc 6.53 

Clerg>'mc<n 1. 42 

Engineers — civil,  mining,  etc 11.24 

Lawyers  and  judges 4 18.97 

Medical  profession :  Physicians,  surgeons,  oculists,  dentists,  nurses,  and 

other  medical  specialists ' 6. 97 

Public  service — civil .78 

Public  service — military 7. 08 

Theatrical  profession:  Actors,  singers,  musicians,  etc . ,55 

Teachers:  From  kindergarten  to  university,  also  school  and  college  offi- 
cials        .47 

Agriculturists:  Farmers,  stock  raisers,  orchardists,  etc .24 

Real  estate  brokers:  Agents  and  salesmen 4.88 

Stock  .and  bond  brokers 20.68 

Brokers:  All  other 20.77 

Commercial   travelers 4. 57 

Insurance  agents  and  solicitors 8. 19 

Lumbermen 10.  76 

Manufacturers 10. 05 

Merchant.s  and  dealers :  Storekeepers,  jobbers,  commission  merchants,  etc.     4. 30 

Mine  owners  and  mine  operators 17.88 

Saloon    ke<»pers 1. 92 

Theatrical  business:  Owners,  managers,  etc 2.58 

All  other  business 18.26 

B.  Corpof'fite  income. — The  gross  Income  of  the  341,253  coriwratlons  rei>ortIng 
for  1916  was  $35,327,631,015,  the  net  income  $8,765,908,984.  The  main  divisions 
and  net  income  of  each  were: 

Agriculture  and  animal   husbandry $(59,862,431 

Extraction    of   minerals 798.883,349 

Manufacturing  and  mechanical  lndustrlt*s : 

Fot)d  and  kindred  products 329,622,002 

Textiles  and  their  products. 3S3,  111,  197 

Iron  and  steel  prwlucts 1,129,416,965 

Lumber  and  its  manufactures 114,683.677 

leather  and  finished  products 137.134,990 

Paper  and  printing 212. 7W.  655 

Liquors  and  i)everages 83,159,751 

Chemicals  and  allle<l  products — 094,351.657 

Stone,  clay,  and  glass  prwlucts 88,357,208 

Metals  and  metal  products  other  than  Iron  and  steel 565,362,713 

MlRcellaneou«    Industries 410.061.076 

Public  utilities 1.541.076.180 

BankJi  and  Insurance  companies .%28.505.811 

Merchandising  cnmimnU^ 464.875,807 

Miscellaneous   companies 1.205,070.566 

Total 8,765,008,0m 
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i\  PcfHQnal  incoMv  tax  paid. — The  total  normal  tux  paid  by  those  making 
returns  in  1016  was  $51,440,558.  The  total  additional  tax  (super  tax,  etc.) 
amounteil  to  $121,946,136,  a  total  of  $173,386,604. 

The  averape  rat<»  of  tax  on  incomes  of  under  $5,000  was  less  ou  incomes  of 
$4,000  to  $5,000  than  ou  incouM^H  of  $3,000  to  $4,0(X),  being,  respectively.  0.204 
per  cent  and  0.280  i>er  cent.  The  rate  on  incomes  of  $15,000  to  $20,000  was 
<»nly  0.034  i)er  cent,  and  the  rate  on  Incomes  of  $5,000,000* and  over  was  only 
12.008  per  cent — the  average  rate  on  all  incomes  taxable  being  2.753  per  cent. 

D.  TaxcH  paid  by  cfn-porationa, — The  total  normal  tax  paid  by  corporations 
sliowing  a  net  income  in  1916  was  $171,805,150,  divided  as  follows: 

Agriculture  and  animal  husbandry "_— _  $1,376,651 

Extractiim  of  minerals 15,846,557 

Manufacturing  jind  mechanical  industries 81,260,749 

Public  utilitie'^ 30,160,766 

Ranks  and  Insurance  companies 10,505,529 

Merchandising  companies 9,  037, 152 

Mis<'ellatUHais  companies  _.. 23,617,746 

Total 171, 805, 150 

The  total  national  income  in  1917  was  estimated  at  sixty-three  to  sixty-four 
MllioiLs. 

A.  Pi'VHonal  incoinv. — It  is  estimated  that  for  1917,  there  were  about  three 
iind  a  half  ndllion  tax  returns  under  the  reduction  of  exemption  from  three 
and  four  thousand  dollars  to  one  and  two  thousand,  respectively,  and  that  the 
total  income  was  approximately  twelve  billion  dollars,  of  which  four  to  five 
billion  was  subject  to  the  normal  income  tax  and  two  and  a  half  billion  to  three 
billion  was  not  subject  to  the  normal  Income  tax  because  it  was  received  fropi 
dividends. 

B.  Corporate  income. — The  total  corporate  income  in  1917  is  estimated  at 
approximately  $10,450,000,000,  divided  roughly  as  follows,  among  the  five  large 
«:ias.ses  of  corix)rations  or  industries: 

Financial $630, 000, 000 

Public  service 1.500,000,000 

Industrial 6,  500, 000, 000 

Mercantile 620, 000, 000 

MLsoellaneous 1, 200, 000, 000 


M' 


rotal 10,450.000,000 
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The  Treasury  L>ei)iirtiiient  lina  |)re|>ui'(Ml  a  stntewent  comparing  tlie  net  in- 
come of  240  Indus'trliU  corpora ti<mR  in  1917  anU  In  1»1C.  Tliese  nre  wUlcly 
dlstrlbuted  as  foHovvs: 
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Of  these  ixniiiiis  ..f  ninmralions  only  12  «t  the  36  Hh<iWM)  a  xmnllor  net  In- 
come In  1017  thHii  111  Itim.  lint  tlie  total  net  Income  of  tliese  240  t.vph-Ml  Indus- 
Irtul  ii)n>orutluiiH  wtiK  neiirly  $400,000,000  Brenter  In  1917  thiiii  In  1910,  the 
llf;uri-N  bt'lnc  In  1917  $1.81S,il4^.(H)(l.  and  In  lOlll  .$1.42.'i,ri31.iiO0.  Tlie  cop]>er  com- 
pnnleK  re|iortei1  (81)  Klinweit  n  net  rMluctlon  In  1017,  the  net  Income  tn  IDIT 
lieluK  only  $122,CKJU,IN)I>.  iik  iiicHliiNt  $lU4.siin,0iN)  In  IDIII.  The  price  fixlnit  nf 
4N)|i]>er  M>eme<l  to  linve  1111  effect.  Nineteen  Iron  aii<l  steel  coriiunillonH  for 
which  returns  were  ;:lven  sIiowihI  11  InrfK  hicreiiwe,  tlie  net  Inmme  In  lOKl  lielnc 
only  JH4t'.878.<««i.  un>l  In  1917  *7U7.2!H!.iM>ii,  un  tn<r.'ti^'  ..f  nlioui  Ktir7.oun.ono. 


It     Is    CSllUIHtol    tlllll     till'    t 

the  exi-i'jis-iiroiits  iiis  for 
anionnteit  to  *r..aM.8ft4.000. 
ylekle.1  al>ont  S4.ia).iJ<KMN'0. 
the  war  profits,  an  follows : 


itiil  Income  tas  |ial<J  hy  ull  the  coriMinitloiw  uDiler 

lUlT   n-HB   S1.0B1.000,000,   while   their   war   proQtN 

\n  80  per  cent  tux  on  war  profttx  would   have 

The  nctiiol  tax  psid  was  et|Uiil  to  32..')  per  cent  nt 


Financial    ._ _ 53.5 

I'ubllc   service 14.2 

Industrial - — 33.9 

Mercantile     __    80 

Mlw-ellaneuui  — 34.  S 


TO  PBOVIDE  REVENUE  FOR  WAR  PURP0SE8.  45 

filTfOKHTKD   TAXES    OX    CONSUMPTION. 

In  the  mcmiorandtim  of  "Possible  sources  of  revenue,"  suggrestecl  by  the 
Treasury  Department  and  submitted  to  the  Ways  and  Means  Committee,  the 
following  statement  is  made; 

**  The  retail-sales  tax,  however,  raises  a  different  set  of  considerations.  That 
tax  is  recommended  not  only  to  raise  additional  revenue,  but  for  the  equally 
important  purpose  of  discouraging  wasteful  consumption  and  unnecessary  pro- 
duction. It  would  be  superfluous  at  this  stage  of  the  war  to  dwell  upon  the 
fact  that  waste  and  extravagance  are  akin  to  treason.  We  pay  lip  homage  to 
this  truth,  but  we  neglect  its  practice.  We  are  not  yet  cutting,  our  personal 
Imdgets  sufficiently  to  make  the  excess  of  national  production  over  national  con- 
Kunii)tIon  equal  to  the  needs  of  the  Government.  The  retail-sales  tax  distinctly 
labels  the  taxed  articles  as  luxurious  and  serves  notice  that  the  Government's 
ban  is  upon  it." 

The  consumption  taxes  on  nonessentials,  suggested  by  the  Treasury  Depart- 
ment, would  tend  to  defeat  their  own  puii)ose.  It  is  stated :  "  The  retail-sales 
tax  distinctly  labels  the  taxed  articles  as  luxurious,  and  serves  notice  that  the 
Government's  ban  is  upon  it."  In  other  words,  the  Government  says  that  the 
purchase  of  the  articles  upon  which  this  20  per  cent  or  higher  tax  is  levied  Is, 
to  quote  the  memorandum,  "  akin  to  treason."  It  would  seem  obvious  that  the 
Government  should  not  compound  a  felony  or  even  a  misdemeanor  by  the  pay- 
ment of  a  2()  per  cent  tax,  whether  this  tax  is  paid  by  the  manufacturer  or  by 
the  purchaser.  The  suggestion  is  an  indirect  and  impracticable  method  of  at- 
tempting to  reduce  consumption  and  secure  revenue  at  the  same  time.  We 
say  "  Impracticable  "  on  the  basis  of  the  experience  of  our  allies,  which  have 
triefl  the  system  of  taxation  as  shown  in  the  pamphlet  prepared  by  the  Ways 
and  Means  Committee  in  the  Legislative  Reference  Library  of  Congress  en- 
titled, "War  Taxation  of  Incomes,  Excess  Proflits,  and  Luxuries."  Luxuries 
are  manufactured,  and  the  Government  derives  some  revenue  therefrom,  but 
only  a  small  proportion  of  the  cost  of  the  war,  and  our  allies,  mistakenly  from 
II  fiscal  point  of  view,  have  relied  upon  these  taxes,  "  indirect  income  taxes," 
instead  of  upon  a  direct  income  tax.  They  are  raising  only  a  very  small  pro- 
Ijortion  of  the  total  current  cost  of  the  war  by  taxation. 

In  view  of  the  fact  that  the  United  States  is  underwriting  the  entire 
financing  of  the  war,  it  would  -l)e  an  aKgregious  blunder,  inexcusable  in  the 
light  of  our  allies*  experience,  for  us  to  attempt  the  same  method  of  getting 
revenue.  We  ought  to  face  the  fact  that  in  order  to  finance  the  war  we  have 
irot  to  re4iuce  consumption  right  down  to  the  core;  that  men  and  women  must 
not  buy  clothing  and  furniture,  nor  a  single  one  of  the  articles  upon  which 
the  memorandum  of  tiie  Treasury  Department  suggests  a  retail  tax  or  specific 
lax,  unless  these  articles  are  absolutely  needed.  The  suggestion  about  "pad- 
locking" revenue  by  requiring  manufacturers  or  merchants*  to  give  bonds  is 
not  feasible.  We  nm.st  eliminate  the  manufacture  of  all  nonessentials.  The 
Government  has  got  to  go  through  the  factories  of  the  country  with  a  fine- 
tooth  comb,  and  take  out  the  men  who  have  had  training  (»n  farms  and  place 
them  back  on  the  farms,  or  else  we  shall  be  In  inuninent  danger  of  losing  the 
war  through  .starvation.  Hundreds,  if  not  thousands,  of  nonessential  factories 
must  lie  shut  down,  including  unquestionably  factories  manufacturing  goods 
on  the  lists  suggeste<l  by  the  Treasury  Department,  and  this,  at  least,  for  the 
fieriod  of  the  war,  and  iwsslbly  for  a  longer  time. 

If  we  reduce  consumption  sufficiently  to  raise  twenty-four  to  twenty -eight 
hllllon  dollars  for  the  cost  of  the  war,  whether  by  bon<ls  or  by  taxes,  very 
few  of  the  articles  or  commodities  suggested  for  taxation  In  this  memorandum 
would  be  purchase<l,  and  the  revenue  therefrom  wonld  be  negligible. 

A  detailed  analysis  of  the  list  shows  this  fact  plainly.  Some  watches  have 
trot  to  be  bought.  A  tax  of  r»0  per  cent  thereon  is  exorbitant  if  people  need 
watches.  If  not,  a  tax  of  500  i)er  cent  would  be  just  as  reasonable.  There  la 
ni»  excuse  for  manufa<»turing  Jewelry  during  the  war,  and  such  manufacture 
t*nn  iHit  be  made  patriotic  by  a  50  per  cent  tnx.  No  automobiles,  motor  cycles, 
.ind  bicycles,  including  i>arts  and  accessories  and  tires,  should  be  manufactured 
during  the  war-  for  pleasure  purposes.  The  Treasury  Department  and  the 
Fuel  Adminlstratirm  seem  to  be  working  at  cross  purpos*»s,  inasmuch  as  the 
Fuel  Adndnlstrathm  has  reducefl  the  coal  allotment  ft)r  factories  making 
f»lpttsure  automobiles  to  25  per  cent  of  the  normal  quantity  consumed.    Musical 
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instruments,  while  essential  in  peace  times,  are  completely  nonessential  during^ 
the  war,  except  for  military  purposes.  The  manufacture  thereof  should  br- 
stopped,  and  those  engage<l  in  the  manufacture  thereof  put  to  work  to  help 
win  the  war.  Obviously,  no  liveries  should  be  manufactured  during  the  war. 
Congress  should  not  only  tax  the  butler  out  of  the  pantry,  but  the  coaclmian 
off  the  box. 

The  proposed  tax  upon  house  yurnishings  must  be  criticized  similarly. 
People  do  not  need  to  buy  ornamental  lamps  and  fixtures,  fancy  articles,  and 
knick  knacks  during  the  war.  We  have  a  large  supply  on  hand;  If  they  do 
need  curtains  or  carpets  or  rugs,  as  in  the  case  of  clothing,  it  is  better  economy, 
to  purchase  a  substantial  wearing  one  than  poor  ones  which  are  more  expensive 
in  the  long  run.  It  is  difficult  to  comprehend  the  mental  processes  of  those 
who  suggest  a  tax  upon  cutlery — the  serviceable  kind — and  upon  pur.ses^ 
brushes,  combs,  and  other  toilet  articles  of  reasonable  necessity ;  also  a  tax 
upon  furniture  costing  more  than  $.")  per  piece.  It  Is  not  considered  a  crime 
to  marry  and  raise  children,  nnd  those  who  marry  will  have  to  buy  furniture. 
Why  they  should  be  taxed  thereon,  If  they  buy  only  what  they  need,  is 
inexplicable.  China  ware,  or  some  sort  of  tableware  Is  a  necessity ;  cut  glass 
a  luxury.  Yet,  these  are  put  in  the  same  class  in  the  suggestion  to  the  Ways 
and  Means  Committee. 

A  study  of  the  proposed  taxes  upon  soft  drinks,  chewing  gum.  etc.,  raises 
the  question  as  to  why  the  Food  Administration  and  the  Treasury  Department 
do  not  get  together.  The  Food  Administration  has  suggested  the  elimination 
of  soft  drinks  as  far  as  ix>ssible,  as  consuming  sugar,  of  which  we  are  short. 
The  Treasury  Department  would  seem  to  throw  the  mantle  of  patriotism  over 
the  unpatriotic  consumption  of  sugar  by  taxing  its  use  in  these  beverages. 
We  can  probably  survive  the  period  of  the  war  without  great  indulgence  in 
perfumes  and  cosmetics. 

The  United  States  will  probably  take  a  lesson  from  the  British  Labor  Party 
and  realize  the  necessity  of  complete  prohibition  during  the  war.  A  tax  upon 
denatured  and  wood  alcohol  would  be  a  most  vicious  burden  upon  the  farmers 
of  the  country.  The  suggested  tax  ui)on  tobacco  in  its  varl(ms  forms  is  the  most 
nearly  excusable  tax  suggested,  but  the  situation  could  be  better  met  by  elim- 
inating the  tobacco  Industry  for  the  period  of  the  war,  except  in  so  far  as  the 
Government  needs  It  for  men  In  the  service.  The  suggested  tax  of  10  cents  per 
gallon  on  gasoline,  levied  on  th^  wholesale  dealer.  Is  nn  admission  either  that 
the  wholesale  dealer  is  profiiteerlng  unconsciously,  in  which  case  he  can  be 
reached  by  a  war-profits  tax.  or  that  some  further  discouragement  on  protluc- 
tlon  Is  due  the  farmers  and  other  producers.  A  tax  upon  automobiles,  if  appli- 
cable, as  is  not  clear  from  the  context,  to  trucks.  Is  an  inexcusable  burden  upon 
production.  The  license  tax  on  a  Ford  car  of  .$1.5  will,  of  c(uirse,  affe<'t  very 
largely  the  farmers  of  the  country  who  use  these  cars  for  business  and  to  save 
horses;  that  Is,  to  save  feed.    They  do  very  little  iileasure  riding. 

The  doubling  of  the  tax  on  admission  to  amusements  s<»ems  unjust,  because 
there  Is  no  exception.  The  Treasury  Department  evidently  has  overlooked  the 
fact  that  the  majority  of  the  families  of  the  country  have  an  income  of  less 
than  $1,500,  and  that  their  re<'reatlons  are  cheap  bwause  they  have  to  be. 

The  tax  on  yachts,  pleasure  boats,  ix)wer  and  motor  boats  seems  to  compro- 
mise the  Government,  since  those  proijolled  by  gasoline  and  by  coal  use  essen- 
tials which  the  working  people  and  the  poorer  classes  are  asked  to  <»onserve. 
and  which  all  should  conserve.  The  payment  of  even  a  large  tax  should  not 
grant  license  to  those  who  can  indulge  in  conspicuous  consumption  to  waste 
material  needed  for  the  winning  of  the  war.  Tlie  suggest etl  tax  u|xm  servants 
win  produce  little  revenue  but  many  liars,  since  it  can  be  evadeil.  The  only 
effective  way  to  prevent  extravagance  and  the  consumption  of  nonessentials 
and  luxuries  is  not  through  the  system  suggeste<l  by  the  Treasury  Department 
but  through  the  absolute  prohibition  of  the  manufacture  and  production  of  non- 
essentials and  the  transformation  of  factories  producing  such  nonessentials  and 
luxuries  into  war  service  and  th<)s«»  employed  therein  int(»  similar  helj)  in  winning 
the  war.  Sufficient  revenue  can  be  secure<l  by  heavy  taxes  on  Incomes,  on  war 
and  excess  profits,  and  on  the  value  of  unuse<l  and  Inadequately  used  land.  The 
collection  of  taxes  suggested  by  the  Treasury  Department  would  Involve  the- 
services  of  two  or  three  Army  divisions  which  might  better  be  employed  lit 
production  necessary  for  the  winning  of  the  war. 
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How  $12^(^,000,000  can  he  raised  for  the  fiscal  year  ending  June  HO,  1919, 
twelve  billions  for  the  war  and  Imlf  a  billion  for  ordinary  Federal  expendi- 
tures, exclusive  of  Army  and  Navy,  in  1919: 

War-profits  tax $3, 875, 000, 000 

Income  tax l ^ 6, 000, 000, 000 

Corporation  tax 555,000,000 

Customs 230, 000, 000 

Tax  on  the  value  of  unused  and  inadequately  used  land 500, 000, 000 

Miscellaneous 1, 321, 215, 000 

Total 12.  4S1,  215, 000 

Twenty-four  to  twenty-eight  billion  dollars  must  be  raised  during  the  current 
fiscal  year  for  the  cost  of  the  war,  by  loans  or  taxes.  Since  this  has  pot  to  be 
done,  half  of  this  sum  can  be  raised  by  taxation  if  Congress  determines  to  do 
so.  It  resolves  itself  into  a  question  of  whether  the  Government  shall  borrow 
fr(»m  those  of  small  means  and  tax  those  of  comfortable  and  enormous  Incomes, 
or  borrow  chiefly  from  the  well-to-do,  and  tax  the  workers. 

1.  The  war-profits  tax:  The  war  profits — that  Is,  the  profits  over  the  three- 
year  prewar  period — were,  last  year,  approximately  $5,295,000,000,  as  shown 
above.  Had  we  levied  a  w^ar  tax  of  80  per  cent,  we  would  have  secured  approxi- 
mately $4, 163^000,000,  instead  of  the  proceeds  of  the  excess-profits  tax — about 
$1,691,000,000.  In  other  words,  we  would  have  secured  about  $2,472,000,000 
additional. 

The  estimated  net  income  of  corporations  for  the  present  year  is  $9,600,000,- 
000.  divided  as  follows : 

Financial ^ $600, 000, 000 

Public  service 1,  400, 000, 000 

Industrial 5, 900, 000, 000 

Mercantile 600, 000, 000 

Miscellaneous 1. 100, 000, 000 

The  income  subject  to  a  war-profits  tax  is  approximately  $4,305,000,000,  divided 
roughly  as  follows : 

Financial $60,  846. 000 

Public  service 286,  701, 000 

Industrial 3, 230, 980, 000 

Mercantile 90, 160, 000 

Miscellaneous 636. 169, 000 

Ample  deduction  having  been  made,  it  would  seem  perfectly  reasonable  to 
levy  a  tax  of  90  per  cent  upon  these  war  profits,  which  would  yield  $3,875,000,000. 

2.  Personal  income :  The  personal  income  last  year  was  estimated  at  $12,000,- 
000,000,  of  which  four  to  five  was  subject  to  the  normal  income-tax,  and  two 
and  a  half  to  three  billions  was  not  subject  because  dividends.  The  personal 
income  for  1918,  with  the  exemption,  as  in  1917,  of  only  one  and  two  thousand 
dollars,  respectively,  will  be  approximately  $14,000,000,000,  from  w^hlch  three 
and  a  half  billions  should  b6  deducted  as  dividends.  This  income  of  about 
eleven  and  a  half  billions  received  by  approximately  two  and  a  half  mil- 
lion families  and  individuals  averages  $4,600  per  family.  In  1916,  approxi- 
mately 5,530  families  or  individuals  received  each  a  net  taxable  Income  of 
over  $100,000  Had  the  Government  taken  in  1917  all  net  incomes  in  excess 
of  $50,000,  the  Government  would  have  secured  from  this  group,  in  round 
figures,  a  total  of  $1,519,535,000;  a  moderate  tax  rate  on  the  net  incomes  of 
$3,000  to  $100,000  would  have  yielded  $1,520,430,000,  a  total  of  $3,039,965,000 : 

All  incomes  in  excess  of  $50,000 $1,519,535,000 

Moderate  tax  on  incomes  from  $3,000  to  $100,000 1, 520, 430, 000 

Total 3, 039,  965, 000 

The  rates  would  have  been  an  average  of — 

10  per  cent  on  the  net  income  of  those  receiving  from $3,000  to    $4,000 

12  per  cent  on  the  net  Income  of  those  receiving  from 4, 000  to      5, 000 

20  per  cent  on  the  net  income  of  those  receiving  from ^ 5, 000  to    10, 000 

25  per  cent  on  the  net  Income  of  those  receiving  from 10, 000  to    20, 000 

40  per  cent  on  the  net  Income  of  those  receiving  from 20, 000  to    40. 000 

oO  per  cent  on  the  net  income  of  those  receiving  from 40,000  to    60,000 

70  per  cent  on  the  net  income  of  those  receiving  from 60. 000  to    80, 000 

75  per  cent  on  the  net  income  of  those  receiving  from 80, 000  to  100, 000 
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These  figures  are,  of  course,  average,  and  eould  be  adjusted  to  ranges  of  in- 
come within  the  ranges  note<l. 

In  1916  the  total  net  income  of  those  liable  to  the  income  tax  was,  in  round 
figures,  $6300.000,000,  an  increase  of  $1,700,000,000  over*  the  net  Income  in 
1915.  Assuming,  as  it  is  conservative  to  do,  a  similar  increase  for  the  two 
years  1917  and  1918,  the  total  net  income  of  those  receiving  $3,000  and  over  is 
about  $3,500,000,000  greater  in  1918  than  in  1916,  so  that  the  rate  of  taxes 
suggested  would  have  yielded  nearly  three-fifths  more  than  in  1916,  or  approxi- 
mately $1,800,000,000,  a  total  of  about  $4,840,000  000. 

There  were  about  three  and  a  quarter  million  individual  income-tax  returns 
for  1917.  Of  this  number  probably  at  least  175,000  received  net  incomes  of  two 
or  three  thousand  doUai-s,  or  approximately  a  total  net  income  of  about  $5,000,- 
000.  A  tax  of  8  per  cent  on  this  net  income  would  yield  roughly  $40,000000, 
a  total  from  these  groups  of  $4,880,000,000.  Obvlouftly,  the  19,000,000  families 
and  individuals  of  the  Ignited  States  who  did  not  make  tax  returns  could  pay 
an  income  tax  of  $1,120,000,000.  or  an  average  of  about  $58  per  family.  This 
totals  $6,000,000,000  from  the  income  tax. 

It  must  be  remembered  that  the  exemption  in  all  of  our  allies  is  very  much 
lower  than  in  this  country,  and  that  the  rates  in  Great  Britain  on  incomes  of 
$100,000  or  less  are  much  higher  than  in  the  proposed  revenue  bill.  Full  data 
on  this  point  is  given  by  the  Ways  and  Means  Committee  in  their  report  on 
the  revenue  bill  of  irilS  (No.  767,  05th  Cong.,  2d  sess.). 

These  figures  are  admittedly  approximate,  and  necessarily  so,  because  full 
data  is  not  yet  available  in  the  Bureau  of  Internal  Revenue.  That  six  billion 
dollars  can  be  raised  by  direct  income  taxes  is,  however,  self-evident.  The  base 
and  range  of  incomes  can  be  determined  approximately  from  the  information 
in  possession  of  the  Commissioner  of  Internal  Revenue,  and  the  rates  adjusted 
accordingly. 

While  it  seems  drastic  to  take  all  incomes  in  excess  of  $50,000  from  those 
who  have  incomes  of  $1(K),000  or  over,  and  to  tax  incomes  in  excess  of  $40,000 
as  heavily  as  suggested,  this  is  entirely  justifiable  since,  as  the  figures  quoted 
from  the  Commissioner  of  Internal  Iteveiuie  «bove  show,  nearly  three-fifths 
of  incomes  of  over  $40,000  come  from  ijroperty ;  that  is,  are  unearned  incomes 
and  therefore  may  properly  be  subjected  to  a  very  much  heavier  tax  rate 
than  incomes  from  personal  exertion.  The  huge  income  from  war  industries, 
not  all  of  which  can  be  reached  by  the  war-profits  tax,  should  equally  be  sub- 
jected to  such  a  heavy  tax.  The  rates  sua:gested  for  the  personal  Income  tax 
will  in  large  measure  prevent  foolish  expenditure.  It  is  true  that  since  earn- 
ings are  received  during  the  present  year  and  the  tax  paid  next  year,  people 
do  not  have  the  same  incentive  to  save  to  pay  their  income  tax,  but  this  objec- 
tion would  lie  as  well  against  the  taxes  on  consumption  which  have  been  sug- 
gested. 

The  admliiistration  might  well  conduct  a  nation-wide  campaign  immediately 
to  make  people  know  that  they  have  got  to  pay  a  large  proportion  of  their  in- 
comes of  over  $10,000  as  taxes,  and  with  tlie  imposition  of  the  tax  rate  sug- 
gested there  will  be  no  difliculty  in  getting  people  to  subscribe  all  they  can  to 
the  liberty  loan.  To  win  the  war  the  whole  national  income  has  got  to  be 
socialized.  To  the  objection  raised  against  such  drastic  taxation,  which  is  mis- 
called "  confiscation,"  that  it  will  prevent  expansion  of  industry,  and  deter  men 
of  conspicuous  ability  from  large  production  during  the  war,  the  answer  Is 
clearly  that  there  should  not  be  any  expansion  of  business,  except  that  which 
is  necessary  for  the  winning  of  the  war,  which  will  be  financed  by  the  War 
Finance  Corporation,  and  that  the  gentlemen  of  conspicuous  executive  and  busi- 
ness or  financial  ability  who  decline  to  cooperate  with  their  Government  through 
rendering  the  service  they  are  best  fitttMl  to  render  during  this  emergency  put 
themselves  in  the  class  of  the  unpatriotic. 

Strictures  on  profiteering  are  not  in  order  at  present  because  those  who 
take  the  risks  of  production  are  entitled  to  a  monetary  return  Immeiliately 
which  will  enable  them  to  protect  themselves  from  any  possible  loas,  and  these 
profits  can  he  adequately  covered  into  the  Public  Treasury  through  war  profits 
and  income  taxes. 

The  failure  to  adopt  this  point  of  view,  as  far  as  tlie  farmer  is  concerned, 
has  brought  about  the  most  serious  menace  in  tJie  whole  war  situation — the 
supply  of  food. 

The  figures  of  the  yield  of  the  corporation  tax,  customs  tax,  and  miscel- 
laneous taxes  are  taken  from  the  Secretary  of  the  Treasury's  estimate  of  the 
receipts  for  the  fiscal  year  1919  under  these  headings. 
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It  Is  obviously  constitutional  for  Congi'ess  to  levy  an  excise  tax  upon  the 
privilege  of  holding  land  unused  or  inadequately  used.  If  there  were  any 
question  on  this  point  it  can  be  resolved  in  favor  of  the  proposition  by  ref- 
erence to  the  fact  that  the  Congress  can  pass  a  law  taxing  the  Value  of  unused 
and  inadequately  used  land,  and  provide  therein  that  the  Supreme  Court  shall 
not  have  Jurisdiction  with  resi)ect  thereto,  as  provided  in  the  Constitution  of 
the  United  States.  The  value  of  unusecl  or  inadequately  used  land  In  the 
United  States  Is  conservatively  estimated  at  $25  000,000,000.  The  value 
of  unused  and  inadequately  used  land  is,  in  New  York  City  alone,  approxi- 
mately two  and  a  half  billion  dollars.  A  tax  of  2  per  cent  on  the  value  of  such 
Innd  in  the  United  States  would  yield  about  $500,000,000,  of  wlilch  New 
York  City  would  pay  between  forty-five  and  fifty  million  dollars. 

By  a  remarkable  oversight  the  revenue  bill  proposed  by  the  Ways  and 
Means  Committee  entirely  exenipts  owners  of  idle  lands  held  for  speculation, 
and  essential  to  the  early  and  most  economic  winning  of  the  war,  despite  the 
fact  that  the  enormous  war  expenditures  are  mateilnlly  increasing  the  value 
of  their  holdings. 

The  above  outline  shows  incontrovertibly  how  twelve  and  a  half  billion 
dollars  can  be  secured  for  the  Federal  Government  during  the  present  fiscal 
year. 

A  tax  on  advertising  under  the  same  scheme  is  entirely  unnecessary  if  the 
suggestions  nbove  be  adopted,  and  all  publishers  making  money  from  their 
advertisings  or  other\\iKe,  will  be  compello<l  to  pay  their  full  share  of  the  cost 
of  the  war  through  the  few  obvious,  direct,  and  honest  taxes  we  recommend. 
It  will  be  noted  that  we  have  suggested  an  administrative  matter  of  great 
Importance  not  only  from  economy  of  administration  but  from  the  point  of  view 
of  securing  revenue,  to  wit,  that  there  should  be  a  flat  tax  levied  on  incomes 
instead  of  a  series  of  graded  taxes. 

We  make  in  conclusion  the  following  specific  recommendation? : 

1.  3Iake  it  a  criminal  offense  not  to  give  the  real  equitable  ownership  of 
stocks  In  corporations  and  business  concerns. 

2.  Compel  all  corporations  and  business  concerns  to  declare  dividends  and 
prohibit  the  issuance  of  stock  to  conceal  earnings. 

3.  Provide  for  full  publicity  as  to  Incomes  of  over  $25,000. 

4.  I^vy  flat  Instead  of  graded  rates. 

5.  Tax  unearned  Incomes  from  secure  investments  more  heavily  than  incomes 
earned  by  labor. 

6.  Initiate  a  policy  of  greater  reliance  upon  income  taxes  rather  than  upon 
taxes  on  corporations,  excess,  and  war  profits. 


IBy  Gov.  Arthur  Capper,  chairman  Farmers'  National  Committee  on  War  Finance.     Pub- 
lished in  the  Farmers'  Open  Forum.] 

The  financial  Interests  of  the  country  are  conducting  a  wide  campaign  to 
defeat  the  desire  of  the  President  and  of  democratic  people  of  the  United 
States,  Including  farm  and  labor  organizations,  to  have  at  least  half  of  the 
cost  of  the  war  financed  by  current  taxation.  A  press  campaign  Is  being  con- 
dneted  to  prevent  the  war  from  being  financed  democratically.  Papers  like  the 
New  York  Times  are  trying  to  make  it  appear  that  it  would  be  difficult,  if  not 
impowslble.  to  raise  even  $8,0(X),(XX),000  by  taxation  during  the  present  fiscal 
year  ending  June  30,  1919.  It  would  be  very  much  better  to  have  Congress 
enact  the  revenue  bill  before  the  new  loan  drive,  which  Is  to  start, 'according 
to  the  announcement  by  Secretary  McAdoo,  on  September  28.  It  is  expected 
that  the  fourth  liberty  loan  will  be  for  $0,000,000,000.  but  In  its  issue  of  Au- 
£ii«t  1  the  New  York  Times  says : 

"Whether  amount  (of  loan)  is  to  exceed  $6,000,000,000  depends  on  tax 
bill  being  prepared.  •  •  •*  The  difficulties  encountered  in  increasing  the 
▼oluine  of  taxation  are  recognized  to  be  so  great  that  Congress  may  decide 
on  an  adjustment  of  the  load  so  as  to  require  a  larger  bond  Issue  than  would 
otherwise  be  necestfary." 

THE    rABMBRS'    NATIONAL    COMMITTEE    ON    V.AK    FINANCE    SHOWS    THAT    AT    LEAST 

TWELVE  UILLIONS  CAN   UV.  UA18ED  HY  TAXES. 

The  Farmers'  National  Conuuittee  on  War  Finance  8ubmitte<l  an  elaborate 
brief  to  ihe  Ways  and  Means  Comnjittee  showing  that  nearly  $12,500,000,000 
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could  be  raised  by  current  ttixes  during  the  present  fiscal  year  without  any  In- 
justice to  any  producer  or  any  business.  The  chief  sources  of  revenue  nre  as 
follows : 

War-profits   tex $3, 875.  (KK>.  000 

Income  tax 6, 000, 000, 000 

Corporation  tax 555,000, 000 

Customs 230. 000, 000 

Miscellaneous i 1, 321, 215, 000 

Tax  on  the  value  of  unuse<1  and  inadequately  used  land 500, 000, 000 

Total 12, 481, 215,  000 

These  estimates  of  revenue  were  based  upon  estimates  of  war  profits  and 
incomes,  and  were  obtained  in  part  from  official  sources  not  yet  made  public 
and  from  official  documents  such  as  the  Secretary  of  the  Treasury's  estimate. 

WHERE   FARMERS   AND   CITY  LABOR   STAND. 

The  National  Grange,  the  Washington  State  Grange,  and  the  American  Fed- 
eration of  Labor  in  their  last  annual  meetings  adopted  re*?olutions  which  speak 
for  themselves,  as  follows: 

THE  NATIONAL  GRANGE. 

"  Therefore  be  it  resolved  that  we  call  upon  Congress,  in  the  new  revenue 
bill,  to  increase  the  tax  on  war  profits  to  at  least  80  per  cent  of  such  excess 
profits;  to  incease  the  surtaxes  on  all  large  incomes  until  all  incomes  over 
$100,000  are  taxe<l  into  the  Nation's  war  chest." 

THE   WASHINGTON    STATE   GRANGE. 

**  Therefore  be  It  resolve<l  that  we  demand  that  the  Congress  of  the  United 
States  insist  that  equality  of  financial  sacrifice  be  enfiirced  in  paying  for  this 
war;  that  at  least  two-thirds  of  the  cost  of  the  war  be  paid  by  lieavy  taxes 
upon  excess^  profits,  upon  unearneil  incomes,  wyHni  inheritances,  and  upon  land 
values,  and 'that  no  additi<mal  taxes  be  laid  uiwn  the  consumers  of  the  <M>untry 
to  pay  for  this  war,  but  that  these  taxes  be  continued  until  the  entire  cost  of  tlie 
war  has  been  met." 

THE   AMERICAN    FEDERATION   OF   LAHOR, 

**  Rcsoli:<'d,  That  the  American  Fwleration  of  Labor  urgos  Congress  to  levy 
taxes  on  war  profits,  swollen  Incomes,  and  on  land  values  to  an  extent  that  tlnr- 
ing  the  period  of  the  war  will  provide  by  taxation  at  lenst  50  \hh'  cent  of  tlie 
expenditures  of  the  (Sovernment  in  any  one  year." 

CREDIT    MONOPOLY    OR    DEMOCRATIC    TAXATION. 

T!ie  sc^t  which  monoimly  has  made  to  increase  its  size  and  its  grip  during 
the  war  is  well  illustrated  in  this  campaign, 

Monopoly  of  credit  and  consolidation  of  banking  facUitleH  have  been  pro(*eetl- 
Ing  very  rapidly  during  the  wan  not  only  in  America  but  In  England  and 
Germany.  Mr.  Richard  Spillane,  in  a  recent  issue  of  Commerce  and  Finance, 
states  that  while  at  the  close  of  the  year  1910  there  were  only  two  banks  in  the 
world  with  deposits  in  excess  of  $1,000,000,000,  now  there  are  at  least  four  and 
possibly  six,  and  London  has  three  of  them.  He  states  that  the  I..ondon  City 
&  Midland  Bank  has  now  deposits  of  $1.^)92.000,000;  Lloyds,  $L2(X>.000.000 ; 
Imperial  Bank  of  Germany  (reported).  $1,167,000,000;  the  National  City  Bank* 
$681,000,000;  and  the  Guaranty  Trust  Co..  of  New  York,  $r)00.tlOO.0(W.  BotH 
the  National  City  Bank  and  the  (Juaranty  Trust  Co.  have  increased  their  de- 
posits largely  in  the  last  18  months. 

OONTBOL  OF   MONEY    AND   CREDIT. 

The  Pujo  Investigating  Committee  on  Control  of  Money  and  Credit  to  its 
report  made  five  years  ago  gives  the  opinion  of  some  big  bankers  of  tlie  country 
on  the  concentration  of  control  of  money,  as  then  developecj.  Mr.  Oetirge  M«*- 
Clelland  Reynolds,  president  of  the  Continental  &  Commercial  National  Bank 
of  Chicago,  discussing  the  question,  said : 

'*  I  am  Inclined  to  think  that  the  concentration,  having  gone  to  the  extent 
It  has,  does  constitute  a  menace.     I  wish  again,  however,  to  qualify  Ihat  by 
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strying  that  I  do  not  mean  to  sit  in  Judgment  upon  anybody  who  controls  that, 
because  I  do  not  pretend  to  know  whether  they  have  used  It  fairly  or  honestly 
or  otherwise." 

Mr.  Jacob  H.  Schiff,  of  Kuhn,  Loeb  &  Co.,  made  it  clear  that  he  was  so  near 
the  top  of  the  cfeillt  pile  that  concentration  of  money  control  did  not  worry 
h!in,  an  the  following  excerpts  from  his  testimony  show : 

*•  Q.  Now,  confining  yourself  to  the  question  of  actual  practical  control  of  the 
management  of  these  gi*eat  moneyed  conwrations,  you  have  observetl,  have  you 
not,  a  growing  concentration  of  control? 

••  Mr.  ScHiiT.  I  have. 

**  Q.  And  has  It  been  a  subject  of  concern  to  you? 

**  Mr.  Schiff.  No ;  it  has  not. 

Mr.  George  Fisher  Baker,  president  of  the  First  National  Bank  of  New  York, 
testified  as  follows : 

•*  Q.  I  suppose  you  would  see  no  harm,  would  you,  In  having  the  control  of  , 
ereilit  as  represented  by  the  control  of  banks  and  trust  companies  still  further 
^•oncentrated?    Do  you  think  that  would  be  dangerous? 

"  Mr.  Bakkr.  I  think  it  has  gone  about  far  enough. 

"  Q.  You  think  it  would  be  dangerous  to  go  further? 

•*Mr.  Baker.  It  might  not  be  dangerous,  but  still  it  has  gone  about  far 
enough.  In  good  hands  I  do  not  see  that  it  would  do  any  harm.  If  it  got  into 
bad  hands  it  would  be  very  bad. 

•*  Q.  If  it  got  into  bad  hands,  it  would  wreck  the  country? 

"  Mr.  Bakicb.  Yes ;  but  I  do  not  believe  it  could  get  Into  bad  hands." 

The  I'ujo  Investigating  Committee  made  the  following  statement : 

*•  The  resources  of  Morgan  &  Co.  are  unknown.  Its  deposits  are  one  hundred 
and  sixty- three  million." 

The  committee  shower],  however,  that  the  resources  of  the  banks  directly 
c<mne<-ted  with  Morgan  &  Co.  are  $1,(500,000,000,  "aside  from  the  vast  indi- 
vidual resources  of  Messi's.  Morgan,  Baker,  and  Stillman,"  to  which  must  be 
added  the  resources  of  the  Equitable  Life  Assurance  Society,  controlled  through 
»took  ownership  of  J.  F.  Morgan  &  Co..  amounting  to  $504,000,000.  This  makes 
a  grand  total  of  $2,104,000,000,  nearly  $100,000,000  more  than  the  actual  money 
in  circulation  In  the  United  States  three  years  ago,  and  close  to  one-thirtieth 
of  the  total  national  income  now.  The^e  figures.  It  must  be  remembered,  are 
n«»arly  six  years  old.  No  one  knows  what  the  financial  resources  and  grip  of 
these  big  banking  concerns  is  to-day.  It  is  noteworthy,  however,  that  the  Na- 
tional City  Bank  has  Just  given  a  good  character  to  the  packers! 

SHALL  TIIK  MONEY   CONTROL,  OR  THE   PRF^SIDENT  AND  THE   PEOPLE  OF   THtS   UNITED 
STATES  DETERMINE  OUR   POLICY   FOR  FINANCING   THE   WAR? 

« 

■ 

The  issue  has  been  so  clearly  Joined  that  he  who  runs  may  read.  The  fol- 
lowing table  of  the  national  debt  and  percentage  of  the  national  wealth  of  the 
larger  belligerents  is  very  significant: 
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It  win  be  noted  that,  excluding  Japan,  the  national  debt  of  the  Unlteil  States 
Is  the  smallest  per  cent  of  national  wealth.  It  is  only  about  one-sixth  as  large 
a  proportion  of  the  national  wealth  as  that  of  Italy  and  less  than  one-eighth  as 
large  a  proportion  as  that  of  Great  Britain.  Selfish  financial  Interests  ignore  the 
fact  that  the'  settlement  of  national  debts  after  this  war  presens  a  probiem  more 
diiUcult  than  beating  the  Kaiser.  This  latter  is  assured.  We  are  going  to  do  it. 
A  big  national  debt  Is  a  dead  weight  on  a  nation's  progress  and  will  rest  In 
nhlef  ineaHure  upon  the  farmers  of  the  country,  who  must  pay  the  larger  jjart 
of  it.  This  is  clearly  the  Intention  of  the  undemocratic  selfish  financial  group 
of  thix  country  which  seelt  to-day,  as  ever,  to  dominate  not  only  the  domestic 
but  the  foreign  policy  of  tlie  United  States.  What  will  be  the  answer  of  the 
fnmierH  of  America?    They  must  make  it  heard  promptly  and  unmistakably. 
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The  Chairman.  The  committee  will  now  hear  from  Mr.  John  H. 
Dieclonan. 

BROKERS. 

STATEMENT  OF  MR.  JOHN  H.  DIECKMAN,  PEESIDENT  OF  THE 

ST.  LOUIS  STOCK  EXCHANGE. 

Mr.  DiECKMAN.  Mr.  Chairman  and  gentlemen,  my  associates  are 
here  from  New  Orleans  and  Cincinnati.  The  gentleman  from  Cin- 
cinnati had  to  go  back  home  last  night,  but  asked  me  to  introduce 
his  remarks.  We  want  to  thank  you  for  giving  us  this  hearing  this 
morning. 

Yon  are  familiar  with  this  clause  in  the  bill.  You  had  some  tes- 
timony on  that  score,  I  believe,  yesterday  morning.  We  should  have 
been  here,  and  we  were  here,  but  a  little  bit  late.  We  were  two  or 
three  hours  late  coming  in  on  the  Pennsylvania.  I  do  not  kno'^ 
whether  that  is  due  to  the  new  railroad  management  or  not,  but  we 
were  late  just  the  same. 

Speaking  in  behalf  of  the  St.  Louis  Stock  Exchange,  I  wish  to 
state  that  the  clause  in  this  bill  that  fixes  a  license  on  each  broker 
of  $100  and  an  additional  tax  if  he  is  a  member  of  a  stock  exchange, 
we  feel,  so  far  as  the  St.  Louis  Stock  Exchange  is  concerned,  that  it 
is  scarcely  just  in  comparison  with  the  schedule  in  this  clause  affect- 
ing other  exchanges,  such  as  New  York,  Boston,  Chicago,  and 
Philadelphia. 

The  total  number  of  shares  handled  in  St.  Louis  last  year  was 
one  hundred  and  twenty-seven  and  odd  thousand  dollars — that  is, 
for  the  entire  year — on  the  floor  of  the  St.  Louis  Stock  Exchange. 
They  handled  more  than  that  on  the  New  York  Stock  Exchange  in 
10  minutes.  The  amount  of  bonds  handled  on  our  St.  Louis  Stock 
Exchange  last  year  was  one  million  six  hundred  and  odd  thousand 
dollars.    You  know  what  they  handle  in  New  York. 

Senator  Smoot.  How  much  in  stock? 

Mr.  DiECKMAN.  127,000  shares  of  stock,  all  told.  I  will  leave 
some  figures  with  you.  I  have  the  printed  pamphlet  of  our  regular 
records.  Here  is  the  record  for  last  year  gotten  up  by  the  exchange: 
Total  number  of  shares,  128,478,  the  market  value  of  which  was 
$3,862,263.99.  The  total  amount  of  bonds  sold  was  1,656.240,  tlie 
value  of  the  same  being  $1,127,601.80:  total  bonds  and  stocks, 
$6,989,865.79. 

Now,  you  can  very  easily  see,  gentlemen*  that  under  those  con- 
ditions— under  the  limited  number  of  transactions,  both  in  number 
of  shares  and  bonds — our  market  value,  traded  in  our  floor,  when 
j'ou  tax  us  practically  the  same  as  they  do  the  larger  exchanges,  it  is 
altogether  out  of  line.  In  fact,  it  is  so  much  out  of  line,  so  far  as 
it  affects  the  St.  Louis  Stock  Exchange  and  the  New  Orleans  Stock 
Excliange,  that  it  is  prohibitive,  as  we  look  at  it.  It  will,  without 
any  doubt,  drive  a  number  of  the  members  of.  the  St  Louis  Stock 
Exchange  and  the  majority  of  the  other  exchanges  I  have  men- 
tioned— Cincinnati  and  New  Orleans — out  of  business,  and  may  re- 
sult abMilutoly  in  closing  the  exchanges. 

Sonntor  Joner.  How  manv  members  have  you? 

Mr.  Dtkokmax.  We  have  in  St.  Louis  a  limited  membership  of  50. 
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Senator  Smoot.  What  business  does  a  stock  exchange  do  other 
than  sell  these  few  shares  of  stock  'i 

Mr.  DiECKMAN.  The  business  of  the  stock  exchange  in  St.  Louis 
is  largely  one  of  quotations.  We  fix  quotations  there.  We  make  a 
few  trades  such  as  I  have  outlined  here,  but  we  make  quotations 
on  a  number  of  things  that  are  hardly  ever  traded  in,  ana  they  are 
a  sort  of  guide  to  banks  and  trust  companies  where  the  question  of 
loaning  money  on  collateral  is  concerned. 

Senator  Jones.  How  can  you  make  a  quotation  without  a  sale? 

Mr.  DiECKMAN.  You  can  make  a  bid  price,  or  there  may  be  an 
asking  price  and  there  is  not  a  transaction.  The  one,  is  too  low  and 
the  other  is  too  high. 

Senator  Jones.  But  that  is  the  way  you  fix  prices? 

Mr.  DiECKMAN.  Yes.  One  says  we  will  give  such  a  price,  and  the 
other  says  we  will  sell  at  such  a  price. 

Senator  Jones.  I  wanted  to  make  it  clear  that  you  did  not  meet 
there  and  arbitrarily  fix  prices. 

Mr.  DiECKMAN.  No;  we  do  not.  I  want  to  say,  gentlemen,  that  we 
do  not  do  any  business  in  the  sliape  of  future  deliveries.  What 
business  we  do  transact  on  the  floor  of  the  exchange  is  regular  and 
IS  for  the  next  day's  delivery;  for  cash,  of  course.  We  have  no  de- 
livery 30  days  or  60  days,  like  they  have  in  New  York  or  other  places. 

Senator  Smoot.  Do  you  sell  any  grain  upon  your  stock  exchange? 

Mr.  DiECKMAN.  No,  sir;  merely  bonds  and  ^ocks.  Our  exchange 
is  so  limited  in  number  and  in  volume  of  business — and  I  can  say 
the  same  thing  for  New  Orleans  and  Cincinnati — that  the  tax  fixed 
in  this  bill  is  almost  prohibitive.  Our  boys  can  not  afford  to  pay 
it,  that  is  all  there  is  about  it;  that  is,  a  good  many  of  them  can  not 
afford  to  pay  it. 

The  Chaibman.  The  brokers'  tax  is  $100.  Do  you  complain  of 
that  ? 

Mr.  DiECKMAN.  No;  not  specially.  We  are  now  paying  a  flat 
brokei-s'  tax  of  $30.  You  have  increased  that  from  $30  to  $100  in  the- 
present  bill. 

The  Chairman.  It  is  not  the  $100  tax  that  you  are  complain- 
ing of? 

Mr.  DiECKMAN.  Not  specially;  but  we  complain  of  any  tax,  so 
far  as  the  tax  on  membership  is  concerned,  in  our  case.  We  are 
paying  the  tax  to  do  business,  and  vet  we  are  taxed  again  because 
we  do  some  of  that  business  on  the  floor,  which  is  merely  a  medium, 
through  which  we  transact  some  of  our  trade. 

The  Chairman.  I  was  trying  to  get  at  what  part  of  this  tax  you 
cibject  to.  There  ifi  another  tax  in  addition  to  that  $100.  If  the 
membership  charge  is  $2,000,  you  pay  $50  additional.  If  the  mem- 
bership chaise  is  $2,000  and  not  more  than  $5,000,  you  pay  $100  ad- 
ditional. It  the  membership  charge  is  above  $5,000,  you  pay  an- 
ndditional  tax  of  $150.  Now,  it  is  that  tax  particularly  that  you 
nre  objecting  to,  is  it  not? 

\rr.  DiECKMAN.  We  object  to  that.  We  object  to  the  principle  of 
it,  for  one  thing,  and  we  object,  of  course,  to  the  amount  fixed  in 
the  bill. 

Senator  Smoot.  Would  you  object  to  a  tax  based  upon  sales? 

Mr.  DiECKMAN.  A  tax  on  the  sales  on  the  floor? 

Senator  Smoot.  A  tax  based  upon  the  sales  made  upon  the  floor. 
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Mr.  DiECKMAN.  Of  course,  that  goes  to  the  consumers. 

Senator  Smoot.  But  would  you  object  to  that  kind  of  a  tax? 

Mr.  DiECKMAN.  I  do  not  see  tliat  we  could  very  well  object  to  it, 
Senator,  because  we  are  paying  a  transfer  tax,  a  stamp  tax,  and  all  of 
those  things. 

Senator  Smoot.  What  I  was  getting  at  was  this:  You  complain 
bitterly  that  the  same  rate  of  taxation  should  not  apply  to  the  St. 
Louis  Stock  Exchange  as  applies  to  the  New  York  Stock  Exchange 
on  account  of  the  volume  or  business  done. 

Mr.  DiECKMAN.  Yes. 

Senator  Smoot.  What  I  want  to  know  is,  would  you  object  at  all 
to  a  tax  imposed  upon  the  transactions  made  upon  tne  excnange? 

Mr.  DiECKMAN.  JPersonally,  I  would  have  no  objection  only  so  far 
as  it  might  affect  the  volume  of  business  by  reason  of  an  increased 
tax  to  the  one  who  buys  or  sells. 

Senator  Thomas.  What  are  your  seats  worth? 

Mr.  DiECKMAN.  Our  last  sale  was  $1,000  plus  the  transfer  fee, 
which  goes  to  the  exchange. 

Senator  Thomas.  And  which  is  how  much? 

Mr.  DiECKMAN.  It  is  a  mere  nominal  figure.  They  have  sold 
higher,  but  that  was  some  years  ago.  The  last  sale,  as  I  have  just 
stated,  was  at  $1,000.  On  this  basis  of  tax  we  would  have  to  pay  $50. 
There  is  New  York,  with  a  market  value  for  its  membership  of 
$55,000  or  $60,000,  and  they  have  to  pay  but  $150.  You  can  clearly 
see  the  inconsistency  there.  Of  course,  the  volume  of  business  gives 
the  membership  a  value.  That  is  why  our  memberships  are  low,  and 
our  business  is  very  limited. 

Senator  Townsend.  My  question  probably  demonstrates  the  fact 
that  I  know  nothing  about  stocks;  but  I  want  to  ask  you  if  the 
members  of  these  stock  exchanges  get  anything  for  malcing  the'=ie 
quotations  that  you  speak  of? 

Mr.  DiECKMAN.  On  tlie  floor ;  absolutely  nothing. 

Senator  Townsend.  Thev  make  them  for  their  own  benefit? 

Mr.  DiECKMAN.  Well,  it  sometimes  happens,  Senator,  that  a  man 
has  100  shares  of  some  bank  or  tnist  company's  stock  that  has  been 
dormant  in  the  market.  There  has  been  no  transductions  in  it,  per- 
haps, not  even  a  quotation,  and  he  goes  on  the  floor  and  makers  a  bid 
for  it:  or,  if  he  has  any  to  sell,  he  will  fix  a  selling  price  in  the  hope 
or  drawing  out  a  bidder  or  a  seller. 

Senator  Townsend.  That  is,  ho  goes  in  and  does  this  in  the  hope 
of  crentmg  a  market? 

Mr.  DiECKMAN.  Ye& 

Senator  1  ownsend.  And  it  may  be  altogether  a  fictitious  bid  in  the 
first  place  ? 

Mr.  DiECKMAN.  No;  not  fictitious. 

Senator  Townsend.  Well,  you  have  a  dormant  stock  and  there  has 
been  no  market  for  it  for  some  time.  You  go  on  the  stock  exchange 
and  offer  that  for  sale  at  a  certain  price. 

Mr.  DiECKMAN.  It  very  freauently  happens  that  a  broker  gets  an 
order  to  sell  something  for  which  there  is  no  market;  there  is  no 
bidder:  or  to  buy  something  and  there  is  no  seller.  You  can  put  in 
your  bid  price  or  asking  price,  but  you  get  no  response  from  the 
other  side,  because  there  happens  to  be  nothing  gomg  on — no  one 
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either  tx)  buy  from  you  or  to  sell  to  you.  But  most  of  the  things  that 
•we  trade  in  there  are  more  or  less  active.  It  is  only  here  and  there 
that  we  have  quite  an  array  of  stocks  that  are  listed,  but  compara- 
tively few  that  are  traded  in. 

Now,  there  is  another  thin^  in  this  bill,  Mr.  Chairman,  and  that  is 
this :  It  savs  here  that  b  broker  shall  be  taxed  $100 ;  and  if  he  is  a 
member  ox  a  stock  exchange,  or  if  he  is  a  member  of  any  produce 
exchange,  board  of  trade,  or  a  similar  organization,  he  shall  pay  an 
additional  amount.  We  have  brokers  who  are  members  of  stock 
exchange  and  they  are  members  of  a  merchants'  exchange  or  board 
of  trade  or  cotton  exchange.  Is  that  broker  to  be  taxed  for  his  mem- 
bership in  each  one  of  these  different  exchanges?  Or  does  it  mean 
that  he  is  to  be  taxed  as  a  broker ;  and  if  he  happens  to  be  a  member 
of  the  exchange,  he  is  to  be  taxed  so  much,  or  does  it  mean  that  he 
is  to  be  taxed  in  every  exchange  of  which  he  is  a  member?  It  is  all 
apart  of  the  brokerage  business.  Now,  I  have  a  case  in  my  office. 
yfe  have  a  gentleman  who  has  been  in  our  office  for  25  years,  and  he 
is  a  member  of  a  stock  exchange  which  was  organized  25  years  ago. 
There  was  an  organization  perfected,  and  the  membership  cost  noth- 
ing, simply  annual  dues.  Now,  being  an  employee,  we  told  him  to 
take  out  the  membership  also.  We  have  been  paying  the  dues  on 
that  membership  ever  since  he  has  had  it. 

He  is  the  one  that  goes  on  the  floor  and  does  what  business  we 
have,  and  we  pay  all  the  dues  on  the  exchange.  No  member  of  the 
firm  ever  goes  on  the  floor  of  the  exchange  to  trade.  Now,  how  does 
that  apply?  I  am  a  broker,  and  I  have  to  paj[  this  tax,  and  I  am 
a  member,  and,  of  course,  have  to  pay  this  tax  if  this  bill  holds  the 
way  it  reads  now.  My  employee  is  also  a  broker,  but  we  pay  his 
dues.  He  does  not  trade  for  himself ;  he  trades  for  us.  Is  he  to  pay 
this  tax  also  and  also  a  tax  because  he  is  a  member  of  an  exchange, 
and  yet  he  is  trading  for  us  and  we  are  paying  his  dues? 

The  Chairman.  Is  he  a  member  of  your  firm  of  brokers? 

Mr.  DiECKMAN.  No ;  but  he  is  employed  under  a  salary. 

Senator  Smoot.  He  would  not  be  taxed  under  this  bill.  It  says 
brokers  shall  pay  $100,  and  that  goes  to  every  person  whose  business 
it  is  to  negotiate  sales  of  stock. 

Mr.  DiECKMAN.  He  does  it  for  our  account. 

Senator  Smoot.  But  you  are  the  broker. 

Mr.  DiECKMAN.  Your  view  is  that  he  would  not  be  taxed  ? 

Senator  Smoot.  Not  under  this  bill.  He  is  not  the  broker;  you 
are  the  broker. 

Senator  Nugent.  He  is  simply  your  agent. 

The  Chairman.  There  is  another  tax.  You  have  spoken  of  your 
membership  dues.    Do  you  object  to  that  tax? 

Mr.  DiECKMAN.  No;  we  are  paying  it  in  club  dues  now.  I  do  not 
know  that  we  will  object  to  that  so  very  much.  Of  course  it  is  very 
excessive. 

The  Chairman.  Now,  I  understand  you  are  not  specially  object- 
ing to  the  $100  flat  tax. 

Mr.  DiECKMAN.  No;  but  we  do  object  to  the  tax  on  memberships 
in  the  exdiange  in  addition  to  being  taxed  as  brokers. 

The  CHAIR3IAN.  Do  you  insist  that  that  tax  be  stricken  out  alto- 
gether or  do  you  suggest  some  substitute  for  it? 
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Mr.  DiECKMAN.  I  think  it  should  be  stricken  out  absolutely  so  far 
as  the  smaller  exchanges  are  concerned.  Of  course  it  does  not  apply 
to  the  New  York  Exchange.  I  suppose  that  99  per  cent  of  the 
business  that  is  done  in  New  York,  whether  in  bonds  or  stocks,  is  done 
on  the  New  York  Stock  Exchange,  and  nowhere  else,  except  perhaps 
in  some  outside  unlisted  securities.  They  control  all  that  business, 
and  the  volume  is  very  large,  as,  of  course,  you  gentlemen  all  know^ 
and  a  $150  tax  in  their  case  is  absolutely  nothing.  They  could  afford 
to  pa^  $15,000,  as  compared  with  our  little  bagatelle  amount  figured 
in  this  schedule  on  our  exchange  membership. 

The  Chaibman.  I  thought  your  original  suggestion  was  »that  that 
rate  of  taxation  should  be  re-formed  so  as  to  conform  the  tax  to  the 
amount  of  business  done  on  the  exchange. 

Mr.  DiECKMAN.  Do  you  mean  equally  all  around? 

The  Chaibman.  Yes;  a  graduating  scale,  starting  at  a  very  low 
tax  where  the  amount  of  business  is  very  small  ana  going  up  to  a 
very  large  tax  where  the  amount  of  business  is  very  large,  as  in  the 
city  of  New  York.  But  I  understand  you  to  say  now  that  you  think 
we  ought  to  wipe  it  out  everywhere  except  in  New  York. 

Mr.  DiECKMAN.  That  would  be  the  easiest  way  for  us  to  get  out 
of  the  dilemma  here.  It  is  a  tax  on  the  business  of  the  exchange. 
I  do  not  know  how  that  would  figure  out,  but  it  would  be  a  very 
small  amount  that  we  would  have  to  pay  as  compared  with  what 
other  exchanges  would  have  to  pay  and  would  bring  the  whole  thing 
in  line  where  it  is  so  totally  out  of  line  now  as  between  New  York, 
Boston,  and  Philadelphia  and  Cincinnati,  St.  Louis,  and  other  places. 

The  Chaibman.  Your  suggestion  is  that  that  tax  should  be  placed 
upon  a  graduated  scale;  that  the  House  scale  is  not  equitable  and 
just? 

Mr.  DiECKMAN.  Yes;  that  is  the  way  I  feel  about  it.  There  is 
one  more  question.  Your  rulin;g^  as  to  whether  a  broker  who  pays  a 
broker's  tax  under  this  biU  and  is  a  member  of  three  or  four  ex- 
changes like  the  stock  exchange,  cotton  exchange,  and  so  forth 

The  Chaibman.  As  I  stated  in  the  beginning  here,  we  can  not  at 
this  stage  undertake  to  interpret  the  House  bill  or  express  any  opin- 
ion about  it.    The  House  bill  is  not  before  us. 

Mr.  DiECKMAN.  I  do  this  merely  to  call  your  attention  to  iU 
I  thank  you,  gentlemen,  for  your  attention. 

The  Chaibman.  We  are  very  much  obliged  to  you. 

(Mr.  Dieckman  subsequently  submitted  the  following  letter,  which 
is  here  printed  in  full,  as  follows:) 

St.  Louis  Stock  Exchange, 
St.  Louis,  Mo.,  September  7,  1918. 
Senator  Simmons, 

Chairman  Senate  Finance  Committee. 

Deab  Sib:  We  take  the  Uberty  of  addressing  you  concerning  a  clause  in  the 
revenue  biU  which  fixes  a  special  license  tax  of  $100  upon  brokers,  and  an 
additional  $150  if  the  bro^cer  is  a  member  of  a  stock  exchange. 

We  earnestly  protest  against  the  enactment  of  that  clause  in  the  biU  and 
respectfully  ask  your  aid  to  defeat  same  or  secure  a  very  material  modification 
of  its  terms. 

We  protest  against  it  because  the  bill  is  absolutely  unjust  to  the  smaller 
stock  exchanges  and  their  members  in  contradistinction  with  the  larger  ex- 
changes, such  as  New  York,  Boston,  and  Philadelphia. 

The  proposed  special  license  tax  of  $100  upon  brokers  negotiating  purchases  or 
sales  of  stocks,  bonds,  and  other  securities  and  an  additional  tax  of  $150  upon 
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such  brokers  who  are  members  of  an  exchange  would  work  a  peculiar  hardship 
upon  brokers  who  are  members  of  an  exchange  like  the  St.  Louis  Stock  Ex- 
change. This  is  a  small  exchange.  At  no  time  are  there  extensive  transac- 
tions on  the  exchange  as.  for  instance,  on  the  New  York  or  Boston  Stock 
Exchanges,  and  at  this  time  practically  no  transactions  are  being  made  on  the 
St.  Louis  $tock  Exchange.  For  instance,  at  a  session  of  the  St.  Louis  Stock 
Elxchange  on  August  26,  1918,  the  total  transactions  were  the  sale  of  9  shares 
of  stock.  On  August  27  the  sales  were  20  shares.  Occasionally  there  will  not 
be  a  single  transaction  at  a  session  of  the  exchange. 

The  commissions  derived  by  a  number  of  brokers  who  are  members  of  the 
exchange  will  not  warrant  their  retaining  membership  therein  if,  in  addition 
to  the  payment  of  dues,  they  are  compelled  to  pay  a  license  of  $150  to  the 
Government  on  account  of  their  membership  in  the  exchange. 

The  value  of  a  menibersliip  in  a  stock  exchange,  or  for  that  matter  in  any 
exchange,  depends  upon  the  amount  of  commissions  that  a  broker  can  make 
through  his  membership.  That  is  why  a  membership  in  the  New  York  Ex- 
change now  sells  at  about  $60,000,  while  a  membership  in  the  St  Louis  Stock 
Exchange  could  not  be  disposed  of  for  $1 000.  To  tax  a  broker  for  the  privilege 
of  doing  business  on  the  St.  liOuls  Stock  Exchange  the  same  as  a  broker  doing 
business  on  the  New  York  Exchange  would  work  a  great  inequality  and  would 
be  closely  akin  to  levying  the  same  income  tax  upon  an  income  of  $1,000  and 
f  100,000. 

The  vast  details  of  accounting  imposed  upon  brokers  by  the  revenue  act 
and  regulations  of  the  Internal-Revenue  Department  place  additional  expense 
and  burdens  on  brokers,  and  such  expense  weighs  most  heavily  upon  brokers 
who  are  members  of  a  small  exchange  like  the  St  Louis  Stock  Exchange,  many 
of  whom,  by  reason  of  small  nimiber  of  transactions  made  on  the  exchange, 
have  a  limited  income  from  their  membership. 

Why  brokers  should  be  subject  to  a  special  tax  for  the  privilege  of  doing 
business  on  an  exchange  is  hard  to  comprehend.  They  are  subject  to  all  the 
tax^  that  corporations  and  individuals  are  subject  to.  They  are  subject  to 
income  tax  and  to  excess>profits  tax  and  during  the  periods  of  the  sale  of 
liberty  bonds  they  gladly  give  not  only  themselves  but  all  their  employees  and 
facilities  to  the  sale  of  these  bonds  without  any  compensation  from  the  Qovem- 
ment 

The  bill  as  it  stands  is  prohibitive  in  its  terms  as  applied  to  the  smaller  ex- 
changes and  their  members,  and  we  earnestly  request  your  assistance  with  the 
committee  in  charge  of  the  bill.    Thanking  you  iu  advance  for  any  assistance 
you  may  give  us,  wo  beg  to  remain, 
Very  respectfully, 

St.  Ix)ui8  Stock  Rxchanqe. 
I5y  J.  II.  DiECKMAN,  President. 

Wm.  Iu , 

Member  of  the  OovenUng  Board. 

The  total  number  of  shares  traded  in  on  the  St.  Louis  Stock  Exchange  for 
the  entire  ypar  of  1917  wits  128.478;  market  vahie,  $5,862,263.99.  Bonds  sold 
for  the  same  period,  $1,656,240;  market  value.  $1,127,601.80;  total  value  of 
bonds  and  stocks.  $6.089,Sr>5.79. 

The  Chairman.  Mr.  Fuller,  I  b  Jievc  you  said  that  you  desired  to 
be  heard. 

TOBACCO. 

STATEMENT  OF  MB.  THOMAS  S.  FTTLLER,  GOTTNSEL  FOK  THE 

P.  lORILLAIlD  CO. 

Mr.  Ftni-ER.  There  is  just  one  feature  of  the  tobacco  tax  that  I 
wish  to  call  your  attention  to,  and  that  is  the  differential  on  the 
cigarettes,  based  on  the  price  of  cigarettes  [reading]  : 

On  cigarettes,  if  manufactured  or  im|)orted  to  retail  at  2  cents  or  more  eacli. 
$5.10  per  1,000. 

The  Chairman.  You  have  the  report  in  your  hand. 
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Mr.  FuiJiER.  Yes ;  but  it  is  the  same  print. 

Senator  Thomas.  Page  117  of  the  bill. 

Senator  Smoot.  Lines  15  and  16. 

Mr.  FuixER.It  begins  at  line  11  and  ends  at  line  16  [reading] : 

On  cigarettes  made  of  tobacco  or  any  substitute  therefor,  and  weighing  not 
more  than  3  pounds  per  1,000,  if  manufactured  or  lmi)orted  to  retail  at  less  than 
2  cents  each,  $4.10  per  1,000 

Which  is  twice  the  present  tax. 

If  manufactured  or  imported  to  retail  at  2  cents  or  more  each,  21^5.10  per 
1,000. 

I  am  not  speaking  of  the  amount  of  the  tax  now,  but  of  that  differ- 
ential. That  works  a  very  great  injustice  to  a  large  amount  of  the 
cigarette  industry  in  this  way:  There  is  already  a  differential  on 
cigarettes  that  is  not  disclosed,  because  the  only  cigarettes  that  will 
sell  for  2  cents  or  more  apiece — if  this  tax  goes  in — will  be  cigarettes 
manufactured  of  Turkish  tobacco — that  is,  I  mean  what  is  known 
as  Turkish  tobacco.  Of  course,  no  tobacco  comes  from  Turkey  now ; 
but  it  comes  from  Greece  and  the  Near  East,  and,  that  which  was 
already  in  this  country  before  the  war. 

Those  are  the  only  cigarettes  that  will  seU  for  such  a  high  price, 
and  the  cigarettes  that  are  made  out  of  home-grown  tobacco  and 
home-grown  tobacco  that  is  blended  with  Turkish  tobacco  all  sell  for 
a  less  price  than  that. 

The  pure  Turkish  cigarette  is  what  I  am  speaking  of.  It  pays 
already  more  than  $1  differential  by  reason  of  the  import  duty. 
These  cigarettes  weigh  3  pounds  to  the  thousand.  The  tax  on  im- 
ported tobacco  is  35  cents  a  pound.  That  is  $1.05,  making  no  allow- 
ance whatever  for  the  waste  material,  such  as  stems  that  are  taken  out. 

So  that  the  cigarettes  are  already  on  a  $1.05  differential,  and  when 
you  take  into  consideration  the  enormous  increase  in  the  price  of 
tobacco  that  is  imported  from  the  Near  East  it  is  a  very,  very  preca- 
rious business  at  the  present  time.  It  is  very  diflScult  to  get  tobacco 
here  under  any  circumstances.  The  insurance  rates  are  enormous. 
The  price  of  tobacco  is  itself  almost  prohibitive  in  the  Near  East. 
We  could  not  get  very  much  of  it  if  it  were  not  for  tobacco  that  we 
had  bought  before  the  war. 

That  tobacco  is  shipped  on  small  ships  to  ports  in  France,  and 
then  is  shipped  as  return  car^o  in  vessels  that  are  going  back.  We 
try  to  ship  on  almost  every  ship  that  leaves  Greece,  out  we  have  bad 
luck  in  losing  about  one  in  five  or  six  ships. 

If  this  differential  is  put  on,  it  will  not  return  anything  to  the 
Government  of  any  consequence.  The  entire  amount  of  Turkish 
cigarettes  is  about  2,000,000,000.  The  consumption  in  this  country 
is  about  2,000,000,000.  So  that  that  differential  will  amount  in  the 
total  to  $2,000,000  a  year  if  all  of  these  cigarettes  were  consumed  at 
that  higher  price.  But  if  we  put  the  price  on  the  cigarettes  so  high, 
it  will  drive  the  consumer  of  that  cigarette  into  smoking  a  cheaper 
cigarette,  and  they  are  fast  going  that  way  anyhow.  I  mean  the 
increase  in  consumption  of  cigarettes  is  vastly  greater  in  domestic- 
grown  tobacco  than  it  is  in  imported  tobacco. 

Senator  Shoot.  Is  not  that  a  good  thing? 

Mr.  FuLLEB.  I  am  not  arguing  that  it  is  not  a  good  thing  for  this 
country.    I  do  not  think  it  makes  much  difference  to  the  country  so 
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far  as  the  American  farmer  is  concerned,  because  the  entire  amount 
of  Turkish  tobacco  that  goes  into  the  pure  Turkish  cigarettes  is  but 
6,000,000  pounds  a  year.  When  this  country  produces  tobacco — 
8,000,000,000  pounds  of  it  a  year — ^it  is  an  infinitesimal  thing. 

So  that  if  there  is  no  decrease  in  consumption  whatever  the  outside 
amount  that  the  Government  could  hope  to  raise  would  be  $2,000,000, 
with  a  real  danger  of  destroying  that  business. 

There  are  two  concerns,  particularly,  in  this  country,  subsidiaries 
of  the  P.  Lorillard  Co.,  one  of  which  is  known  as  S.  Anargyros,  a 
company  in  which  we  own  all  the  stock.  It  would  mean  the  wiping 
out  of  the  business  that  has  been  built  up  and  the  enormous  amount 
of  money  that  has  been  spent  in  that  building  up;  and  I  honestly 
believe  that  if  it  were  put  on  the  Government  would  lose  money  in 
the  end;  by  reason  of  the  company's  not  being  able  to  make  the 
money  that  it  formerly  did,  and  therefore  not  paying  it  in  excess- 
profits  taxes. 

Senator  Jones.  On  account  of  the  increased  tax  has  not  the  price 
of  those  Turkish  cigarettes  increased  from  20  to  25  per  cent? 

Mr.  FuixER.  Oh,  on  account  of  the  increase  in  taxation  the  price 
of  all  cigarettes  has  increased. 

Senator  Jones.  But  to  the  customer  the  price  has  increased  from 
20  to  25  per  cent? 

Mr.  Fuller.  I  do  not  know  the  exact  proportion  of  increase.  The 
price  increased  so  as  to  take  up  the  increased  tax  on  cigarettes  and 
tobacco.    That  is  a  consumption  tax. 

Senator  Jones.  Has  not  the  price  increased  sufficiently  to  absorb 
the  tax  heretofore  levied  in  the  increased  tax? 

Mr.  Fuller.  Yes,  sir. 

Senator  Dillingham.  And  more,  too. 

Mr.  Fuller.  It  always  does  that. 

Senator  Nugent.  Has  not  the  consumption  of  cigarettes  increased 
very  enormously,  also,  even  at  the  higher  price? 

Mr.  Fuller.  The  consumption  oi  cigarettes  has  been  increasing 
for  a  number  of  years,  but  the  proportion  of  increase  is  less,  con- 
siderably less  this  year  than  it  was  the  year  before,  for  the  first  six 
months.  The  proportionate  increase  in  the  consumption  of  cigarettes 
the  year  before  was  considerably  greater  than  it  was  this  year. 

Senator  Thomas.  I  suppose  there  will  be  a  prohibition  crusade 
against  tobacco  pretty  soon. 

The  Chairman.  As  I  understand  it,  the  general  tax  on  cigarettes 
is  increased  in  this  bill  from  $2.05  to  $4.10? 

Mr.  Fuller.  That  is  it,  sir. 

The  Chairman.  That  means  cigarettes  that  are  sold  for  less  than 
2  cents  each  a  thousand  ? 

Mr.  Fuller.  Yes,  sir. 

The  Chairman.  Then,  if  thejr  are  sold  for  more  than  2  cents 
each,  the  tax,  instead  of  being  increased  to  $4.10,  is  increased  to 
$5.10? 

Mr.  Fuller.  That  is  it,  sir. 

The  Chairman.  Making  the  differential  against  cigarettes  sold 
for  more  than  2  cents  each  $1  per  thousand. 

Mr.  Fuller.  Yes,  sir. 

The  Chairman.  I  understand  you  are  saying  that  that  class  of 
cigarettes  is  made  altogether  out  of  Turkish  tobacco? 
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Mr.  Fuller.  Yes,  sir ;  that  is  true. 

The  Chairman.  And  that  tobacco  is  imported,  and  pays  an  import 
duty  of  somewhere  around  $1  a  thousand? 

Mr.  Fuller.  It  pays  an  import  duty  on  1,000  cigarettes  of  some- 
thing over  a  dollar.  It  would  figure  $1.05,  making  no  allowance  for 
waste,  such  as  stems,  etc. 

Senator  Jones.  Mr.  Fuller,  we  are  causing  the  people  of  the  United 
States  to  reduce  their  consumption  of  sugar  because  we  can  not 
furnish  the  ships  to  bring  it  to  this  country  from  Java.  Would  it 
not  be  better  to  conserve  the  tonnage  which  is  necessary  to  bring  over 
this  Turkish  tobacco  than  to  conserve  the  tonnage  which  is  necessary 
to  bring  over  the  sugar? 

Mr.  Fuller.  You  could  brirg  practically  the  entire  amount  of 
Turkish  tobacco  on  one  ship. 

Senator  Jones.  I  understand  that,  but  6,000,000  pounds,  you  say,. 
of  Turkish  tobacco 

Mr.  Fuller.  No.  We  import  altogether  20,000,000  pounds,  and 
6,000,000  pounds  are  used  in  this  class  of  cigarettes. 

Senator  Jones.  Would  it  not  be  better  to  bring  in  20,000,000 
pounds  of  sugar? 

Mr.  Fuller.  This  does  not  take  any  extra  shipping.  This  tobacco 
that  comes  into  this  country  only  comes  on  ships  as  practically  return 
cargo.  The  ship  would  have  to  come  back  m  ballast  if  it  did  not 
take  this  tobacco. 

Senator  Dillingham.  It  all  comes  from  French  ports? 
'Mr.  Fuller.  Practically  so.    There  is  some  that  comes  in  Greek 
ships  that  come  over.    They  bring  tobacco  and  a  few  other  articles 
produced  in  Greece. 

Senator  Jones.  We  are  considerably  disturbed  about  obtaining 
pyrites  and  manganese  from  Spain.  Would  not  these  ships  that 
bring  tobacco  from  Greece  be  able  to  bring  those  metals  from  Spain? 

Mr.  Fuller.  I  have  not  the  slightest  knowledge  of  that.  I  am  not 
in  that  business  and  would  not  essay  a  guess. 

The  Chairman.  I  understand  there  are  20,000,000  pounds  that 
come  over  and  but  6,000,000  pounds  are  used  in  these  cigarettes  that 
sell  for  over  2  cents? 

Mr.  Fuller.  I  could  not  say  that  comes  over  now,  SeAator.  That 
would  be  incorrect.  I  mean  that  ordinarily,  in  normal  times,  there  is 
about  20,000,000  pounds  of  Turkish  tobacco  imported,  and  that  of 
that  20,000,000  pounds  approximately  6,000,000  pounds  go  into  the 
pure  Turkish  cigarettes;  that  is,  unblended  with  any  other  tobacco. 

The  Chairman.  What  becomes  of  the  balance? 

Mr.  Fuller.  It  is  made  up  in  blended  cigarettes — cigarettes  made 
of  the  domestic  tobacco  and  the  Turkish  tobacco  with  it. 

The  Chairman.  Do  not  most  of  the  cigarettes  made  have  a  little 
Turkish  tobacco  in  them? 

Mr.  Fuller.  Yes,  sir ;  most  of  them  have  a  small  amount  of  Turk- 
ish tobacco.  I  should  think  the  lowest  grades  have  may  be  20  per 
cent. 

The  Chairman.  That  is  for  the  purpose  of  flavor  largely,  is  it  not? 

Mr.  Fuller.  Yes,  sir. 

The  Chairman.  They  use  a  little  of  that  Turkish  tobacco  just  for 
the  purpose  of  making  the  cigarettes  more  palatable,  just  as  we  use- 
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a  little  of  this  Egyptian  cotton  for  the  purpose  of  helping  the  textile 
qualities? 

Mr.  Fuller.  Yes,  sir;  it  adds  a  little  flavor. 

To  guess  at  that  mineral  question.  Senator  Jones ;  to  answer  your 
(]|uestion,  it  has  occurred  to  me  that  I  know  nothing  about  the  condi- 
tions existing  between  France  and  Spain — ^whether  or  not  Spain 
could  get  that  ore  into  France  to  meet  these  boats,  you  see.  We  nave 
to  deliver  these  tobaccos  at  ports. 

Senator  Jones.  It  is  simply  a  question  of  tonnage. 

Mr.  Fuller.  I  know  nothing  about  it,  but  I  thought  maybe  that 
had  something  to  do  with  it.  These  tobaccos  do  not  come  from 
Spanish  ports. 

Senator  Thomas.  We  have  no  convoy  for  ships  between  France 
and  Spain. 

Mr.  Fuller.  I  know  nothing  about  that.  I  know  that  ships  go  to 
Marseille  and  some  other  French  ports. 

Senator  Townsend.  As  a  general  proposition  is  that  tax  a  liability 
upon  the  producer  or  a  source  of  revenue  to  him  ? 

Mr.  Fuller.  This  particular  tax  will  be  in  almost  every  instance 
no  source  of  revenue  to  him,  because  it  falls  in  a  very  awkward  way. 
I  do  not  wish  to  say  anything  about  the  amount  of  the  tax.  I  did 
not  come  to  speak  on  that. 

Senator  Townsend.  No  ;  I  imagined  that. 

Mr.  Fuller.  I  do  not  wish  to  do  that ;  that  is  all. 

Senator  Townsend.  I  am  interested,  because  I  think  you  know 
about  some  of  those  things.  There  is  a  thing  that  has  puzzled  me  a 
little  bit. 

Mr.  Fuller.  It  is  a  consumer's  tax  and  always  has  been. 

Senator  Townsend.  Quite  so.  We  place  a  tax  of  5  cents  on 
tobacco  under  the  present  law.  Take  I*iper  Heidsick  chewing  to- 
bacco, which  I  think  is  similar  to  other  tobaccos.  I  am  told  that 
that  is  true.  The  retail  price  of  a  plug  of  Piper  Heidsick  before  the 
war  was  5  cents.  There  were  12  of  those,  I  am  told,  in  a  pound. 
But  immediately  after  the  tax  went  into  effect  the  price  to  the  re- 
tailer went  to  6  cents  a  plug,  and  now  it  is  7  cents  a  plug;  that  is, 
the  consumer  pays  24  cents  additional  for  that  tobacco,  and  the 
manufacturer  pays  5  cents  to  the  Government.     Who  gets  the  balance  ? 

Mr.  Fuller.  I  beg  your  pardon,  sir.  The  manufacturer  pays 
13  cents  a  pound  on  tnat  tobacco.  Before  the  act  of  1917  the  manu- 
facturer of  that  tobacco  paid  8  cents  a  pound  tax.  Then  the  act  of 
1917  made  that  13  cents  a  pound.  Now  this  act  makes  that  same 
tax  26  cents,  a  pound. 

You  were  in  error  in  saying  5  cents.  It  was  13  cents.  It  was  an 
increase  of  5  cents.  Let  me  point  this  out:  In  raising  the  price  to 
the  consumer  the  manufacturer,  if  there  is  any  excess,  nas  not  taken 
that  in  profits.  You  must  take  into  consideration  the  ingredients 
that  go  into  tobacco.  For  instance,  tlie  cost  of  tobacco  has  increased 
anywhere  from  200  to  300  per  cent.  Take  leaf  tobacco.  You  take 
tobacco  that  is  being  sold  now  on  the  opening  markets  in  the  South ; 
it  has  averaged  around  40  cents  a  pound.  There  has  never  been  such 
a  price  for  tobacco,  certainly  that  I  have  ever  seen  in  my  experience, 
which  has  been  something  over  15  or  20  years. 

Take  all  the  other  ingredients,  like  glycerine  and  licorice.  Of 
course,  we  get  ver}'  little  licorice  in  this  country  any  more.    The 
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licorice  root  all  comes  from  around  the  Persian  Gulf,  and  it  is  tre- 
mendously costly  to  get  anything  of  that  kind.  There  are  practi- 
cally no  importations  any  more,  and  that  has  put  licorice  up  tre- 
mendously. Glycerine  is  very  high.  Practically  everything  is  high, 
includiujg  labor,  fuel — everything  that  goes  into  the  manufacture  of 
tobacco  has  increased  perfectly  enormously.  Paper,  for  instance,  that 
you  wrap  cigarettes  in,  is  anywhere  from  500  to  1,000  per  cent  higher. 

Senator  Townsend.  You  go  into  the  retail  store — ^by  the  way,  this 
increased  price  was  put  on  the  retail  article  before  that  act  was  signed 
by  the  President — ^selling  for  6  cents,  I  mean;  and  the  only  excuse 
the  retail  merchant  gave  you  was  "  the  tax."  There  had  been  an  ad- 
ditional tax  put  upon  it. 

Mr.  Fuller.  If  I  recall  correctly,  the  bill  put  a  tax  on  the  stuff 
on  hand.  That  bill  of  1917  put  a  tax  on  the  stock  on  hand,  known  as 
a  floor  tax.  So  the  goods  that  he  sold  after  a  certain  date  had  to 
pay  a  tax.  That  is  the  reason  for  that,  I  think.  The  retailer  was 
perfectly  honest. 

The  Chairman.  And  contemporaneously  with  tluit  increase  in  the 
tax  occurred  a  very  heavy  increase  in  the  price  of  leaf  tobacco  or  raw 
material? 

Mr.  Fuller.  Yes,  sir. 

The  Chairman.  And  the  increase  in  the  manufacturer's  price 
represents  not  only  the  increased  tax  but  represents  the  increased 
cost  of  the  raw  material  ? 

Mr.  Fuller.  Oh,  yes,  sir;  if  the  tax  remained  the  same  us  before 
the  war,  there  would  have  to  be  an  increase  in  the  price,  because  of 
the  cost  of  everything  that  goes  into  it — the  cost  or  everything  has 
increased. 

Senator  Thomas.  All  of  these  various  taxes  are  accumulated  in  the 
hands  of  the  retailer  and  then  passed  on  to  the  consumer? 

Mr.  Fuller.  In  all  consumption  taxes  that  is  true,  sir. 

Senator  Thomas.  This  is  a  consumption  tax. 

Mr.  Fuller.  This  is  a  consumption  tax,  of  course,  and  it  is  a>- 
sumed  that  the  man  who  is  going  to  consume  the  cigarettes  and  the 
tobacco  is  going  to  pay  for  it.  The  Government  and  the  tobacco 
companies  are  in  partnership  in  the  tobacco  business,  and  the  Gov- 
ernment is  a  preferred  partner,  because  out  of  every  pound  sold  the 
Government  collects  26  cents  before  the  manufaetui*er  gets  back  even 
his  capital  investment.  Out  of  every  thousand  cigarettes  the  Govern- 
ment takes  off  $4.10  before  the  manufacturer  even  gets  back  the 
amount  of  the  investment.  I  am  not  speaking  of  th6  amount  of  the 
tax.  I  am  speaking  simply  of  this  differential,  which  I  do  not  be- 
lieve will  return  $1  to  the  Government. 

The  Chairman.  You  are  not  objecting  to  the  tax  on  cigarettes; 
you  are  objecting  to  making  a  differential  against  a  small  lot  of 
cigarettes  that  are  made  out  of  Turkish  tobacco  ? 

^r.  Fuller.  Yes,  sir;  it  will  practically  wipe  out  that  busine** 
without  any  attendant  benefit  to  the  Government  whatsoever. 

I  thank  you  very  much,  sir. 
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The  Chairman.  Mr.  W.  L.  Dawson  will  be  next  heard.  What 
business  do  you  represent,  Mr.  Dawson  ? 

STATEMENT  OF  MB.  W.  L.  DAWSON,  CORPUS  CHEISTI,  TEX.  v 

Mr.  Dawson.  I  am  representing  the  farming  and  stock-raising 
interests  in  the  southwestern  part  of  my  State,  Texas,  and  I  desire 
to  address  the  committee 

The  Chairman.  How  long  will  it  take  you? 

Mr.  Dawson.  About  15  or  20  minutes,  I  think,  will  be  sufficient. 

The  Chairman.  Will  you  be  satisfied  with  20  minutes  and  not  ask 
for  an  extension? 

Mr.  Dawson.  I  will  do  my  best;  and  at  the  end  of  that  time,  if 
the  committee  desires,  I  will  suspend,  regardless  of  whether  I  have 
finished  or  not. 

Gentlemen,  the  feature  of  the  bill  which  is  applicable  to  the 
i?sue  that  I  wish  to  call  the  committee's  attention  to  is  peculiarly 
applicable  to  my  section  of  the  State,  which  is  a  part  of  the  drought- 
stricken  region  of  the  United  States,  and  the  conditions  that  I 
wish  to  call  your  attention  to  are  those  with  which  you  gentlemeii 
can  not  possioly  be  familiar  enough  to  be  able  to  measure  the  effect 
unless  you  are  apprised  of  those  peculiar  conditions  existing  there. 

These  conditions  apply  equally  to  the  farmer  who  is  tilling  the  soil 
and  producing  foodstuffs  and  cotton  as  it  does  to  the  man  who  is 
utilizing  his  lands  in  the  production  of  cattle,  sheep,  goats,  and  so 
on :  but,  of  course,  the  cattle  is  the  principal  industry. 

In  that  section  of  the  State  we  have  our  cycles  of  difficulties,  and 
unfortunately  we  have  in  my  particular  section  jqst  gone  through  a 
cycle  which  has  been  the  worst  in  the  history  of  that  country. 

The  farmers  in  that  section  of  the  State  have  made  nothing  for ' 
three  years.  They  have  been  carrying  the  burden  of  their  losses 
through  those  three  years  indirectly  or  directly,  and  most  of  them 
have  been  carrying  it  indirectly,  because  it  has  been  necessary  that 
they  be  financed  by  somebody  because  they  were  not  financially  able 
to  sustain  the  losses  and  carry  the  burdens  and  make  any^  profit. 

Therefore  I  want  to  give  you  some  concrete  illustrations  that 
I  think  by  investigation  will  verify  every  bit  of  it. 

In  order  that  you  may  understand  the  peculiar  condition  of  which 
I  speak,  I  wish" to  say  that  in  my  section  of  the  State  within  the 
last  6  or  8  years  agriculture — ^that  is,  farming — was  practically 
unknown.  The  land  was  all  in  vast  ranches.  Some  8  or  10  years 
ago  the  ranchmen  began  to  cut  up  their  ranches  and  allow  them 
to  be  sold  out  to  actual  settlers,  to  farmers.  Unlike  a  great  many 
sections  of  the  country,  those  farms  had  not  been  settled  up  in  40 
and  80  acre  farms,  but  a  very  large  percentage,  amounting  easily 
to  75  or  80  per  cent  of  the  tillable  land  which  is  in  actual  cultiva- 
tion to-day,  is  cultivated  by  men  who  have  bought  and  are  culti- 
vating their  one-half  section  or  360  acres  up  to,  m  many  instances, 
five  and  six  thousand  acre  farms. 

You  can  readily  see  that  as  to  the  burden  of  carrying  a  farm  of 
that  kind  the  expense  that  that  man  has  to  incur  in  order  to  carry 
out  that  development  is  very  great. 

Men  have  gone  throuj^h  a  period, as  I  say,  of  threeyears  now,  and 
they  have  received  nothing  in  return  except  debts.    Tney  have  enor- 
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mous  debts,  comparatively  speaking,  piled  upon  their  shoulders,  and 
in  each  instance  almost  the  farmer  nas  been  iBnanced  for  the  last 
two  years,  and  in  fact  in  a  majority  of  instances,  all  the  way  through 
these  three  years  hj  some  one.  And  I  want  to  say  this,  that  in  very 
few  instances  has  it  been  the  local  bank,  because  the  banks  have  not 
beeen  in  condition  for  the  last  few  years  to  finance  the  farmers.  They 
have  placed  chattel  mortgages  on  their  crops  that  they  were  going 
to  produce. 

This  year  for  the  first  time  we  are  making  some  crops  in  that 
section  of  the  State,  and  I  can  safely  say  that  that  community  as  a 
whole,  while  we  have  what  they  call  a  "  bumper  crop,"  in  some  sec- 
tions this  year  will  not  pay  off  the  debts  that  have  been  incurred  in 
the  last  three  years. 

Now,  you  take  a  farmer  who  produces  this  year.  $10,000.  I  can 
assure  you,  gentlemen,  that  an  investigation  will  verify  the  state- 
ment that  the  $10,000  crops  produced  by  the  farmers  in  southwest 
Texas — and  I  think  that  would  apply  in  many  other  sections — will 
not  discharge  their  financial  indeotedness,  for  it  is  safe  to  say  that 
this  indebtedness  will  average  $10,000. 

The  bill  as  introduced  in  the  House  provides  a  $2,000  deduction  for 
him  individually.  Then  the  United  States  is  calculating  to  collect 
$965  due  by  him,  and  his  expenses  for  this  year  will,  conservatively 
speaking,  run  him  over  $3,000.  His  overhead  indebtedness  will  run 
from  $6,000  to  $8,000,  with  his  creditors  holding  a  mortgage  on  his 
crops.  Those  crops,  in  the  majority  of  instances,  are  largely  har- 
vested to-day,  and  most  of  them  have  been  sold  and  delivered.  The 
farmer  has  done  only  what  he  could  do  under  the  law.  He  has 
delivered  his  crop  over  to  his  creditors.  The  creditors,  be  they  whom 
they  may,  are  receiving  money  that  they  have  advanced  this  man. 
At  the  end  of  the  year  he  will  not  even  have  a  dollar  left.  Yet  he 
owes  the  Government  $965  in  June.  Where  is  the  farmer  going  to 
get  the  $965  to  pay  the  Government?  That  is  an  overhead  debt  that 
he  has  incurred  in  actual  production.  There  is  created  an  emergency 
that  leaves  him  in  just  that  condition- — 

Senator  Smoot.  There  is  no  provision  in  this  bill  that  a  farmer 
whose  gross  return  is  $10,000  will  be  taxed  $965. 

Mr.  Dawson.  I  beg  your  pardon.  If  I  understand  the  bill  cor- 
rectly      , 

Senator  Smoot.  Then  you  do  not  understand  the  bill  correctly, 
and  if  you  are  arguing  to  that  effect  there  is  no  such  thing  in  this 
bill. 

Mr.  Dawson.  Is  there  a  distinction  made  between  the  farmer  and 
anv  other  individual? 

Senator  Shoot.  None  whatever.  He  has  a  perfect  right  to  take 
off  whatever  cost  there  has  been  in  producing  that  $10,000  gross 
return. 

Mr.  Dawson.  All  right,  then ;  we  will  take  off  tlie  $3,000  that  he 
is  allowed  there.    You  nave  got,  then.  $7,000. 

Senator  Smoot.  He  has  an  exemption  of  $2,000. 

The  Chairman.  You  do  not  mean  to  say  that  a  farmer  who  makes 
$10,000  made  it  at  a  cost  of  $3,000? 

Mr.  Dawson.  No,  sir.  I  set  it  at  the  minimum  cost.  I  put  it  at 
the  minimum  amount. 
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Senator  Smoot.  What  would  be  the  cost  ? 

Mr.  Dawson.  I  think  that  from  $3,000  to  $3,500  will  be  the  average 
of  a  crop  this  year.  You  must  understand,  gentlemen,  that  you  are 
dealing  with  a  condition  which  is  different  in  every  way.  You  take 
the  cotton  farmer.  This  year  he  has  spent  three  or  four  thousand 
dollars.  It  is  nothing  for  him  to  be  receiving  a  $10,000  return  for  his 
crop. 

Senator  Smoot.  That  is  true. 

The  Chairman.  Mr.  Dawson,  I  do  not  understand  that.  The 
farmer  that  is  getting  30  cents  for  his  cotton  this  year  will  make 
some  money,  but  if  you  consider  the  price  that  he  has  got  to  pay  for 
fertilizer  and  the  price  that  he  has  got  to  pay  for  laoor,  he  is  not 

foing  to  have  any  such  profits  as  you  indicate.    Not  in  my  country, 
do  not  know  how  it  is  in  your  country. 

Mr.  Dawson.  I  see  the  point,  Mr.  Chairman 

The  Chairman.  You  nave  got  to  take  out  the  expense  of  the 
fertilizer  and  the  expense  of  his  labor  and  the  expense  oi  his  farming 
implements,  or  a  reasonable  allowance  for  his  farming  implements; 
and  you  have  got  to  take  out  various  and  sundry  other  expenses.  The 
interest  he  pays  on  his  debt,  and  all  those  things,  have  got  to  be 
deducted 

Mr.  Dawson.  If  you  will  pardon  me  just  a  moment.  Your  sug- 
gestion, Mr.  Chairman,  reiterates  and  emphasizes  exactly  what  I  con- 
tend, that  you  are  dealing  with  a  condition  now  that  you  gentlemen 
are  not  familiar  with.  I  think  you  will  admit  that  one  of  the  prin- 
cipal costs  in  your  section  of  the  country  would  be  the  fertilizer. 

The  Chairman.  That  is  a  large  thing,  of  course. 

Mr.  Dawson.  We  have  no  such  cost  in  our  part  of  the  country. 

Senator  Thomas.  What  difference  does  it  make  what  the  items  are 
which  constitute  the  cost?  Whatever  they  are,  they  are  deducted, 
under  this  bill,  from  the  amounts  received. 

Mr.  Dawson.  That  is  correct. 

Senator  Smoot.  If  you  do  not  have  to  use  fertilizer,  you  are  that 
much  better  off  than  the  fellow  that  does. 

Senator  Jones.  The  point  which  Mr.  Dawson  is  seeking  to  make, 
as  I  gather  it,  is  one  of  very  great  importance  not  only  in  that  section 
of  the  country  but  in  other  sections  of  the  country  as  well.  Stated 
broadly,  I  take  it  to  be  this :  Here  is  a  farmer  who  for  two  or  three 
years  has  been  losing  money 

Mr.  Dawson.  Accumulating  debts. 

Senator  Jones.  He  has  been  accumulating  debts.  He  has  gone  to 
the  expense  of  trying  to  raise  a  crop  which  did  not  materialize.  This 
year  he  hopes  to  make  a  profit.  That  profit,  under  the  existing  law 
and  the  proposed  bill,  would  be  taxed  as  income  of  this  year  without 
reference  to  his  losses  in  previous  years. 

Mr.  Dawson.  Yes,  sir. 

Senator  Jones.  The  point  which  you  make  exists  not  only  with 
reference  to  the  farmers  in  that  section,  but  in  other  sections,  partic- 
ularly the  live-stock  men. 

Mr,  Dawson.  I  was  coming  to  that. 

Senator  Jones.  Some  years  they  make  large  profits.  Other  years 
they  make  losses. 

Mr.  Dawson.  Yes,  sir. 
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Senator  Jones.  And  under  the  English  system  of  income  taxes 
there  is  a  provision  for  equalizing  the  business  over  a  period  of  about 
three  years. 

Mr.  Dawson.  That  is  what  I  was  trying  to  come  to,  if  the  Senators 
would  kindly  permit  me. 

Senator  Smoot.  The  same  thing  applies  to  fruit  growers  of  my 
own  State.  We  have  had  frosts  for  three  years  there.  They  have 
not  had  enough  out  of  the  fruit  to  pay  for  the  boxes  they  need.  I 
will  not  interrupt  you  any  further,  but  let  me  say  this:  This  has 
been  threshed  over,  time  and  time  again,  with  tlie  committee.  I  do 
not  want  to  take  any  more  of  your  time  and  I  will  be  glad  to  hear 
what  you  say  about  it. 

Mr.  Dawson.  If  the  committee  will  kindly  pardon  me,  t  am  trying 
to  put  before  you  a  condition  and  show  you  what  the  result  is  going 
to  be  under  the  proposed  bill.  Then  I  will  leave  it  up  to  you 
gentlemen. 

I  want  to  say  this,  that  I  am  dealing  with  a  question  that  affects 
an  enormous  production  territory  from  the  standpoint  of  foodstuffs 
and  cotton.  1  will  say  that  it  affects  fully  between  20  and  25  per 
cent  of  the  feed-cattle  production.  It  is  a  matter  worthy  of  your 
consideration,  and  if  there  is  any  opportunity  to  meet  it  I  hope 
it  may  be  met  so  as  not  to  absolutely  destroy  the  productiveness  of 
that  section. 

The  man  is  in  debt.  What  he  has  got  is  security  for  that  debt.  I 
started  in  with  the  little  $10,000  farmer,  because  that  is  the  simplest 
problem.  As  I  stated,  when  you  get  up  to  the  $50,000  and  $100,000 
class,  he  is  in  every  way  in  the  same  difficulty  as  the  $10,000  farmer. 
You  will  destroy  that  man.  Why?  Because  his  creditors  arc  taking 
his  money.  What  is  he  going  to  do  when  the  time  comes  to  pay  the 
Government?     He  has  not  got  a  dollar  with  which  to  jjay  it. 

Senator  Smoot.    The  creditors  are  not  going  to  take  it  away. 

Mr,  Dawson.  They  have  already  taken  it,  if  ^'ou  please,  in  a 
great  many  instances.  I  am  speaking  of  instances  in  which  the  crop 
has  already  been  delivered  to  the  creditors ;  the  debt  is  discharged 

Senator  Smoot.  Then  thev  can  borrow  monev. 

Mr.  Dawson.  The  bank  is  not  going  to  loan  them  money,  for  the 
simple  reason  that  the  same  condition  will  come  on  to  thorn  next  year. 
The  bank  is  not  going  to  loan  money  unless  it  has  some  chance  of 
getting  it  back — at  least  no  bank  that  I  know  of  or  have  ever  had 
uny  dealings  with. 

Let  me  make  this  application  to  the  cattlemen 

The  Chairman.  Before  you  leave  the  farmer:  I  understand  you 
to  say  that  he  has  accumulated  certain  debts  due  to  these  lean  yearh. 

Mr.  Dawson.  Yes,  sir. 

The  Chairman.  And  all  those  debts  are  consolidated  and  made 
this  year  a  mortgage  upon  his  crop  i 

Mr.  Dawson.  Yes,  sir,  because  it  is  a  renewal  debt  each  year.  The 
man  who  is  trying  to  back  him  wants  to  get  this  year  what  he  sunk 
last  year,  and  he  had  confidence  enough  in  the  country  and  in  the 
man  he  was  dealing  with  to  carry  him.  That  man  has  honestly 
entered  into  the  contract  and  is  staying  there  and  working  it  out 
and  doing  his  best  to  pay  off  the  debt.  You  take  the  $."i0,000  and 
$75,000  man  who  is  farming  on  a  larger  scale.    If  he  ht*eaks  even 
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this  year  he  is  .lucky.  What  is  he  going  to  do  when  it  comes  time  to 
pay  the  Government?  Go  to  jail,  or  must  he  ^o  into  the  courts  of 
the  State  and  enjoin  his  creditors  from  collecting  the  debt,  on  the 

f round  that  the  Government  wants  and  must  have  a  part  of  that 
ebt  ?    If  he  does  not  go  into  the  courts,  the  creditor  is  clearly  going 
to  take  his  property. 

Senator  tiiomas.  Can  he  go  into  the  courts  and  do  that? 

Mr.  Dawson.  I  do  not  think  he  can,  to  be  frank  with  you. 

What  will  be  the  result  in  June  when  that  man  is  called  upon  to 
pay  the  federal  officer  his  tax,  and  he  has  not  got  it?  Is  he  going  to 
go  to  jail? 

The  Chairman.  Were  those  past  due  debts  secured  only  by  mort- 
gage on  the  crop,  or  mortgage  on  the  crop  and  the  land  ? 

Mr.  Dawson.  In  a  great  many  instances  he  is  a  tenant  farmer  and 
does  not  even  own  his  land.  I  happen  to  have  in  mind  one  particular 
man  that  I  have  been  in  touch  with  and  in  constant  touch  with 
throughout  the  dry  period,  and  I  have  talked  with  him  a  number 
of  times.  When  he  started  in  this  year  his  indebtedness  was  $16,000, 
and  he  does  not  own  a  foot  of  land  at  all.  He  is  a  tenant  farmer,  but 
he  is  a  good  farmer,  and  his  landlord  assisted  him  in  his  farming 
venture.  That  man  is  going  to  make  between  $20,000  and  $25,000 
this  year.  That  will  not  cover  his  indebtedness  this  year,  and  he  has 
already  mortgaged  to  secure 

Senator  Smoot.  Why  won't  he  cover  it  ?  I  cannot  see,  for  the  life 
of  me,  what  there  is  to  prevent  him 

Mr.  Dawson.  If  the  Senator  had  listened  to  what  I  said — ^I  said 
he  started  in  this  year  with  an  indebtedness  of  $16,000  hanging  over 
him 

Senator  Smoot.  The  same  thing  happens  in  manufacturing  institu- 
tions.   But  what  I  want  to  know  is  what  suggestion  you  make. 

Mr.  Dawson.  I  simply  wish  to  suggest  conditions  to  you,  gentle- 
men.   I  am  not  legislating. 

Senator  Smoot.  You  want  them  exempted? 

Mr.  Dawson.  I  want  some  allowance  made  for  the  debts  these  men 
have  incurred  in  trying  to  produce  for  the  United  States,  in  order 
that  they  may  pay  those  debts  before  they  have  to  pay  it  to  the 
Government,  and  destroy  the  producing  agency  in  that  section  of 
the  State. 

Senator  Smoot.  That  happens  all  over  the  United  States. 

Senator  Thomas.  What  you  want  is  some  allowance  for  debts  they 
have  incurred  in  previous  years? 

Mr.  Dawson.  Yes,  sir. 

As  to  the  cattlemen,  I  want  you  to  bear  with  me  just  a  moment  for 
this  side  of  it :  The  cowman  has  been  carrying  his  cattle  in  like  man- 
ner, and  that  is  a  big  feature.  The  average  cowman  does  not  own 
all  of  his  cattle,  does  not  have  them  paid  for,  you  understand.  I 
think  you  can  get  that  from  various  sections  of  the  country.  But 
the  cowman  who  owns  his  land  buys  a  bunch  of  cattle.  He  pavs 
$75,000  or  $100,000,  and  he  is  paying  interest  on  that  money.  The 
growth  of  those  cattle  will  make  money  for  him  on  the  range  he  has 
got.  In  the  past  few  years  he  has  not  only  lost  monej^  in  deaths  from 
the  drought,  but  has  been  paying  expenses  in  shipping  those  cattle 
and  getting  what  he  can  for  them.    If  he  sells  those  cattle  for  enough 


68  TO  PBOVIDE  REVENUE  FOR  WAR  PURPOSES. 

to  pay  his  debts,  considering  the  growth  and  age.  of  the  cattle, 
he  IS  a  lucky  man.  Yet,  the  debt  was  incurred  three  years  ago  that 
he  paid  for  those  cattle.  His  operating  expenses  will  not  be  more 
than  $15,000  or  $20,000.  Yet  he  owes  for  every  dollar  of  those 
cattle.    It  is  a  pre-existing  debt.    They  are  under  mortgage. 

I  am  speaking  now  of  a  condition  that  I, am  thoroughly  familiar 
with  as  to  its  existence.  The  Live  Stock  National  BanK  of  Chicago 
carries  millions  of  dollars  in  just  that  kind  of  loans.  Mr.  Trailler, 
the  president  of  that  institution,  at  a  conference  in  Houston  with 
some  cattlemen  at  which  I  happened  to  be  present,  took  under  con- 
sideration the  question  of  saving  those  cattle,  and  the  question  of 
what  they  were  going  to. do  came  up.  Mr.  Trailler  said,  "We  will 
never  make  a  wet  weather  loan.  We  always  make  a  loan  that  we 
can  carry  through  dry  weather.  If  you  know  of  any  pastures,  move 
those  cattle  to  tnem  and  draw  on  us  •for  your  money  to  move  your 
cattle  and  take  care  of  them." 

The  cattle  are  under  mortgage,  you  understand.  They  have  got  a 
$100,000  increase  this  year  for  their  cattle  with  only  a  $20,000  or 
$25,000  expenses  account  that  they  will  get  credit  for.  Yet  they 
owe  that  whole  amount. 

What  is  the  ranchman  going  to  do  ?  Is  he  going  to  pay  the  Gov- 
ernment a  tax  on  that  $75,000  or  $80,000  income  for  this  year? 

I  am  trying  to  present  facts  to  you ;  I  am  trying  to  present  con- 
ditions to  you,  and  they  are  worthy  of  your  consideration,  because 
this  is  dealing  with  one  of  the  biggest  productive  features  of  our 
Government  to-day. 

So  far  as  the  farmer  is  concerned,  I  will  say  this.  It  has  come 
under  my  observation  and  I  have  had  opportunity  to  see,  that  there 
are  in  that  section  thousands  of  acres  yet  undeveloped  that  the 
ranchman  is  willing  to  have  put  on  the  market.    But  when  you  get 
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that  tax  on  it  I  can  not  do  it,  and  I  will  not  sink  what  I  have  got.  It 
means  that  the  original  vendor  or  the  Government  gets  my  land  and 
I  sink  what  I  have  in  it." 

The  Chairman.  You  say  the  man  owed  $16,000  when  he  started  in? 

Mr.  Dawson.  Yes,  sir. 

The  Chairman.  And  this  year,  on  account  of  the  higher  prices 
that  he  has  been  able  to  receive,  he  has  paid  off  that  $16,000  m  one 
year  ? 

Mr.  Dawson.  Yes,  sir. 

The  Chairman.  Now,  you  say  if  he  paid  that  off  he  owes,  instead 
of  $16,000,  $900  for  taxes.  Then  he  is  $15,000  better  off  than  he  was 
a  year  before. 

Mr.  Dawson.  I  beg  your  pardon.  I  did  not  say  he  owed  $900  on 
a  $25,000  income 

The  Chairman.  If  he  had  $16,000  worth  of  debts,  he  deducts  the 
interest  on  that  $16,000.  Then  he  has  $8,000  worth  of  expenses  to  be 
subtracted;  so  that  you  would  have  him  down  to  a  net  income  not  of 
$20,000,  but  not  over  $10,000. 

Mr.  Dawson.  But  if  that  is  all  gone,  how  can  he  pay?  Suppose 
he  onlv  owes  the  Government  $500  ? 
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Senator  Smoot.  He  would  not  owe  the  Government  $500  under 
any  bill  that  we  have  under  consideration,  if  those  are  the  facts  as 
stated  by  you. 

Senator  Jones.  Oh,  yes ;  I  am  sure  he  would. 

The  Chairman.  If  he  had  accumulated  an  indebtedness  of  $16,0()0, 
and  now,  by  reason  of  the  higher  prices  during  this  year  he  has  paid 
off  the  $16,000,  he  simply  owes  a  tax  account,  and  the  tax  account  is 
all  he  owes  as  against  that  $16,000.  His  condition  has  been  greatly 
improved. 

Mr.  Dawson.  His  condition  has  been  greatly  improved,  but  he  has 
not  paid  his  tax  to  the  Government.  And  how  he  is  going  to  pay  it 
is  the  question. 

Senator  Smoot.  If  he  can  not  borrow  money  to  pay  what  little 
taxes  he  owes,  how  on  earth  is  he  going  to  borrow  money  to  go  on 
with  the  business?    He  has  got  to  nave  a  credit  somewhere. 

Mr.  Dawson.  Pardon  me  for  suggesting  this,  but  I  wish  you 
would  please  get  away  from  the  little  $16,000  man.  I  started  off 
with  the  small  one  to  try  to  illustrate. 

The  Chairman.  I  want  to  make  this  suggestion  to  you :  I  do  not 
know  how  far  the  Government  lien  upon  the  property  for  taxes  ex- 
tends. I  do  not  know  whether  it  would  extend  to  cover  that  crop 
in  the  hands  of  his  creditors  or  not.  But  if  it  did  not  cover  that, 
and  he  has  disposed  of  all  of  his  property,  he  has  turned  over  all  his 
property  and  got  nothing,  how  is  the  Government  going  to  get  the 
money  ? 

Mr.  Dawson.  The  bill  says  that  he  will  pay  a  fine  of  a  thousand 
dollars  if  he  does  not  pay  it. 

Senator  Thomas.  Suppose  he  does  not  pay  it? 

Mr.  Dawson.  If  he  does  not  pay  it,  he  goes  to  jail. 

Senator  Thomas.  Tliat  is  an  assumption. 

Mr.  Dawson.  Do  you  know  of  any  law  which  provides  that  you 
shall  be  turned  loose  if  you  do  not  pay  your  fine  ? 

Senator  Thomas.  I  know  where  a  fine  is  placed — not  in  the  shape 
of  a  tax 

Mr.  Dawson.  There  is  a  penalty  provided  for  failure  to  pay. 
It  is  a  criminal  offense. 

Senator  Thomas.  Oh,  no.    It  is  *a  default. 

Mr.  Dawson.  A  failure  to  pay  a  tax  is  a  default,  but  the  bill  it- 
self makes  it  a  penal  offense  vith  a  fine  of  $1,000  if  he  does  not  pay- 
How  can  he  pay  the  fine  if  he  can  not  pay  the  tax?  What  is  the 
result  if  he  is  fined  by  the  court  and  does  not  pay  the  fine? 

Senator  Tiio^ias.  There  is  a  penalty  for  the  default.  I  do  not 
know  that  you  can  find  any  instance  in  the  history  of  taxation 
whei'e  a  penalty  for  default  has  been  followed  by  proceedings  which 
deprive  the  defaulter  of  his  liberty.  I  do  not  think  so.  I  may  be 
mistaken.    I  do  not  pretend  to  know  it  all. 

Mr.  Dawson.  What  about  the  man  that  has  $100,000  of  indebted- 
ness, and  we  will  say,  for  the  sake  of  round  numbers,  that  he  pro- 
duces $100,000?  If  you  gentlemen  will  please  ffet  away  from  the 
little  man  just  for  a  moment 

Senator  Thomas.  Let  me  explain.  I  distinguish  between  the 
man  who  defaults  because  he  has  not  anything  to  meet  his  tax  with^ 
and  the  defaulter  who  deliberately  tries  to  defraud  the  Government 
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by  concealing  or  otherwise  evading  his  tax.  That  is  an  offense,  of 
course,  for  which  there  ought  to  be  appropriate  punishment.  My  re- 
marks have  reference  to  the  man  who  does  not  pay  and  who  defaults 
because  he  has  nothing  with  which  to  pay. 

Mr.  Dawsox.  The  bill  makes  a  distinction  there,  you  say  ? 

The  Chairman.  Certainly  if  a  man's  creditors  take  all  his  property 
away  from  him  and  by  reason  of  that  fact  he  has  nothing  with  which 
to  pay,  has  no  income  to  pay  with,  then  of  course  h^  can  not  be  held 
by  any  court  as  a  criminal  offender.  He  may  default  in  the  payment 
of  his  taxes  and  a  fine  may  be  imposed  upon  him  which  would  be 
taxed  against  his  property ;  but  no  court  in  this  world  would  fine 
a  man  for  a  thing  of  that  sort. 

Mr.  Daw^son.  Conceding  that  your  judgment  of  what  the  courts 
are  going  to  do  is  correct,  then 

Senator  Smoot.  Getting  back  to  the  $100,000  man,  the  man  owing 
$100,000 

Mr.  Dawson.  Yes,  sir;  and  his  income  is  $100,000. 

Senator  Smoot.  His  income  is  $100,000? 

Mr.  Dawson.  Yes,  sir.  There  are  lots  of  them  that  will  just  about 
break  even  this  year. 

Senator  Smoot.  His  investment  was  $100,000  and  his  income  is 
$100,000  ? 

Mr.  Dawson.  I  am  not  talking  about  his  investment.  I  am  talk- 
ing abopt  his  debts. 

Senator  Smoot.  He  invested  his  debts. 

Mr.  Dawson.  His  debts  were  a  part  of  his  investment.  Suppose 
he  owned  the  land  and  still  owed  $100,000  besides,  and  he  produces 
$100,000 

Senator  Smoot.  Then  he  would  be  ahead  exactly  the  amount  over 
and  above  what  is  provided  under  this  bill.  He  would  be  that  much 
better  off  than  he  wa^  when  he  started. 

Mr.  Dawson.  That  is  true,  certainly. 

Senator  Smoot.  It  seems  to  me  he  is  a  very  fortunate  man. 

Mr.  Daw^son.  He  is  in  that  he  is  able  to  produce  that — ^if  he  could 
go  on  and  produce  it  next  year.  • 

Senator  Smoot.  I  can  not  understand  your  theorjr  at  all.  If  a  man 
in  the  past  has  been  able  to  secure  credit,  and  his  standing  in  the 
comnmnity  is  such  that  he  can  go  and  borrow  $100,000,  I  have  not 
any  doubt  but  what  the  same  man  can  borrow  again. 

Mr.  Dawson.  The  Senator  is  confusing  the  $100,000  man  with  the 
little  man  again.  The  $100,000  man,  I  do  not  say  borrowed  it.  It  was 
probably  in  all  cases  secured  by  liens  on  his  land,  the  vendor's  land. 
He  did  not  borrow  it.  The  open-handed  Government  can  make  it 
out  of  him  because  he  has  got  land  to  make  it  out  of ;  but  when  they 
sell  his  land  to  pay  the  Government  $25,000  or  $30,000  and  his  crops 
have  already  been  taken  for  his  creditors,  then  he  still  is  liable  to  the 
(jovernment,  and  the  Government  can  make  it  out  of  him,  but  he  will 
not  have  his  laud  to  make  it  on  next  year. 

The  Chairman.  Mr.  Dawson,  I  think  the  committee  generally 
understand  your  position  very  clearly  and  is  obliged  to  you  for  pre- 
senting it,  and  the  committee  will  give  it  consideration.  Some  of  the 
Senators  say  they  desire  to  attend  to  some  other  matters,  now-.    Your 
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time  has  been  exceeded.  If  there  is  any  other  phase  of  it  you  wish 
to  present 

Mr.  Dawson.  There  is  another  phase.  I  wish  you  would  bear  in 
mind  tliat,  as  Mr.  Kitchin  stated  on  the  floor  in  his  address  to  the 
House  yesterday  afternoon,  he  said  it  was  perfectly  right  that  the 
c-orporalt*  interoi?th  of  the  country  should  be  allowed  to  pay  10  per 
cent  profit  on  their  investment  for  this  year  as  against  6  per  cent  they 
were  allowed  heretofore. 

If  corporations  are  allowed  a  profit,  conceding  that  they  are  essen- 
tials, such  as  the  banks  and  other  interests  that  handle  this  stuff,  the 
cattlemen,  producers,  then  I  want  to  know  where  the  essentiality  of 
the  cattleman,  who  is  largely  the  corporation,  is  going  to  come  in  if 
you  cut  off  the  producer?  If  the  producer  that  I  spoke  of,  the  $100,- 
000  man,  who  owes  the  $100,000  and  pays  his  debt,  and  then  the 
Government  comes  in  for  $25,000  or  $30,000,  he  has  got  his  land  and 
the  Government  can  make  it  out  of  that;  but  then  you  have  ended 
his  pjfoduction  because  of  it. 

You  have  got  a  condition  there  where  he  is  not  being  allowed  his 
8  per  cent  because  of  the  fact  that  he  has  gone  over  a  period  of  six 
years 

Senator  Jones.  I  would  like  to  state  for  the  record  at  this  pointy 
Mr.  Chairman,  that  the  point  raided  by  Mr.  Dawson  is  a  real  prob- 
lem and  it  is  one  which  deserves  the  most  earnest  consideration  of 
this  committee. 

The  English  law  meets  the  situation  by  imposing  an  income  tax 
with  reference  to  a  period  of  three  years,  as  I  understand  it;  and 
where  a  man  makes  losses  in  one  year  the  amount  of  the  income  tax 
for  the  good  year  is  taken  into  consideration  with  the  lobses  of  the 
bad  year,  and  equalized  in  a  measure. 

Mr.  Dawson.  That  would  meet  the  emergency  here. 

Senator  Jones.  This  is  a  real  problem.  I  sincerely  trust  that  the 
committee  will  give  it  very  serious  consideration  before  this  bill  is 
framed. 

Mr.  Dawson.  I  thank  you,  sir. 

The  Chairman.  I  wish  to  say  that  the  conunittee  will,  of  course, 
give  Mr.  Dawson's  suggestions  serious  consideration,  as  we  propose 
to  give  the  suggestions  of  any  gentleman  that  comes  before  us.  We 
are  glad  to  hear  Mr.  Dawson.  He  presents  a  rather  exceptional  case. 
We  will  consider  it. 

I  want  to  announce  now,  however,  so  that  there  may  be  no  mis- 
understanding about  it  hereafter,  that  we  will  try  at  our  next  meet- 
ings to  fix  a  limit  for  all  gentlemen  who  appear  before  the  com- 
mittee, and  unless  a  gentleman  is  interrupted  too  much  in  his  time 
and  unless  the  committee  thinks  it  will  be  necessary  for  him  to  have 
more  time,  we  will  not  extend  the  time. 

I  am  not  speaking  particularly  of  you  or  anybody  else,  Mr.  Daw- 
son, but  I  am  simply  saying  that  we  will  have  to  have  such  a  rule. 

To-day  we  have  not  had  many  gentlemen  here  who  desired  to  be 
heard,  and  therefore  we  could  be  a  little  liberal.  Probably  next 
week  we  will  have  a  great  many  people  who  are  anxious  to  be  heard, 
find  in  order  that  all  may  be  given  an  opportunity  to  be  heard,  we 
will  have  to  impose  some  limitation. 
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You  and  Mr.  Marsh  were  allowed  a  wide  latitude  because  we  did 
not  have  many  people  who  insisted  on  being  heard,  and  we  there- 
fore had  the  time  to  give  to  you. 

Mr.  Dawson.  May  I  say  this  for  the  people  of  my  section,  that  if 
these  debts  can  be  allowed  to  be  taken  care  of  I  doubt  not  that  every 
farmer  in  my  section  and  every  cattle  raiser  in  my  section  will  be 
willing  for  the  Government  to  nx  a  tax  taking  every  dollar  of  profit 
that  they  have  until  the  termination  of  the  war,  and  obligate  them- 
selves to  cultivate  every  acre  of  their  soil  and  utilize  every  acre  of 
their  pasturage  in  the  production  of  feed  cattle  and  in  the  produc- 
tion of  cotton  and  foodstuflFs — 

The  Chairman.  No  one  will  question  the  magnificent  spirit  of 
the  farmer,  Mr.  Dawson. 

Unless  there  is  objection  to  the  change,  we  will  adjourn  at  this 
time  to  meet  at  10.30  o'clock  on  Monday,  instead  of  10  o'clock. 

(Whereupon,  at  12.30  o'clock  p.  m.,  the  committee  adjourned  to 
meet  at  10.30  o'clock  a.  m.,  on  Monday,  September  9,  1918.) 
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MONDAY,  SEFTEHBEB  9,  1918. 

United  States  Senate, 
Committee  on  Finance, 

Wdshington^  D,  C. 

The  committee  met,  pursuant  to  adjourmiient,  at  10.30  o'clock 
a.  m.  in  the  committee  room,  Senate  Office  Building,  Senator  F.  M. 
Simmons  presiding. 

Present:  Senators  Simmons  (chairman),Williams, Smith, Thomas, 
Gore,  Jones,  Nugent,  Penrose,  Lodge,  McCumber,  Snioot,  Townsend, 
and  Dillingham. 

The  committee  resumed  the  consideration  of  the  bill  (H.  R.  12863) 
"  to  provide  revenue,  and  for  other  purposes." 

The  Chairman.  Gentlemen  of  the  committee,  we  have  a  majority 
here,  and  the  committee  is  ready  to  proceed  with  hearings. 

cigarettes. 

» 

STATEMENT  OF  MB.  WILLIAM  M.  MABTIN. 

The  Chairman.  How  much  time  will  you  need? 

Mr.  Martin.  I  think  I  ought  to  get  through  in  10  minutes. 

The  Chairman.  We  will  give  you  10  minutes,  if  that  is  enough. 

Mr.  Martin.  Thank  you,  sir. 

I  am  from  Petersburg,  Va.  I  am  not  a  speaker,  but  the  matter  that 
I  want  to  refer  to  is  a  provision  in  this  revenue  bill  on  page  62. 

I  would  say  that  in  Petersburg  we  have  a  bonded  manufacturing 
warehouse,  class  6,  for  the  manufacture  of  cigarettes.  It  is  the  largest 
industry  we  have  there,  employing  probably  about  3,000  to  4,000 
in  a  town  of  about  30,000  people.  I  should  say  that  certainly  one- 
tenth  of  our  population  was  engaged  actively  in  this  business. 

Senator  Nugent.  What  section  of  the  bill  are  you  discussing? 

Mr.  Martin.  Section  1002. 

Senator  Thomas.  You  said  page  G2. 

Senator  Jones.  He  is  reading  from  another  print. 

Mr.  Martin.  It  is  section  1002. 

The  Chairman.  You  have  the  report,  have  you  not? 

Mr.  Martin.  Yes,  sir. 

Senator  Dillingham.  It  is  page  144  of  the  bill. 

Mr.  Martin.  The  British-American  Tobacco  Co.,  as  I  say,  manu- 
factures cigarettes  under  a  law  that  was  passed  under  President 
Cleveland's  administration,  establishing  this  class  of  warehouse. 
Under  a  provision  of  that  law  all  articles  imported  for  use  in  the 

73 


74  TO  PEOVIDE  EEVEN  UE  FOR  WAB  PURPOSES. 

manufacture  of  cigarettes  are  shipped  in  in  bond  and  are  not  subject 
to  any  import  tax.  It  comes  in  in  bond,  is  shipped  from  the  port  to 
the  factory  in  bond;  the  factory  itself  is  in  bond — everything  that 
goes  in  it  is  under  the  control  of  Government  representatives. 

These  cigarettes  are  manufactured  from  Virginia  and  North  Caro- 
lina and  South  Carolina  tobaccos  mostly.  Tliey  are  manufactured  in 
bond.  They  are  shipped  in  carload  lots,  most  of  it  to  China ;  some  of 
it  to  the  British  army  j  but  while  it  is  in  the  cars  it  is  in  bond,  under 
Government  seal,  and  it  stays  in  bond  until  it  goes  out  of  the  country. 

The  object,  as  I  understand  it,  of  establidiing  these  factories  was 
to  exempt  the  manufacturer  from  the  internal-revenue  tax.  This 
matter  was,  of  course,  up  before  the  Ways  and  Means  Committ^. 
It  was  only  called  to  my  intention  last  week.  The  Ways  and  Means 
Committee  of  the  House  in  the  consideration  of  this  matter  seem  not 
to  have  considered  at  all  the  export  phase  of  the  tax.  So  that  the 
point  I  want  to  make  is  with  reference  to  this  (reading)  : 

That  on  and  after  January  first,  nineteen  hundred  and  nineteen,  there  shaU 
be  levied,  coHected,  and  paid  annually,  in  lieu  of  the  taxes  imposed  by  section 
four  hundred  and  eight  of  the  revenue  act  of  nineteen  hundred  and  sixteen,  the 
following  special  taxes,  the  amount  of  such  taxes  to  be  computed  on  the  liasis 
of  sales  for  the  preceding  year  ending  June  tliirtieth. 

I  have  hero  a  letter  from  Mr.  Thurman,  the  Acting  Secretary  and 
Solicitor  of  the  Department  of  Commerce,  and  if  you  do  not  object 
I  would  be  glad  to  read  this — ccrtainlv  a  part  of  it.* 

Senator  Smoot.  Why  not  insert  it  m  the  record  as  a  part  of  your 
remarks? 

Mr.  Ma1«tin.  I  shall  just  read  one  or  two  sentences.  I  think  it  will 
probably  save  a  little  time  (reading) : 

I  find  that  in  r-oiinw-tlon  with  section  GOO  of  the  revenue  act  of  TK'tober  3. 
1917,  the  Assixjtjinr  Secri^tary  of  the  Treasury  has  approved  a  ruling  of  the  (^un- 
missif>ner  of  Internal  Uevenue  which  holds  that  the  tax  ImiKwed  by  said  sec- 
tion uiM»n  th(»  sale  of  aufomobiles  and  other  enumerated  articles  Is  not  aji- 
l>licable  to  *5iu-h  articles  when  iM>rmally  exported.  It  se<»ms  to  me  tlint  the  two 
taxes,  while  of  a  somewhat  ditt'erent  nature,  are  both  in  essence  taxi»s  on  saU*« 
(►f  certain  i)roducts  and  as  such  subject  to  the  same  reas<mim;  as  re*»|»t»cts  the 
distinction  between  exi>ort  and  domestic  sales.  Tufortunately,  however,  the 
Cominissiouer  of  Internal  Uevenue  has  Jiot  yet  rule<l  that  the  tax  provided  f«»r 
in  section  4(>S  of  the  act  of  1010  should  be  computed  on  the  basis  of  donu^tic 
sales  only.  Vov  this  reason  I  think  it  desirable  to  bring  to  the  attention  of 
your  connnittce  the  elTiNt  of  this  tax  pro\isi«in  as  at  prvseiit  niMilieit,  with 
the  thouelit  that  p<'rhai's  it  will  be  foinid  advlsalile  to  insert  a  c1.mus»»  in  tlie 
presi«nt  bill  specitically  «>\cMii»iin;;  export  sales  from  the  imiKisition  of  the  tax 
in  cjuestion. 

Hint  i<  the  view  of  the  Department  of  (\)nuHerce. 

Tlio  CiiAiKMAN.  Yoti  nu'an  if  your  tobacco  is  exported,  then  it 
shonM  not  be  subject  to  the  internal-reveiuie  tax  iinpo-e*!  in  the  l»ilH 

Mr.  Maktix.  ( Vrtainly;  that  i*^  exactly  what  I  am  <rettin*r  at. 

Senator  Sm(k»t.  That  has  been  «ri»nerally  the  case  if  the  tt»baoco 
had  been  imported  inttJ  the  <*ountry,  but  it  has  never  been 

Mr.  Martix.  I  heir  your  pardon,  *^ir.  If  you  will  refer  to  the  de- 
ci>ion: 

Senator  Sm<m)t.  I  am  speaking  of  the  tobacco.  I  am  not  -.peaking 
of  the  bill  its(»lf  pas>ed  in  1017. 

We  have  a  general  provision  that  wherever  the  articles  are  im- 
porte<l  they  can  be  manufactured  and  exi>orted  without  paying  the 
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duty ;  but  I  do  not  remember  any  such  legislation  as  you  are  asking 
for  now  in  relation  to  the  manufacture  of  domestic  tobacco  to  be 
exported  being  relieved  from  tax. 

Mr.  Martin.  I  will  go  back  a  little.  As  you  of  course  understand, 
the  internal-revenue  tax  was  established  practically  during  and  fol- 
lowing the  C'ivil  War.  Among  articles  that  w^ere  taxed  was  tobacco. 
Of  course,  >ve  have  got  a  stiff  internal-revenue  tax  on  that,  but  the 
tax  we  have  had  for  tobacco  exported  was  25  cents  on  each  package 
of  tobacco,  which  did  not  make  any  difference  as  to  how  many  pounds 
it  was. 

The  United  States  Supreme  Court,  through  Mr.  Justice  Bradley, 
decided  that  that  was  not  a  tax ;  it  was  simply  a  means  of  identifying 
the  articJe  so  as  to  exempt  it  from  the  internal-revenue  tax.  Do  you 
see  the  point  it 

Senator  Smoot.  We  can  look  that  up  without  you  taking  your 
time. 

The  Chairman.  My  understanding  is  that  no  tax  is  imposed  on 
toba'  CO  or  anything  else  that  is  exported. 

Mr.  Martin.  If  I  may  just  call  your  attention  to  the  former  bill, 
which  was  effective  the  1st  of  January,  1917,  it  imposed  a  tax  of  3 
i.'ents.    This  tax  doubles  it.    That  is,  per  10,000  cigarettes. 

That  tax  has  never  been  questioned.  It  was  simply  a  small  matter; 
it  did  not  amount  to  more  than  25,000  to  this  company.  Now  it  is 
proposed  to  double  it. 

The  point  I  am  getting  at  is  this :  I  was  told  by  a  director  of  the 
American  Tobacco  Co.  who  talked  to  me  about  this  the  other  day 
that  they  will  not  do  anything  that  will  prevent  the  Government 
from  getting  all  the  money  it  needs.  He  spoke  about  the  increased 
tax  that  that  company  and  its  subsidiary  companies  will  pay — a 
million  dollars  at  least — this  next  year.  We  are  not  speaking  about 
that.  What  we  object  to,  and  what  I  w^ant  to  call  your  attention 
to,  is  the  precedent  that  is  being  established  of  taxing  sales  of  ciga- 
rettes for  export.  It  is  a  reversal  of  the  policy  of  the  Government 
as  established  during  the  Civil  War  and  subsequent  to  the  C'ivil  War. 
The  tax  last  year  amounted  to  about  $25,000. 

In  talking  with  one  of  the  directors  of  the  company  he  said  they 
never  had  any  hearing  before  the  Ways  and  Means  (^onnuittee  and 
they  were  sure  this  thing  was  stuck  in  in  both  cases  through  inad- 
vertence; that  it  was  not  the  intention  to  tax  sales  of  tobacco  for 
export-  The  bill  clearly  says  so.  It  does  not  say  "  for  export,"  but 
it  says  '*  computed  on  the  basis  of  the  sales  for  the  preceding  year 
ending  June  30.-'    It  does  not  say  "  domestic  sales." 

The  Chairman.  That  is  the  point  you  are  making? 

Mr.  Martin.  That  is  all. 

The  Chairman.  You  think  it  ought  to  be  reduced  to  the  extent 
of  the  sales  that  go  into  export? 

Mr.  Martin.  That  ib  all.    It  is  just  simply  a  part  of  the  businc^ss. 

I  would  like  to  say  one  other  thing  so  as  to  justify  my  appearing 
here.  • 

Some  time  ago  the  Railroad  Administration  fixed*  a  rate  on  this 
>ame  tobacco,  most  of  which,  as  I  say,  goes  to  China — and  incidentally 
I  might  say  that  I  have  a  report  here  showing  that  the  competition 
that  Japan  is  putting  up  against  this  company  is  simply  enormous, 
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and  the  increase  in  Japanese  business  in  China  is  rapidly  superseding 
this  company's  business.  But  what  I  wanted  to  say  is  this :  It  is  not 
the  amount  of  money  involved  that  I  am  driving  at;  that  is  a  small 
part  of  it ;  but  if  this  precedent  is  established  it  will  mean  the  re- 
versal of  the  Government's  policy  heretofore.  Another  thing  is 
that  possibly  some  question  of  constitutionality  is  involved  in  regard 
to  Congress  having  authority  to  impose  a  tax  on  articles  exported 
from  a  State.  I  am  not  emphasizing  that,  nor  the  money  end  of 
it ;  but  I  will  say  that  the  last  experience  we  had  with  the  Railroad 
Administration  is  nothing  short  of  appalling.  I  will  give  you  a 
synoposis  of  it. 

The  rate  on  a  carload  of  cigarettes  from  Petersburg  to  the  Pacific 
coast  points  was  $400 — a  dollar  a  hundred — 40,000  pounds  to  a  car- 
load. This  company  ships  exclusively  in  carloads.  Without  any 
hearing  or  without  any  investigation  that  we  can  find  out,  the  Rail- 
road Administration  shoved  the  rate  up  to  $1,200  a  car.  Mr.  Duke 
said  he  would  move  his  business  out  of  the  country;  he  would  not 
stand  for  it. 

I  took  the  matter  up  with  Judge  Chambers  and  Judge  Proutv. 
They  cut  the  rate  from  $1,200  to  $600.  That  is  the  rate  effective 
since  July  1. 

So  far  as  this  taxation  of  sales  of  tobacco  for  export  is  concerned, 
that  has  not  been  the  policy  heretofore  of  the  Government.  The 
only  case  they  did  that  is  when  the}'  stuck  this  25  cent  tax  on  as  a 
means  of  identifying  the  tobacco.  The  constitutional  view  is  to 
exempt  that. 

I  will  say,  further — and  I  do  not  want  to  be  misunderstood — ^that 
I  am  interested  in  it  because  my  town  is  interested  in  it,  and  I 
believe  this  thing  is  an  inconsistent  attitude,  at  least  a  reversal; 
I  will  not  say  inconsistent.  It  is  absolutely  a  reversal  of  the  policy 
heretofore  established. 

This  company  has  a  branch  in  Richmond,  one  in  Petersburg,  and 
one  in  Norfolk.  They  employ  about  seven  or  eight  thousand  people. 
I  am  not  asking  relief  because  of  that  fact.  I  am  not  asking  it  on 
the  basis  that  the  company  will  save  a  little  money  by  it.  I  am 
not  asking  it  on  the  ground  that  we  want  to  keep  our  people  em- 
ployed. I  want  it  on  bigger  ground  than  that.  I  say  if  the  policy 
of  this  Government  is  announced  in  this  bill  and  the  (government 
persists  in  taxing  exports,  when  the  exclusive  business  of  that  com- 
pany is  export — this  company  does  not  sell  a  dollar's  worth  of 
cigarettes  in  the  United  States— j-they  can  get  cheaper  labor  in 
China;  their  jnarket  is  in  China,  and  thev  can  move  to  China.  Mr. 
Duke,  president  of  the  company,  has  advocated  it.  He  has  only 
been  held  back  by  his  directors,  most  of  whom  are  Virginians  and 
North  Carolinians,  who  want  him  to  keep  his  business  in  this 
country.  This  company  would  lose  at  least  a  million  dollars  in  the 
next  12  months. 

Senator  Smoot.  I  want  to  say  this,  Mr.  Martin,  that  this  is  not  an 
export  tax.  This  is  a  tax  upon  sales  made  in  the  United  States.  I 
think  there  is 'quite  a  difference  when  you  come  to  a  question  of 
law  between  the  imposition  of  an  export  tax  which  is  against  the 
Constitution  and  a  tax  upon  sales,  whether  it  be  made  to  a  local 
concern  or  whether  it  be  made  to  a  foreign  concern.  It  is  a  question 
of  a  sale  tax.    It  is  worthy  of  consideration,  though. 
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The  Chairman.  Yes :  I  think  the  committee  fully  understands  the 
point. 

Mr.  Martin.  If  every  dollar's  worth  of  its  business  is  done  abroad, 
thev  bring  it  back  and  spend  it  in  this  countr}^  of  course. 

Senator  Smoot.  I  am  aware  of  that. 

Mr.  Martin.  Of  course  you  admit  that  it  is  simply  a  matter  of 
the  diflference  between  six  and  half  a  dozen,  if  you  put  in  there 
•*  sales  for  domestic  consumption."  But  the  point  is  that  it  might 
come  up  as  to  whether  that  sale  was  effected  in  this  country 

The  Chairman.  I  think  the  committee  fully  understands  your 
point  and  appreciates  it.  We  will  give  it  close  consideration.  But 
I  do  want  to  say  in  connection  with  your  suggestion  that  Mr.  Duke 
is  threatening  to  move  over  to  China 

Mr.  Martin.  They  have  a  factory  there  now. 

The  Chairman.  Some  tobacco  manufacturers  of  this  countrv 
moved  over  to  Japan,  and  within  a  very  short  time  after  they  got 
over  there  and  installed  their  plants,  Japan  commandered  them. 

Mr.  Martin.  They  practically  forced  them  to  sell,  but  they  sold 
at  a  good  price.  Aiia,  by  the  way,  it  is  those  factories  there  that 
ore  pFoducinff  the  competition  that  this  country  is  up  against  now. 

Senator  Thomas.  Then  Mr.  Duke  and  his  people  are  indirectly 
responsible  for  it. 

Mr.  Martin.  Xo,  sir;  they  are  not  indirectly  responsible  for  it. 
They  had  no  choice. 

Senator  Nugent.  Did  your  company  recently  make  an  appeal  to 
the  Government  to  protect  them  in  some  way  in  their  tobacco  trade 
with  China,  which  amounts  to  thirty  millions  a  year? 

Mr.  Martin.  Several  matters  have  come  up  in  connection 
with  it 

Senator  Nugent.  I  saw  a  statement  in  the  newspapers  some  time 
since  to  the  effect  that  your  company  had  appealed  to  tne  Government 
to  protect  them  in  the  tobacco  traae  in  China,  which,  according  to 
that  newspaper  statement,  amounted  to  something  like  $30,000,000  a 
year.     Is  that  correct? 

Mr.  Martin.  I  should  think  it  would  be  around  about  that. 

The  Chairman.  It  was  reported  at  that  time,  I  think,  that  the 
Japanese  had  gotten  a  foothold  in  China  so  far  as  the  tobacco  trade 
was  concerned,  and  they  were  agitating  with  a  view  to  getting  China 
to  adopt  the  sjune  policy  that  Japan  had  adopted;  that  is,  to  take 
over  tne  tobacco  trade  and  commandeer  private  factories  located 
there. 

Senator  Xugent.  I  have  read  something  about  the  matter,  but 
ray  recollection  is  indistinct. 

Mr.  Martin.  Could  I  just  file  this  letter? 
.The  Chairman.  Yes. 

(The  letter  referred  to  is  here  printed  in  full,  as  follows:) 

September  9,  1918. 
My  l>EAn  Senatok  Sei»tlnn  408  of  the  revenue  art  of  1916  provides  for 
sperial  taxes  to  be  paid  by  nianufaoturers  of  tobacco  and  certain  tobacco 
product  A.  which  taxes  arc  to  be  computed  on  the  basis  of  the  amount  of  sales 
of  mich  products  by  the  manufacturer  during  tlie  prec»edlnp  fiscal  year.  Article 
I  of  the  Constitution  provides  that  "  no  tax  or  duty  shall  be  laid  on  articles  ' 

exported  from  any  State."  As  you  probably  Icnow.  our  exi>orts  of  tobacco  and 
tobacco  products  are  very  sulistantial  and  If  the  taxes  referred  to  are  to  be 
computed  on  export  snle«  as  well  as  domestic,  it  may,  if  increased  as  proposed 
In  the  present  revenue  bill,  pmve  quite  a  deterring  factor  In  our  export  trade. 
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I  find  that  In  connection  with  section  600  of  the  revenue  act  of  October  3,  1917, 
the  Assistant  Secretary  of  the  Treasury  lias  approved  a  ruling  of  the  Commis- 
sioner of  Internal  Revenue  (T.  D.  2739)  which  holds  that  the  tax  imposed  by 
said  section  upon  the  siile  of  automobiles  and  other  enumerated  articles  is  not 
applicable  to  such  articles  when  normally  exported.  It  seems  to  me  that  th.o 
two  taxes,  while  of  a  somewhat  different  nature,  are  both  in  essenco  taxe^s  on 
sales  of  certain  products  as  such,  subject  to  the  same  reasoning  as  respect!*  the 
distinction  between  export  and  domestic  sales.  Unfortunately,  lu-wcver,  ihe 
Commissioner  of  Internal  Revenue  has  not  yet  ruled  that  the  tax  pro\ided  for 
in  section  406  of  the  act  of  1916  should  be  computefl  on  the  basis  of  domestic  sales 
only.  For  this  reason,  I  think  it  desirable  to  bring  to  the  attention  of  your  com- 
mittee the  effect  of  this  tax  provision  as  at  present  applied,  with  the  thought 
that  perhaps  it  will  be  found  advisjdile  to  insert  a  clause  in  the  present  bill 
si)eciflcally  exempting  export  sales  from  the  imposition  of  the  tax  in  question. 

As  an  instance  of  tlie  i)ossible  working  of  such  a  provision,  if  thin  is  not 
done,  I  may  cite  the  case  of  a  very  large  manufacturer  of  cigarettes  in  this 
country,  whose  total  output  is  exported,  not  a  single  cigarette  being  sold  in 
this  country.  The  tobacco  consumed  and  the  labor  and  materials  used  in  the 
manufacture  of  the  cagarettes  are  entirely  domestic,  and  the  industry  is  there- 
fore one  that  might  be  considered  a  very  desirable  adjunct  to  this  country. 
The  larger  part  of  the  company's  output  is  sold  in  China,  where  it  is  meeting 
very  strong  competition  from  Japan,  one  of  the  big  disadvantages  of  the 
domestic  company  being  the  increased  cost  of  transportation.  The  price  at 
which  the  cigarettes  may  be  sold  to  the  average  Chinese  consumer  is,  as  you 
can  readily  imagine,  one  that  allows  of  a  very  slight  profit,  and  this*  small 
profit  is  only  overcome  by  the  amount  of  sales. 

If  the  present  provision  in  the  revenue  bill  under  consideration  by  the 
Finance  Committee  should  go  into  effect,  this  company  would  have  to  pay  at 
the  rate  of  6  cents  for  every  thousand  cigarettes  or  fraction  thereof  exported, 
or  in  the  neighborhood  of  $100,000  per  annum.  This  additional  burden  Is  so 
great  that  it  might  be  the  cause  of  transplanting  the  Industry  from  this 
country  to  China  or  some  other  country  where  the  taxation  is  not  so  heavy. 
In  the  event  that  such  should  happen  we  should  not  only  lose  a  very  profitable 
portion  of  our  export  business  and  a  market  for  a  large  part  of  home-grown 
tobacco  and  six  or  seven  thousand  employees,  but  also  the  revenue  resulting 
from  the  oix^rations  of  the  company  in  the  nature  of  stamp  taxes.  Income 
taxes,  and  other  tax  charges.  I  appreciate  that  this  is  an  extreme  instance, 
but  it  seems  to  me  that  the  effect  of  this  tax  on  our  total  export  business  is 
likely  to  be  quite  considerable. 

As  of  possible  interest  in  this  connection,  I  hand  you  herewith  a  copy  of 
Commerce  Reports,  issue  of  August  22,  1918,  and  call  your  attention  to  the 
article  on  page  720  thereof,  which  indicates  the  competition  from  Japan  that 
our  manufacturers  of  tobacco  and  tobacco  products  are  already  meeting  in 
China. 

Very  truly,  yours, 

Thxjbman. 
Acting  Secretary. 

Hon.  F.  M.  Simmons, 

Cfiairm/in,  Finance  CommitteCy 

United  States  Senate,  Washington^  D.  C. 

Mr.  Martin.  There  is  one  paragraph  that  I  would  like  to  read 
from  the  Commerce  Reports  (reading) : 

INCREASING  TRADE  IN   JAPANESE  TOKACCO. 

(Excerpt  from  Japan  Advertiser  of  July  18.  tranamitted  by  Conaul  General  George 

H.  Scldmore,  Yokohama.) 

The  tohacco  trade  of  Japan  in  China  and  some  otjier  Asiatic  countries  la 
helieved  to  have  a  fair  prospect  in  spite  of  formldahle  competition.  The  rate 
of  increase  since  the  war  began  is  apparently  a  support  of  this  belief. 

The  export  of  Japanese  tobacco  is  principally  made  through  a  company 
organized  for  that  purpose  and  the  principal  market  is  in  China  and  the  South 
Pacific.  Loaf  tohacco  has  been  so  far  favored  by  foreign  buyers,  but  the  ship- 
ment of  cigarettes  is  Increasing  rapidly,  and  sometimes  Chosen  has  to  be  drawn 
on  to  make  good  the  shortage  in  domestic  goods. 

As  to  the  prospect  it  is  said  by  a  tobacco  man  that  in  China  the  British- 
American  Tobacco  Co.   holds  a  controlling  position  with  its  offer  of  better 
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tobacco,  and  Japan  seems  to  have  no  chance  to  improve  Its  position,  but  the 
prolongation  of  tlie  war  is  seen  to  be  in  favor  of  Japan.  With  the  further 
reduction  in  space  for  tobacco,  foreign  goods  will  come  on  the  market  less 
actively  and  Japanese  goods  may  we<lge  Iji.  Japanese  hope  that  in  a  year 
or  two  Japanese  tobacco  will  hold  China's  market  eqully  with  foreign  goods; 
that  it  may  even  outrival  foreign  goods. 

The  Chairman.  Is  there  any  other  gentleman  who  desires  to  be 
heard  this  morning? 

Senator  Dillingham.  Mr.  Chairman,  I  would  like  to  submit  this 
letter  from  the  Estey  Organ  Co.,  to  be  copied  into  the  record. 

The  Chairman.  Very  well. 

(The  letter  referred  to  is  here  printed  in  full,  as  follows:) 

Estey  Organ  Co., 
^  Brattleboro,  Vt.,  September  4,  1918, 

Hon.    W.    P.    DlIXINOHAM, 

United  States  Senate, 

Washington,  D.  C, 

My  Deab  Senatob  :  Will  you  permit  me  to  state  a  few  facts  and  opinions  in 
reference  to  the  proposed  tax  of  10  per  cent  on  the  selling  price  of  pipe  organs? 

Pipe  organs,  as  you  Itnow,  are  to  a  very  large  extent  installed  in  churches 
and  are  an  essential  part  of  the  public  worship. 

The  usual  procedure  in  the  purchase  and  installation  of  a  pipe  organ  Is  a 
long  process,  ordinarily  beginning  with  agitation  among  the  members  of  the 
church  for  in>proved  nnisical  worsldi),  resulting  in  a  subscription  and  campaign 
among  the  members  for  the  raising  of  funds.  Sometime  early  in  the  process 
the  manufacturer  of  pipe  organs  Is  consulted  and  a  fairly  definite  plan  is 
mapped  out  as  to  the  requirements  of  the  church  and  the  fund  to  be  raised 
to  meet  that  requirement. 

I  will  not  burden  you  with  attempting  to  go  Into  the  details  of  this,  as  un- 
doubtedly you  understand  it,  having  had  experience  probably  in  this  matter. 
In  short,  a  fund  is  usually  raised  and  an  organ  bought  accordingly. 

Pipe  organs  are  manufactured  and  sold  on  a  very  small  margin  of  profit.  Our 
experience,  extending  over  many  years,  has  shown  us  that  there  is  considerably 
less  than  10  per  cent  profit  over  the  net  cost  of  production  and  at  the  present 
time  it  is  a  very  diflScult  matter  to  make  cost  and  price  meet.  In  many  in- 
Btances,  owing  to  increased  cost  of  material,  our  experience  shows  a  decided  loss 
on  individual  sales. 

It  is  evident  that  the  manufacturer  can  not  carry  a  10  per  cent  tax  on  the 
selling  price  of  an  organ  and  it  will  have  to  be  ultimately  passed  on  to  the  public, 
and  in  view  of  the  way  funds  are  raised  for  the  purchase  of  organs,  it  seems 
more  than  likely  that  a  tax  of  10  per  cent  will  practically  kill  the  organ  business 
in  this  country  during  the  war,  as  it  would  be  most  difl[icult  to  go  back  to  the 
communities  and  get  them  to  raise  additional  funds  under  present  conditions. 

A  very  large  proportion  of  the  skilled  craftsmen  employed  in  the  production 
of  church  organs  are  men  advanced  in  years.  The  majority  of  our  best  me- 
chanics are  men  of  from  50  to  60  years  and  over.  These  men  can  not  readily 
adapt  themselves  to  other  work. 

It  does  not  seem  to  me  that  it  is  an  exaggeration  to  assume  that  church 
organs  are  to  a  certain  extent  essential  to  the  national  welfare  and  interests  of 
the  public,  on  account  of  the  use  to  which  they  are  put. 

I  would  not  think  of  making  a  protest  against  a  tax  of  musical  instruments  in 
general,  but  I  believe  church  organs  should  not  be  placed  in  this  class. 

I  do  not  know  whether  you  would  care  for  a  schedule  of  figures,  showing  cost 
of  production  and  selling  prices,  but  if  it  would  be  of  any  benefit,  I  shall  be  glad 
to  supply  them.  Of  course  I  would  have  to  make  the  figures  up  from  my  own 
experience,  as  those  w*ould  be  the  only  ones  available  to  me. 

I  shall  greatly  appreciate  your  bringing  this  matter  to  the  attention  of  the 
Committee  on  Finance  when  they  are  considering  the  new  revenue  bill. 
I  am.  very  respectfully, 

•  J.   E.    ESTKY. 

The  Ciiatkman.  If  there  is  no  one  else  who  desires  to  be  heard,  the 
committee  will  stand  adjourned  until  to-morrow  at  10.30  o'clock  a.  m. 

(Whereupon,  at  12  o'clock  noon,  the  committee  adjourned  to  meet 
at  10.30  o'clock  a.  m.  to-morrow,  Tuesday,  September  10,  1918.) 
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TUESDAY,  SEPTEMBEB  10,  1918. 

United  States  Senate, 
Committee  on  Finance, 

Washington^  D»  C, 

The  committee  met,  pursuant  to  adjourmnent,  at  10.30  o'clock 
a.  m.,  in  the  committee  room,  Senate  Office  Building,  Senator  F.  M. 
Simmons  presiding. 

Present:  Senators  Simmons  (chairman),  Smith,  Thomas,  Jones, 
Gerry,  Nugent,  Penrose,  Lodge,  McCumber,  Smoot,  Dillingham, 
Townsend. 

The  committee  resumed  consideration  of  the  bill  (H.  R.  12863) 
**  to  provide  revenue,  and  for  other  purposes." 

The  Chairman.  We  will  hear  Mr.  A.  F.  Thomas  this  morning. 
Mr.  Thomas,  whom  do  you  represent? 

income  tax. 
STATEMENI:  OF  MB.  A.  F.  THOICAS,  OF  LTNCHBTTBO,  VA. 

Mr.  Tho3ias.  T  represent  no  particular  interest  in  this  matter. 

Senator  Penrose.  To  what  phase  of  the  bill  do  you  address  your- 
self? 

Mr.  Thomas.  The  income  tax. 

Senator  Penrose.  Are  you  an  attorney? 

ilr.  Thomas.  No,  sir. 

Senator  Pknrosk.  In  what  business  are  you? 

Mr.  Thomas.  I  am  interested  in  manufacturing. 

Senator  Penrose.  What  kind  of  manufacturing? 

Mr.  Thomas.  The  manufacture  of  wagons.  Mr.  Chairman,  in 
looking  over  the  list  of  distinguished  Senatoi*s  who  compose  this 
committee,  I  feel  particularly  fortunate  in  having  such  a  lorum  in 
which  to  present  my  cause.  \  can  not  undertake  to  impress  you  with 
authority,  but  shall  try  to  appeal  to  your  reason,  to  your  sound  judg- 
ment, to  your  common  sense,  to  your  patriotism,  to  your  democracy 
and  your  republicanism,  because  those  two  terms  in  their  general 
sense  are  synonymous. 

I  shall  crave  the  indulgence  of  this  committee  for  permission  to 
present  the  matter  I  have  in  hand  in  an  uninterrupted  way. 

Senator  Thomas.  How  much  time  do  you  want? 

Mr.  Thomas.  I  think  it  wiU  take  about  an  houif  and  a  half. 

The  Chairman.  We  can  not  allow  you  that. 

Mr.  Thomas.  I  am  perfectly  willing  to  begin  the  reading  and 
leave  the  committee  to  decide  as  to  the  time. 
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The  Chairman.  We  have  not  thought  of  giving  any  one  person 
any  such  time  as  that.  We  would  not  get  through  these  hearings  in 
six  weeks  if  we  did. 

Mr.  Thomas.  I  am  perfectly  willing  to  accept  the  judgment  of 
your  committee  in  that  matter.  If  j^our  committee  thinks  proper  to 
stop  me  at  any  time,  I  am  entirely  willing  to  stop. 

The  Chairman.  I  think,  in  view  of  what  you  have  said,  that  it 
would  be  better  for  you  to  fix  a  time,  because  we  would  not  want  to 
interrupt  you  in  the  middle  of  your  discussion.  We  want  to  give 
you  ample  opportunity  to  present  your  views  concisely,  and  you  will 
present  them  more  concisely  if  you  are  limited  than  you  would  if 
you  thought  you  were  going  to  have  an  hour  and  a  half. 

Mr.  Thomas.  As  I  said  before,  I  am  here 

The  Chairman.  I  do  not  think  we  can  hear  you  more  than  half  an 
hour.    That  is  as  much  time  as  we  have  given  anybody. 

Senator  Thomas.  How  many  of  these  gentlemen  present  expect  to 
be  heard  to-day  ?  We  have  quite  a  number  of  gentlemen  present  and 
they  may  be  here  for  the  purpose  of  being  heard  to-day.  If  that  is 
the  case,  Mr.  Chairman,  we  can  not  give  anybody  half  an  hour. 

The  Chairman.  I  have  requests  here  from  only  six. 

Mr.  Thomas.  I  have  devoted  a  great  deal  of  time  to  the  study  of 
this  question.  I  have  taken  up  the  governmental  and  economic  sides 
of  this  question,  and  I  have  not  yet  met  anyone  who  is  familiar  with 
the  income-tax  question  who-thinks  it  can  be  presented  in  20  minutes. 

Senator  Thomas.  I  may  say  that  some  of  the  members  of  this  com- 
mittee have  devoted  a  few  hours  of  their  time,  during  the  past  four 
years,  to  studying  this  question,  and  also  in  paying  tax  under  it,  so 
we  know  a  little  something  about  i't  oui*selves — ^just  a  little,  not  much. 

Mr.  Thomas.  I  have  not  the  slightest  doubt  that  you  know  a  groat 
deal  about  it.  At  the  same  time,  I  havethese  views,  and  if  the  com- 
mittee wish  to  hoar  mo,  I  should  be  very  glad  to  present  them. 

Senator  Penrose.  I  assume  the  gontieman  can  be  pennittod  to  file 
a  brief. 

The  Chairman.  That  has  been  stated  repeatedly. 

Senator  Penrose.  But  it  is  ridiculous  to  expect  the  committee  to 
listen  to  any  one  man  an  hour  and  a  half  on  any  phase  of  this  bill. 
If  we  did,  it  would  take  six  years  to  got  through  with  it. 

The  Chairman.  Of  course,  Mr.  Thomas,  as  Senator  Thomas  hab 
just  sai<l,  the  committoo  understands  something:  about  this,  and  we  do 
not  Avish  an  acadoniic  discussion  of  thi*^  question.  We  want  a  prac- 
tical discnission  of  the  bill  as  wo  find  it  written,  your  objections  to 
it,  or  your  atlvocacy  of  any  particular  part  of  it,  and  we  think  that 
if  you  will  make  an  etfort  to  condense  your  views  you  can  probably 
say  in  sul)^tanco  everything  that  you  want  to  say  to  U6  in  half  an 
hour;  and  that  is  all  we  want — a  direct,  concrete  statement  of  your 
views. 

Mr.  Thomas.  Mr.  Chairman,  if  you  will  allow  me.  I  think  I  couH 
present  what  I  want  to  present  in  the  time  we  are  taking  in  discuss- 
ing the  whys  and  wherefores  of  it. 

The  Chairman.  I  will  give  you  half  an  hour  from  this  time,  mnd 
we  will  try  not  to  internipt  you  any  more. 

Mr.  Thomas.  I  will  take* that,  and  just  let  the  committee  decide 
at  the  end  of  the  half  hour  whatever  thev  wish  to  do. 


TO  PEOVIDE  REVENUE  FOR  WAR  PURPOSES.  83 

Senator  Thomas.  We  have  decided  it  right  now.  At  the  end  of 
half  an  hour  we  are  going  to*hear  somebody  else. 

Mr.  Thomas.  That  will  be  all  right  with  me,  Mr.  Chairman. 

Senator  Thomas.  It  will  have  to  be. 

(Mr.  Thomas  thereupon  read  to  the  committee  from  his  briel, 
printed  at  the  end  of  his  statement,  during  the  reading  of  which  the 
lollowing  occurred :) 

Senator  Smoot.  Whatever  you  say,  I  take  it  for  granted  you  have 
in  that  paper.  What  I  would  like  to  do  would  be  to  have  you  now 
submit  your  paper  to  be  printed  in  the  record  just  as  if  you  had 
delivered  it,  and  then  I  would  like  to  ask  you  a  few  questions;  and 
I  think  we  could  get  more  information  that  way,  because  we  read 
your  paper  anyhow,  which  is  what  you  want.  It  is  not  the  mere 
question  of  taking  up  time. 

Mr.  Thomas.  No;  I  have  no  desire  to  take  the  time  of  the  com- 
mittee. 

Senator  Smoot.  You  have  only  a  few  minutes  more,  and  I  will 
ask  you  to  let  me  ask  you  some  questions,  because  I  want  to  get  some 
information. 

Mr.  Thoaias.  I  will  yield  to  the  wishes  of  the  committee  in  the 
matter. 

Senator  Smoot.  No;  your  wishes. 

Senator  Penrose.  I  would  like  to  remind  you,  Senator  Smoot,  that 
we  are  all  very  busy  men;  some  of  us  have  been  on  this  committee 
20  years  and  studied  the  thing  pretty  carefully,  and  an  academic 
paper  does  not  interest  the  committee  very  much. 

Mr.  Thomas.  I  thank  you,  Senator,  for  the  suggestion.  At  the 
same  time,  I  feel  that  there  are  some  things  that  the  committee  might 
hear  to  its  advantage. 

Senator  Penrose.  You  have  not  advanced  a  proposition  that  I 
have  not  been  familiar  with  for  the  last  15  years.  I  say  that  respect- 
fully to  you. 

^f^.  Thomas.  If  the  committee  desires  that  I  should  discontinue 
tho  roadinir  of  the  paper,  it  is  all  right  with  me.  I  want  to  put 
before  you.  however,  before  you  ask  a  question,  the  remedy  I  pro- 
pose, in  a  few  words. 

Senator  Smoot.  Very  well.  But  I  would  like  to  ask  you  a  few 
qiie<?tions. 

Mr.  Thomas.  I  should  be  very  glad  to  answer  your  questions  if 
I  can. 

Senator  Thomas.  You  can  put  your  manuscript  in  the  record,  and 
we  will  read  it. 

Mr.  Thomas.  I  have  no  pride  of  authorship,  and  I  will  submit  it 
any  way  that  will  suit  jrou.  I  want  to  say  that  the  principle  which 
I  undertake  to  explain  m  there  is  that  the  income  of  the  country  has 
been  selected  as  the  subject  of  taxation,  and  under  any  system  you 
may  devise  it  takes  a  certain  percentage  of  that  income.  You  can 
not  help  that.     That  is  obliged  to  be  a  fact. 

I  notice  Mr.  Kitchin  in  his  report  estimates  that  at  $10,000,000,000. 
To  raise  the  revenue  that  is  wanted  from  that  source  will  take  a 
uniform  tax  on  business  profits  of  about  33  J  per  cent.  As  I  say  in 
that  paper,  under  the  systems  they  propose  the  tax  ranges  from 
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four-tenths  of  1  per  cent  under  one  plan  to  37  per  cent  on  certain 
cases  cited  by  the  Secretary  of  the  Treasury.  Under  the  war-profits 
plan  it  ranges  from  1  per  cent  to  56  per  cent. 

I  hold  that  if  you  tax  the  sum  of  these  profits,  the  tax  should  be 
uniform  I  that  every  business  should  be  required  to  pay  the  same 
part  of  Its  net  earnings  that  other  businesses  are  required  to  pay; 
that  there  should  be  no  diflferentiation  in  the  rate  of  business  taxa- 
tion. It  should  be  the  percentage  upon  the  whole.  I  suggest,  in 
order  to  meet  the  views  of  the  Secretary  of  the  Treasury,  to  assist 
along  in  the  sale  of  bonds,  that  you  place  a  normal  tax  of  10  per  cent 
on  income  and  an  excess  tax  or  supertax  of  30  per  cent  on  income, 
which  would  be  equivalent  to  a  uniform  flat  tax  of  37  per  cent  on 
incomes. 

Senator  Smoot.  What  is  your  idea  as  to  exemptions  ? 

Mr.  Thomas.  None. 

Senator  Smoot.  None  at  all? 

Mr.  Thomas.  No.  All  business,  both  individual,  partnership,  and 
corporate,  would  come  under  that,  and  no  exemptions  from  it  at  all, 
except  perhaps  a  nominal  arbitrary  exemption  to  eliminate  incon- 
sequential incomes. 

Senator  Smoot.  Amounts  it  would  not  be  possible  to  collect  ? 

Mr.  Thomas.  To  seriously  affect  the  situation. 

Senator  Smoot.  That  would  cost  more  to  collect  than  they  would 
amount  to  ? 

Mr.  Thomas.  Yes. 

Senator  Thomas.  Would  you  exempt  benefactions  to  hospitals  and 
schools  and  other  public  institutions  ? 

Mr.  Thomas.  That  would  come  in  the  nature  of  arriving  at  the 
income,  and  I  would  exempt  those  charitable  institutions.  That  does 
not  come  in  the  tax  plan.  My  idea  was  a  uniform  tax,  and  then,  of 
course,  reasonable  exemptions  under  the  general  plan.  That  is  a 
detail.  I  would  exempt,  and  I  think  there  ou^ht  to  be  exempted,  all 
gifts  for  public  purposes;  that  is,  of  a  puolic  nature.  I  would 
exempt  anything  that  happened  to  be  for  war  purposes,  whether 
direct  or  indirect,  as  it  is  a  governmental  purpose.  All  beneficial 
and  charitable  enterprises  should  be  exempted. 

However,  I  see  in  the  bill  a  provision  that  I  think  is  rather  broad 
there.  In  the  Kitchin  bill  I  notice  that  they  exempt  all  income  of 
corporations  organized  for  charitable  purposes.  A  good  many  of 
them  may  be  run  on  their  income,  and  not  on  these  donations,  and 
the  effect  of  that  would  be  to  increase  the  endowment.  I  do  not 
know ;  I  have  not  had  time  to  examine  it,  and  have  not  had  the  op- 
portunity. But  it  may  be  that  some  of  those  corporations  are  so 
organized  that  they  may  be  disorganized  and  become  the  property  of 
the  people  who  started  them.  In  that  case  they  would  furnish  a 
most  convenient  receptacle  for  income  taxes  until  the  clouds  blow 
away. 

The  Chairman.  Your  time  has  expired. 

Mr.  Thomas.  Mr.  Chairman,  I  am  perfectly  walling  to  get  out  of 
the  way. 

Senator  Smoot.  Leave  your  brief  with  the  reporter. 

Mr.  Thomas.  Yes,  sir. 
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(The  brief  submitted  by  Mr.  Thomas  is  here  printed  in  full,  as 
follows:) 

INCOME-TAX  LEGISLATION. 
By  A.  F.  Thomas,  Lynchburg,  Va. 

Thomas  I'ayiie  opened  his  brochure  "The  Crisis"  with  tlie  memorable  obser- 
ration,  *'  These  are  the  times  that  try  men's  souls,"  which  is  entirely  applicable 
to  our  present  situation.  It  Is  patent  even  to  the  casual  observer  that  the 
LTnlted  States  of  America  has  assumetl  world  leadership,  with  its  tremendous 
power  and  equaUy  tremendous  responsibilities.  History  offers  no  parallel; 
past  experience  dwindles  into  insignificant  incident;  there  is  no  trail  to  follow; 
we  must  blaze  the  way  as  we  jro.  Never  since  the  dawn  of  human  history  has 
the  world  been  confronted  with  such  gigantic  problems,  ui)on  the  correct 
solution  of  which  depends  the  hoi)e  of  future  well-being.  The  situation  pre- 
sents a  ringing  challenge  to  the  leaders  of  the  world,  and  never  before  was- 
there  so  great  need  of  patriotic  purpose  and  constructive  ability  of  the  highest 
order.  The  Congress  is  undertaking  to  do  that  which  has  never  been  done* 
before  on  so  trememlous  a  scale.  It  has  wisely,  I  think,  determined  to  appor- 
ti<Mi  the  burden  of  this  war,  so  far  as  possible,  between  the  present  and  the 
future,  and  perhaps  never  before  has  a  larger  i)ercentage  of  the  costs  of 
similar  undertakings  been  put  upon  a  cash  basis.  1  have  no  criticism  to  make 
either  of  the  purinxse  or  the  judgment  displayed  In  making  this  division.  It  is 
generally  understood  that  It  Is  the  purpose  of  the  Congress  to  raise  $^,000,000,000 
by  taxation,  a  large  part  of  which  Is  to  come  from  business  profits  and  personal 
income.  The  question  before  the  Congress  to-day  does  not  touch  this  purpose* 
It  is  con(e<ie<l  that  the  amounts  desired  from  these  sources  can  be  raised 
by  either  of  the  methods  that  have  so  far  been  suggested  and,  tlierefore,  the 
problem  before  us  is  not  one  of  providing  revenue.  The  task  at  hand  is  to  pro- 
vide a  method  of  equitable  apportionment  of  the  burden  between  the  individuals 
and  units  of  business  that  must  met»t  these  large  demands  of  the  Government. 
To  stress  the  point :  The  thing  to  be  done  Is  to  provide  a  method  of  taxing 
business  and  personal  income  that  will  conform  to  sound  economic  principles 
and  be  essentially  just  to  the  different  taxpayers. 

It  has  been  e.stlmatedthat  the  business  of  the  country  will  receive  this  year 
an  income  of  something  over  $l),0(M),0(K).(MKj,  out  of  which  the  (Jovernment,  if  the 
meth(Hl  is  fair,  can  collect  the  amount  required  without  seriously  interfering 
with  the  eflicient  conduct  of  business.  It  is  more  important  just  now  to  concera 
ourselves  with  the  effects  which  a  particular  method  may  superinduce  than  to 
con.sider  the  amounts  to  be  paid  by  any  particular  taxpajer  or  cla.ss  of  tax- 
payers, for  of  all  times  the  present  and  the  iumiediate  future  are  least  opportune 
to  invite  industrial  and  financial  disturbances. 

With  the  total  amotmt  of  revenue  nee<led  assured,  (\)ngress  can  well  afford  to 
devote  Its  attention  to  the  economic  and  sociologUal  effects  of  the  methods  pro- 
posed before  enacting  them  Into  law.  lie  who  :issumes  that  the  conduct  of  the 
war  and  the  provision  for  funds  to  pay  its  costs  are  the  only  essential  factors^ 
has  only  a  partial  conception  of  the  situation  and  should  be  remlnde<l  that  wheu 
the  great  purpo.se  to  which  this  Nation  has  unreservedly  committed  its  lives  and 
fitrtunes  has  Ikmmi  acconqilished  and  the  peace  terms  shall  have  been  dictated 
by  the  allies  at  Berlin,  there  will  still  remsiin  the  problems  of  reconstruction  and 
readjustments  that  will  call  for  the  l)est  statesmanship  of  all  the  world  If  our 
hopes  of  democratic  development  are  to  be  realized.  The  point  is  that  we  should 
not  only  provide  a  method  of  rai.sing  the  necessary  revenue,  but  what  is  of 
equal  and  perhaps  of  more  imiiortance,  we  should  so  provide  it  that  the  opera- 
tion of  the  plan  will  be  in  consonance  with  the  demands  of  justice  and  sound 
economic  principles. 

Discussion  of  income-tax  legislation  suggests  a  division  of  the  subject  into 
taxation  of  business  income  and  taxation  of  per.sonal  Income.  The  principles 
applying  to  these  classifications  are  different.  The  method  which  with  entire 
propriety  might  be  employed  for  one  of  tliem  would  not  be  permissible  for  the 
other.  It  Is  to  be  said,  too,  that  income  taxation  in  this  country  is  as  yet  in 
an  embryonic  sUite  and  there  is,  therefore,  the  greater  reason  that  the  ground- 
work of  the  system  should  be  well  considered  now  in  order  to  avoid  unfortunate 
results  in  the  future.  Empiricism  is  always  risky  and  sometimes  dangerous. 
It  is  well,  too,  to  stress  the  fact  that  the  Income  tax  Is  a  highly  efficient  Instru- 
ment which  can  be  used  with  equal  facility  to  promote  well-being  or  to  rob 
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mercilessly  the  class  against  which  it  may  be  directed.  It  is  opportune,  too,  to 
point  out  to  the  rich  and  powerful  that  the  misuse  of  power  by  them  to  secure 
favors  would  establish  an  extremely  dangerous  precedent  which  may  be  used 
against  them  at  some  future  time  when  perchance  they  no  longer  shall  be  so 
potent  in  shaping  the  public  policies  of  the  Nation.  Being  most  vulnerable  on 
account  of  having  most  to  lose,  it  behooves  them  to  do  their  utmost  to  Insure 
the  legitimate  and  just  use  of  this  instrument  of  taxation.  Clearly  in  their  own 
Interest,  they  should  seelt  no  special  favor  for  themselves  nor  willingly  submit 
to  the  adoption  of  any  plan  that  conferred  it  upon  others. 

TAXATION  OF  BUSINESS  INCOME. 

Business,  whether  conducted  under  the  individual,  partnership,  or  corporate 
form,  is  a  social  Instrument.  Society  i)ermits  it  in  order  to  get  the  service  it 
renders.  Conducted  under  private  initiative  it  is  a  privilege,  the  conditions 
of  which  it  is  perculiarly  the  duty  of  government  to  prescribe.  The  public 
good  is  the  standard  by  which  the  legislature  sliould  be  guided  in  limiting  Its 
operation  or  restricting  its  opportunities.  The  Government  in  taxing  it  uses  It 
as  an  instrument  to  collect  the  tax  from  the  public  it  serves.  It  Is  a  modern 
application  of  the  Chinese  and  Roman  customs  of  farming  out  the  taxing  func- 
tion. A  tax  upon  business  whatever  form  the  Imposition  may  take  is  an  excise 
tax  on  privilege.  If  it  is  made  a  tax  on  net  earnings  the  theory  assumes  that 
the  net  earnings  of  the  business  of  the  country  is  a  unit,  and  from  this  sum  of 
business  profits  a  certain  i^ercentage  is  taken  for  public  use.  Not  only  is  this  an 
assumed  theory  but  it  is  a  practical  fact.  Even  Congress  with  all  ItB  power 
by  any  device,  however  ingenious,  can  no  more  alter  this  result  than  Us  en- 
actments could  make  2  plus  2  equal  5.  What  it  can  do  is  to  devise  a  plan 
for  apportionment  of  the  tax  between  the  different  units  of  business  equitably 
or  Inequitably.  In  the  past  It  has  done  It  Inequitably,  and  If  certain  proposed 
methods  are  adopted  It  will  make  the  division  of  the  burden  still  more  In- 
equitable. 

It  must  be  understood  that  business  Is  not  a  taxpayer.  It  Is  a  tax  shifter. 
Without  a  clear  understanding  of  the  principle  of  tax  diffusion  it  Is  hardly 
possible  to  arrive  at  a  satisfactory  cimclusion  on  the  .subject.  Business  under 
private  initiative  Is  dependent  upon  profit  for  its  growth,  capacity  for  service, 
and  Its  life.  Without  it  it  must  cease  to  serve  and  die  of  inanition.  Profit 
being  its  lifeblood  whatever  lessens  it  becomes  at  once  a  matter  of  vital  <Sm- 
cern.  Business  seeks  to  lessen  expense,  to  keep  taxes  at  the  lowest  rate,  and 
to  Increase  earnings  In  every  permissible  way,  and  sometimes  in  ways  that  are 
not  justifiable  either  In  law  or  morals. 

That  the  power  to  tax  is  the  power  to  destroy  Is  perhaps  more  true  of  1)u.«sl- 
ness  than  other  things.  As  so<m  as  the  tax  Imposed  becomes  too  heavy  to 
shift  with  facility  business  like  a  tinnl  beast  begins  to  slacken  Its  spe^nl,  nn<l 
if  the  burden  it  made  sufficiently  heavy  it  will  stop  altogether.  Manifi»stly, 
then,  the  wise,  prudent,  and  just  thing  to  do  is  to  pla<*e  uik)ii  busint^s  n  tax 
that  will  yield  all  the  revenue  possible  without  lowering  its  productive  efflcien<*y 
and  further  to  provide  a  plan  so  equltnble  that  earli  separate  business  will 
only  l)e  called  upon  to  surrender  for  public  use  a  Just  proportion  of  Its  earnings. 

Having  seUn'ted,  as  the  Inctmie  tax  does,  the  profit  fund  of  the  c«)«ntry  as  the 
subject  of  taxation  the  cai>ital  invest»vl  furiiislies  no  standard  by  which  to 
measure  the  amount  of  the  tax,  because  there  is  In  this  ease  no  fixed  relation 
between  the  different  capitals  and  earni!i£:s.  Tbe  eamlnirs  theni««plves  furnish 
an  exact,  definite,  and  just  stan^hird  lenvins  neither  ju*«tifteation  nor  exeuw 
for  the  adoption  of  any  other.  If  we,  hyiKitheticjilly.  grant  thnt  capital  lnve«*f«l 
should  be  use<l  as  the  measure  of  tax  obligation,  common  Just1e<»  would  require 
that  the  exact  capital  of  each  taxpayer  should  be  a.s<vrtaine<l.  This  would 
necessitate  Government  audit  <»f  every  business  In  the  country  b»>side  whleh  the 
ascertaining  of  the  physical  values  of  the  railroads  would  apT>ear  a«  a  holiday 
diversion.  To  accept  less  than  such  an  audit  would  put  a  high  pn*mlam  u|xin 
every  stock- watering  scheme  that  has  Imhmi  foIst«»*l  In  all  the  past  uinm  a  inilllble 
public.  If  anything  appronchlne  a  fair  and  just  system  of  taxation  Is  to  bo 
rea!l7.e<l  the  use  of  capital  lnveste<l  or  prewar  earnings  as  a  standard  of  tux 
obligation  can  not  l»e  i>ermltte<l.  The  fact  that  I  wouhl  Impreiw  upon  tho  vt^vih 
mittee  Is  that  neither  the  war-proflts  plan  nor  the  excess- profits  plan  Is  ntotbloff 
more  than  an  excise  tax  on  profits. 
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The  objection  to  both  of  them  is  not  that  they  tax  profit  but  that  their 
standards  are  incorrect,  producing  an  inequality  of  apportionment  of  the  tax 
between  the  respective  taxpayers  that  is  unsound,  unfair,  and  unnecessary. 
The  war-profits  plan  with  a  flat  tax  on  so-called  war  profits  aims  to  restrict 
the  tax  to  that  part  of  the  profit  fund  derived  from  business  during  the  war 
that  may  be  in  excess  of  profits  obtained  at  some  period  anterior  to  the  war, 
while  the  excess-profit  plan  undertakes  by  exemption  and  graduation  to  take 
so  much  of  the  profit  fund  as  may  not  under  the  method  be  found  to  be  a  per- 
missible profit.  Both  are  similar  in  selecting  only  a  part  of  the  profit  fund 
rather  than  all  of  it  for  taxation.  Both  fail  to  grasp  the  broad  principle  that 
justifies  the  taxation  of  business  profits. 

Profit  is  social  tribute.  It  is  the  price  that  society  pays  for  its  deficiency 
in  organization.  Whether  the  public  reaches  it  through  price  regulation  or 
an  excise  tax,  it  is  the  attempt  to  minimize  the  exaction  to  the  extent  that 
the  public  good  may  require.  Upon  this  gi'ound  the  restrictive  action  may  go 
even  to  the  extent  of  destroying  all  profit  and  thereby  destroying  the  business 
if  the  public  good  is  subserved.  It  may  be  fairly  assumed  that  all  business 
permitted  to  operate,  to  the  extent  of  such  permission,  is  necessary  to  efllclent 
production  and  therefore  that  there  is  no  legislative  purpose,  either  by  retarda- 
tion or  acceleration,  to  regulate  commercial  and  industrial  enterprise  by  dic- 
crlminatory  taxation.  If  then  the  purpose  Is  to  use  business  as  an  Instrument 
for  the  collection  of  revenue  and  It,  in  order  not  to  interfere  with  economic  op- 
eration or  lessen  productive  Impetus,  is  to  be  disturbed  as  little  as  possible, 
it  is  highly  desirable  that  the  tax  should  not  be  in  excess  of  that  which  may  be 
shifted  with  facility  to  the  consuming  public.  The  importance  of  the  point  here 
demands  perfect  frankness. 

Whenever  the  tax  is  made  sufllciently  large  to  endanger  that  which  the 
manager  of  tiie  business  may  believe  to  be  a  necessary  return  to  take  care  of 
the  possible  losses,  the  normal  growth  of  the  business,  and  asatisfactory  return 
on  capital,  business  activity  will  begin  to  wane.  If,  too,  the  method  of  taxa- 
tion is  faulty  giving  some  businesses  advantage  over  others  It  degenerates  into 
legislative  sabotage,  throws  a  monkey  wrench  into  the  Nation's  industrial 
and  commercial  machinery,  and  Insures  the  abnormal  success  of  the  favored 
class  with  a  corresponding  destruction  of  those  adversely  affected  by  the  dis- 
crimination. 

Both  the  war-profits  and  the  excess-profits  plans  are  faulty  in  this  respect, 
as  I  shall  demonstrate  later  on. 

Both  of  the  above  plans  profess  to  be  hot  on  the  trail  of  that  elusive  character 
the  "profiteer."  whose  identity,  so  far,  has  not  been  definitely  determined,  ex- 
cept that  his  name  Is  Human  Nature  and  he  has  something  to  •sell.  It  does  not 
seem  to  alter  the  case  whether  the  article  for  sale  Is  a  bag  of  peanuts,  a  day's 
labor,  the  products  of  mines,  the  factory,  or  the  farm. 

WHAT  IS  PROFITEERTNG  ? 

Before  undertaking  to  use  the  power  to  tax  for  corretive  and  punitive  pur- 
poses It  is  proper  to  ascertain  the  true  nature  pf  the  evils  to  be  reached  and 
to  Inquire  further  whether  the  good  results  reasonably  to  be  expected  from  the 
proposed  remedy  will  likely  compensate  for  the  undesirable  effects  that  may 
follow  Its  application.  I^et  us  analyze  present  profits  to  see  if  they  are  alto- 
gether what  they  seem :  In  the  first  place  we  must  realize  that  money  stand- 
ard, whether  of*  dollars,  pounds,  f ranee,  or  marks.  Is  not  a  measure  of  value. 
It  is  only  a  means  of  expressing  the  ratio  of  values.  It  fluctuates  as  these 
ratios  change.    Weight  and  measures  are  standards  of  actual  value. 

The  pound  of  meat,  the  bushel  of  wheat,  and  the  yard  of  cloth  remain  the 
same,  however  much  the  values  as  expressed  In  money  may  change.  These 
values  are  the  same  now  that  they  were  before  the  war,  hence  to  ascertain  the 
real  change  that  has  taken  place  or  to  ascertain  the  increase  in  the  percentage 
of  profit  one  must  not  only  compare  the  nominal  profits  of  the  antewar  period 
with  those  of  the  present,  but  must  translate  both  of  them  Into  actual  values 
as  expressed  by  weight  or  measure,  and  the  difference  between  the  two  profits 
of  these  i>eriods  so  expressed  will  be  the  Increase  or  decrease  of  the  respective 
periods. 

To  illustrate:  If  the  profit-and-loss  account  for  1913  shows  a  credit  of 
$100,000,  while  that  of  1918  shows  $200,000,  the  difference  expressed  in  dollars 
would  be  an  increase  for  1918  of  $100,000,  or  100  per  cent,  which  would  make 
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the  business  fairly  eligible  to  the  conscienceless  profiteer  class.     We  find  tliat 
the  following  articles  have  advanced  since  1913  approximately  as  follows: 


Per  cent. 

Steel 140 

Lumber 100 

Oils 100 

Bolts  and  rivets 275 

Malleables 113 

Steel  axles 210 


Per  cent. 

Spring  steel 220 

Cotton  goods 200 

Common  labor 100 

Corn 150 

Wheat 100 


Groceries,  meat,  etc.,  the  Lord  only  knows  how  much.  If  the  average  is 
taken,  it  will  be  found  that  the  larger  nominal  profit  of  1918  will  not  purchase 
as  much  of  these  real  things  as  the  smaller  profit  of  1913.  Hence,  the  business 
profits  increased  in  nominal  value  but  decreased  in  real  value.  In  other 
words,  the  purchasing  power  of  money  has  been  reduced  more  than  half  since 
1913.  This  change  of  standard  under  which  prewar  debts,  salaries,  and  fixed 
incomes  shrink  while  most  other  things  soar  ushers  the  world  into  a  foors  para- 
dise in  which  it  disports  itself  in  a  way  that  would  do  credit  to  Bedlam. 

While  there  are  many  elements  entering  into  the  proposition,  the  main 
reasons  for  the  decline  in  the  purchasing  power  of  money  will  be  found  to  be 
the  enormous  destruction  of  property,  the  tremendous  inflation  of  currency, 
and  the  unprecedented  use  of  Government  credit  in  practically  all  countries. 
So  long  as  the  war  lasts  there  seems  to  be  no  reason  to  expect  any  Im- 
provement in  this  respect,  and  while  it  continues  a  constant  readjustment 
of  nominal  values  will  be  necessary,  and  neither  Government  regulation  nor 
price  fixing  without  dangerous  interference  with  production  can  stop  the 
upward  trend  of  prices.  This  change  of  nominal  values  is  tlie  effort  to  preserve 
the  parity  of  values  and  it  affects  everything  which  human  desire  has  called 
into  existence. 

Business  in  addition  to  the  profit  necessary  to  Insure  growth  and  furni.sh 
incentive  must  have  an  insurance  fund  sufticlent  to  protect  It  against  probable 
and  e\'en  possible  losses.  This  charge  is  increased  as  the  risk  increases  excei)t 
that  the  tendency  is  to  increase  it  even  more  rapidly  than  the  risk,  hence 
hazardous  business  carries  a  larger  percentage  of  profit  than  that  subje<.'t  to 
less  fluctuation. 

Now,  when  we  consider  that  nominal  profits  are  based  upon  large  inventories 
of  goods  at  inordinately  high  prices  subject  to  large  diminution  of  nominal 
value  when  the  inevitable  reaction  takes  place  and  further  that  these  losses 
can  not  be  transferred  to  consumers  In  a  falling  market,  who  can  say  until 
the  full  cycle  of  infiation  and  deflation  has  been  completed  which  business  has 
profiteered  and  which  has  not? 

No  claim  is  made  that  people  are  not  profiteering  so  far  as  they  can.  If 
accomplishment  of  the  puri>ose  is  to  be  the  deciding  factor  in  the  ascertainment 
of  guilt,  the  case  can  not  be  decided  until  th  record  is  made  up,  while  if  the 
purpose  to  get  all  one  can  is  to  be  the  test,  it  Is  to  be  feared  there  will  at  no 
time  be  a  sufficient  number  of  innocents  abroad  to  apprehend  the  guilty. 

I  hold  no  brief  for  the  profiteer.  He  who  would  pun)osely  take  advantage  of 
the  necessitous  conilitions  incident  to  the  war  to  oppress  others  <ir  to  weaki*n 
the  hands  of  the  Government  no  doubt  deserves  all  the  oblocpiy  which  his  nilJy- 
deeds  will  bring  him.  Neither  am  I  an  advocate  of  the  dol'trlne  of  hilssez 
falre  In  this  matter.  Society,  by  the  most  effective  metluMl  available,  should 
protect  Itself  against  such  antisocial  practices.  I  do  not  <»ppose  the  use  «if  the 
taxing  power  for  corrective  or  even  punitive  pur|)os^»s.  The  income-tax  prin- 
ciple rests  upon  the  thtH)ry  that  this  power  shall  l>e  so  us*^d. 

As  already  explained,  business  is  a  social  Instrument,  and  even  If  the  lnc(»me- 
tax  metho<l  Is  used  in  lmix»sin^  a  tax,  the  tax  U>o\f  Is  essentially  an  «'\clfte 
tax  on  prlvilecre.  <\»rrective  or  punitive  taxation  should  nt»t  be  impoMe<)  u|mii 
business,  because  It  is  not  the  most  effective  way  to  reach  the  desires  I  end  and 
be<*ause  It  will  likely  produce  economic  effe<iK  more  detrimental  to  8u«*lety  than 
the  evils  It  Is  IntemkHl  to  cure. 

The  still  stronger  reason  that  taxation  of  business  should  not  b<»  the  UiHtrti- 
ment  eniploy«*<l  to  correct  profite**ring  Is  that  there  Is  a  simpler  n»uie<l>.  which 
will  efftM-tually  reath  the  real  ultimate  profit e«»r  without  .serhmsly  lnrerf«'rln» 
with  productive  efil<ienc>'  and  will  at  the  same  time  strongly  Incite  to  gnrnfer 
CK'onomy  In  unessential  expenditure,  thus  conserving  the  et^^noniic  fcircnv*  uf  the 
Nation. 

Instead  of  belaboring  and  crippling  the  machinery  of  pro<lu<*tlt>n.  r»  a  dis- 
criminatory tax  on  business  would  <lo.  the  more  effective  plon  would  tie  to  renoli 
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out  and  take  hold  of  the  real  culprit,  the  owner  of  the  machine — the  individual 
who  is  the  beneficiary  of  whatever  undue  exactions  business  may  have  made 
upon  the  public.  Leave  the  business  machine  well  supplied  with  all  the  support 
necessary  to  its  highest  efficiency  and  let  it  have  an  unimpaired  and  constant 
Incentive  to  work,  but  when  the  excess  of  Its  earnings  has  been  passed  to  the 
individual  owner,  the  taxing  power  can  lay  its  hand  upon  it  and  take  by  a 
method  of  graduated  taxes  so  much  as  the  need  for  revenue  and  the  public 
welfare  may  require.  The  difference  in  the  effects  of  the  two  policies  will  be 
tlie  difference  between  national  prosperity  and  national  disaster. 

THE   PBOPOSEO   PLANS. 

The  setting  aside  of  the  profits  of  any  period  anterior  to  the  war  on  the 
theory  that  they  represent  the  normal  earnings  of  the  business  In  existence  at 
that  time  can  not  be  justified.  It  assumes  that  there  existed  at  the  particular 
time  selected  a  fixed  ratio  of  earnings,  an  established  relation  between  the 
different  l)uslnesst»s  that  was  just  and  equitable  and  should  therefore  be  pre- 
served. Upon  this  premise  rests  the  justification  of  the  plan  that  having  once 
assured  to  the  different  businesses  their  just  share  as  ascertained  by  the  prewar 
standard,  the  Government  can  In  fairness  call  upon  all  to  surrender  as  taxes 
80  per  cent  of  all  earnings  In  excess  of  the  prewar  amounts.  Superficially  the 
proposition  may  appear  plausible  and  fair.  The  premise  that  there  Is  or  ever 
was  a  fixed  and  Invariable  ratio  of  earnings  between  the  various  businesses  of 
the  country  is  entirely  at  variance  with  the  facts  of  the  case  not  only  at  the 
prewar  period  selected  but  at  all  other  times.  No  such  static  condition  In  the 
relation  of  earnings  has  ever  existed,  and  in  the  very  nature  of  business  never 
can  exist.  Business  activity,  efllclency  of  operation,  and  resultant  earnings 
are  constant  only  In  their  Inconstancy.  Like  the  waters  of  the  sea,  they  are 
constantly  rising  and  falling.  If  the  simplest  form — two  businesses  engaged  in 
identical  effort — is  taken  as  an  example,  it  wull  be  found  that  their  earnings 
bear  no  fixed  relation  to  each  other.  The  profitable  business  of  this  year,  by 
a  mere  change  of  the  personnel  of  the  management  or  alteration  of  some  other 
of  the  many  possible  circumstances,  may  become  the  unprofitable  business  of 
next  year,  or  the  losing  business  of  this  year,  by  some  change  of  method  or 
fortunate  circumstance,  may  become  the  highly  profitable  business  of  next  year. 
The  assumption  that  there  is  at  any  time  a  fixed  relation  between  businesses 
as  regards  their  separate  earnings  ignores  entirely  the  varle<l  ebb  and  flow  of 
general  business,  as  well  as  the  continual  readjustments  that  affect  materially 
the  earnings  of  the  separate  units.  Arbitrary  Interference  in  the  operation  of 
economic  law  is  at  all  times  risky,  and  unless  very  carefully  and  wisely  done 
will  usually  result  In  serious  harm.  It  Is,  Indeed,  going  a  long  w^y  and  un- 
duly tempting  Providence  to  say  that  a  fixed,  arbitrary  standard  of  relative 
earnings  for  the  thousands  of  different  businesses  of  the  country  shall  be  es- 
tablished. It  is  evident  that  the  business  caught  In  the  low  tide  at  the  time  of 
fixing  its  status  must  remain  henceforth  under  a  terrible  handicap,  while  that 
which  may  be  in  its  high  tide  will  have  vouchsafed  to  It  an  advantage  that  will 
be  destructive  to  its  less  fortunate  competitors. 

The  establishment  of  this  false,  economic  status  under  the  operation  of  a 
revenue  law  calling  for  an  exemption  of  an  amount  equal  to  the  establlshetl 
prewar  profit  and  'lmT>oslng  an  80  per  cent  tax  on  the  amount  in  excess  of  It 
necessarily  establishes  a  differential  in  favor  of  well-established  and  highly 
profitable  businesses  as  against  those  which  were  less  developed  and  less  profit- 
able during  the  prewar  period.  In  effect,  the  effect  of  this  plan  would  Ix*  to 
tJuc  the  strong  and  fortunate  less  and  the  weak  and  unfortunate  more.  The 
constant  effect  of  the  plan  would  be  to  eliminate  the  weaker  and  less  fortunate 
units  of  business  and  to  make  more  secure  the  poslthm  of  the  stronger.  We 
haTe  heard  of  the*  Insidious  secret  rebates  In  freight  and  all  are  familiar  with 
Oie  destructive  effe<'t  of  the  same  on  those  against  whom  the  practice  was 
directed.  I  do  not  hesitate  to  say  that  the  effect  of  the  operation  of  this  pro- 
pelted  revenue  plan  would  make  the  work  of  the  inventor  of  secret  freight 
rebates  look  like  the  crude  efforts  of  a  novice.  Once  put  the  plan  into  opera- 
don  and  assure  its  continuation  and  the  weaker  elements  of  commerce  and 
industry  might  as  well  place  above  their  doors  the  inscrli)tion  that  Uante  found 
above  the  portals  of  the  Inferno.  The  point  is  that  it  does  not  so  much  matter 
with  these  fortunate,  large  i)rewar  earning  factors  whether  the  plan  makes 
tiiem  pay  more  or  less  taxes  than  s<nne  other  plan.  The  thing  that  must  appeal 
moat  to  them  is  that  the  operation  of  the  plan  gives  thorn  an  economic  advan- 
tage over  tlieir  comi>etltors  that  in  the  end  will  enable  them  to  destroy  them. 
If  tbe  case  was  permitted  to  rest  here.it  might  be  answered  that  It  was  a  matter 
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of  opinion,  and  that  others  of  even  superior  judgment  as  firmly  asserted  that 
such  effects  would  not  follow.  Fortunately,  the  case  is  not  dependent  upon 
mere  opinion,  but  is  susceptible  of  exact  mathematical  demonstration. 

Per  cent. 
20 

30 

8 

22 

26i 

10 

20 

8 

12 

40 


100 

200 

80 

120 

60 

50 

200 

120 


A*s  prewar  earning 

A's  present  earning 

Less  80  per  cent  of  excess 

Leaving  net  earning  of . 

Percentage  of  net  taken  for  taxes 

Remaining  to  A,  73J  per  cent  of  earnings. 

B's  prewar  earning 

B*s  present  earning 

Less  80  per  cent  of  excess 

Leaving  net  earning  of 

Percentage  earning  for  taxes 

Remaining  to  B,  60  per  cent  of  earnings. 

Differential  in  favor  of  A,  13i  per  cent. 

Again : 

C*s  prewar  eai^ings 

C's  present  earnings 

80  per  cent  tax  on  excess 

Leaving  net  earning 

Percentage  of  total  earnings  left 

D's  prewar  earnings 

D's  present  earnings 

Less  80  i)er  cent  on  excess 

Leaving  80  per  cent  of  earnings. 

Percentage  total  earnings  left,  40  per  cent. 

Hence  C  retains  20  per  cent  more  of  his  total  present  earnings  than  D,  illus- 
trating that  the  80  per  cent  war  profit  plan  in  reality  is  a  progressive  scale  of 
taxation  so  graduated  as  to  put  the  higliest  rate  on  the  lowest  prewar  earning 
capacity  and  a  decreasing  rate  as  the  prewar  earning  increases.  Expressed 
differently,  the  more  one  earned  in  the  prewar  period  the  smaller  per  cent  of 
present  earnings  he  is  required  to  pay  as  tax,  while  the  less  he  earnetl  in  the 
prewar  period  the  more  of  the  present  earnings  he  is  re<iulred  to  surrender; 
from  which  It  becomes  plain  that  if  a  business,  struggling  under  sharp  comi>eti- 
tlon,  inefficient  management,  or  serving  the  public  humanely  at  the  lowest 
reasonable  profit  made  a  meager  profit  In  the  prewar  period.  It  would  now 
be  destructively  handicapped  as  against  a  greedy  management  that  exercised 
quaslmonopollstlc  jwwers  to  maintain  profits  at  a  high  level  during  the  prewar 
period.  It  Is  said  that  (»(xl  tempers  the  wind  to  the  shorn  lamb,  but  if  this 
plan  of  taxation  Is  adoi»ted  It  will  remain  for  the  American  Congress  to  temper 
it  to  the  wolf. 

What  has  so  far  been  said  may  be  thought  to  be  matter  of  opinion,  but  fortu- 
nately we  have  an  official  expression  embodying  figures  taken  from  Government 
records.  The  Secretar>'  of  the  Treasury  filed  a  memorandum  with  the  Ways 
and  Means  Committee  of  the  House  illustrating  the  practical  o|)eratlou  of  the 
present  law,  the  war-tax  plan,  and  the  excess-profits  plan,  from  which  I  have 
made  up  the  following  table  showing  in  approximate  percentages  tlie  operation 
In  the  cases  cited : 
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Before  discussing  this  table  it  may  be  proper  to  recall  that  the  war-proftts 
and  excess-profits  plans  differ  principally:  First,  In  the  method  of  ascertaining 
the  exemption.  Waiving  the  arbitrary  exemption  of  $3,000,  the  first  bases  it  on 
prewar  earnings,  or  10  per  cent  on  capital  invested.  The  latter  gives  exemption 
of  8  per  cent  on  capital  invested. 

Second,  the  first  imposes  a  flat  tax  of  80  per  cent  on  the  taxable  part  of  the 
income,  while  the  latter  imposes  a  graduated  tax  of  35  per  cent  on  the  taxable 
Income  not  in  excess  of  15  per  cent  of  the  capital  investeti,  50  per  cent  on  the 
taxable  income  not  in  excess  of  20  per  cent  of  such  capital,  and  70  per  cent  of 
such  taxable  Income  as  may  be  in  excess  of  20  per  cent  of  the  capital  invested. 
The  war-profits  plan  in  so  far  as  the  prewar  earning  standard  of  exemption 
may  apply,  discriminates  in  favor  of  all  businesses  having  a  large  prewar  earn- 
ing capacity  to  the  extent  tliat  such  earnings  exceeded  10  per  cent  on  the  capital 
invested.  The  excess-profits  plan  (and  the  war-profits  plan,  also,  when  the  per- 
centage of  capital  invested  method  is  used)  discriminates  in  favor  of  the  most 
inflated  capitalizations.  Xhe  prewar-earning  method  rewards  the  business  that 
has  been  most,  merciless  in  its  exactions  upon  the  public  in  the  past,  while  the 
capital-invested  method  extends  its  highest  favors  to  the  business  which  has 
most  flagrantly  falsified  its  capital.  Under  both  plans  he  who  has  fraudently 
capitalized  on  a  basis  of  4  of  water  to  1  of  capital  and  exercised  monopolistic 
power  to  compel  the  public  to  pay  exhorbltant  prices  that  yielded  8  i^er  cent  on 
this  false  capitalization  would  escape  taxation. 

To  illustrate: 

Actual   capital $20, 000 

•*  Water  " 80, 000 

Supposeii  capital 100, 000 

Prewar  earnings 8, 000 

Present  earnings 8, 000 

Exemption,  war-proflts  plan 10.000 

Exemption,  excess-profits  plan 8,000 

No  taxable  Income. 

Actual  capital   20,000 

Earning.*?  IJ^S.OOO,  or  40  per  cent. 

If  honestly  capitalized,  this  operation  would  still  escape  under  the  war- 
profits  plan,  but  under  the  excess-profits  plan  would  pay  as  follows: 

Net    oarningj* $8, 000 

lA'BS  $3,000  and  8  per  cent  on  capital,  $1,600  equals 4,  600 

Subject  to  tax 3,  *iOO 

Tax.  70  per  centum 2,380 

1,020 
Phis  exemptions  ^ 4,600 

Net  left  business 5,620 

Equaling  flat  tax  of  30  per  cent  on  net  Income. 

This  demonstrates  clearly  that  in  the  contemplation  of  these  two  plans  the 
real  hardened,  wicked  profiteer  is  only  he  who  did  not  mercilessly  fleece  the 
public  during  the  prewar  period  or  he  who  failed  to  foist  successfully  upon  an 
overtrustful  public  a  financial  organization  false  in  essence  and  dishonest  in 
intent.  The  temptation  to  cliaracterize  such  methods  of  taxation  is  strong,  but 
reRptKt  f<»r  this  presence  and  the  limitations  of  parliamentary  language  make  it 
Inodvlsable. 

Reverting  to  the  table,  it  will  be  observed  that  neither  in  the  present  law,  the 
war-profits  plan,  nor  in  the  excess-profits  plan  is  there  anything  approximating 
uniformity  of  results.  In  the  cases  cited  the  percentage  of  net  income  taken  by 
the  present  law  ranges  from  4  iKjr  cent  to  25  per  cent;  under  the  war-profits 
plan,  from  1  per  cent  to  56  per  cent ;  and  under  the  excess-profits  plan,  from 
four-tenths  of  1  \)er  cent  to  37  per  cent.  Upon  what  principle  can  we  Justify 
pc»rmitting  one  cotnpany  to  retain  99  per  cent  of  its  net  income,  while  another  is 
left  only  46  per  cent?  By  no  stretch  of  the  imagination  can  a  plan  that  gives 
such  results'  be  called  a  tax  system.  It  is  a  practice  of  arbitrary  exaction  that 
would  do  credit  to  tlie  old  barons  of  the  past. 

While  the  results  shown  in  these  cases  are  bad  enough,  I  am  satisfied  that  the 
worst  Is  not  known  and  that  a  more  complete  examination  and  analysis  of 
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income  returns  would  demonstrate  even  more  conclusively  the  inequality,  Imper- 
fection, and  utter  lack  of  proper  standa;rd  in  both  plans.  It  will  be  noted  that 
the  table  shows  that  the  average  tax  under  the  present  law  on  the  income  cited 
was  only  15  per  cent  of  the  net  income,  while  under  the  war- tax  plan,  with  its 
rates  varying  from  1  per  cent  to  56  per  cent,  the  amount  name<l  can  be  secured 
by  a  uniform  rate  of  32  per  cent.  The  excess-profits  plan,  with  Its  rates  rang- 
ing from  four-tenths  of  1  per  cent  to  37  per  cent,  can  get  the  amount  asked  by 
Imposing  a  uniform  rate  of  18  per  cent. 

Why,  then,  should  Congress  resort  to  methods  that  are  demonstrably  incor- 
rect, when  the  straight,  simple  way  Of  equality  and  justice  lies  in  plain  view? 

Is  there  any  hidden  virtue  in  complexity  and  indirection  that  they  should  be 
chosen  when  a  better  way  is  at  hand? 

Is  conferring  spwial  benefits  upon  some  by  imposing  hardships  upon  others 
commendable  statesmanship  or  even  good  morals? 

The  proposed  plan,  involving  the  ascertainment  of  the  capital  invested,  should 
be  discarded  not  only  because  it  is  an  incorrect  standard  and  that  it  is  practi- 
cally impossible  to  ascertain  the  facts  but  likewise  because  it  Increases  tremen- 
dously the  difficulties  of  administration.  The  present  bill  provides  for  the 
creation  of  a  board  to  assist  the  department  interpret  the  law.  Recently  the 
commissioner  requested  an  extra  appropriation  of  $25,000,000  to  iucrea.se  his 
auditing  force  and  at  the  same  time  expressed  the  opinion  that  it  w^ould  take 
the  auditors  he  now  has  two  years  to  complete  the  work  of  auditing  the  1917 
returns.  Much  of  this  work  results  from  unwise  and  imnecessary  provisions  in 
the  revenue  act.  Simplification  is  the  remedy.  The  creation  of  the  proposed 
board  would  be  an  admission  by  Congress  of  lack  of  simplicity  and  clarity  in 
the  law.  The  most  satisfactory  tax  law  Is  that  which  deals  uniformly  and 
fairly  with  all  taxpayers  and  Is  so  clear  In  Its  Intent  that  little  Is  left  to  con- 
struction and  Interpretation.  In  this,  as  In  other  laws,  the  judge's  discretion 
is  the  beginning  of  Injustice  and  maladministration.  If  the  rigors  of  the  law 
are  to  be  softened  by  quasi  judicial  action,  the  strongest  will  get  tlie  most 
favors,  and  this  will  be  true  regardless  of  good  or  bad  intentions.  The  necessity 
for  the  complexity  of  the  law  and  Its  consequent  diflicultles  of  administration 
does  not  appear.  I  am  not  prepared  to  admit  that  the  hands  of  our  statesmen 
have  lost  their  cunning  or  that  faith  In  the  efficacy  of  simple,  democratic  prin* 
clple  Is  on  the  wane.  When  we  dismiss  extraneous  purposes  and  become  willing 
to  direct  our  effort  to  the  sole  purpose  of  iirovlding  a  fair  and  efficient  tax  law^ 
we  can  discern  more  clearly  the  principles  Involved  and  greatly  simplify  the 
method  of  administration. 

ECONOMIC   ASPECTS. 

The  welfare  of  a  nation  largely  depends  upon  efficient  production  and  just 
distribution  of  wealth.  While  the  former  is  vital  to  the  life  of  the  nation  in 
war,  It  Is  of  paraniount  importance  even  in  times  of  peace.  No  apparent  gain 
of  present  revenue  would  justify  the  enactment  of  any  provision  of  law  that 
would  have  the  effect  of  diminishing  production.  Neither  w^ould  a  law  having 
this  effect  be  advisable,  even  from  a  temporary  point  of  view,  because  it 
would  at  once  begin  to  reduce  the  volume  of  things  out  of  which  revenue 
must  come.  It  should  be  realized  that  taxation  by  any  method  must  confis- 
cate the  things  now  in  existence.  The  Government  has  but  two  alternatives, 
either  to  get  revenue  out  of  the  current  production  or  to  get  It  out  of  the 
reserve  created  at  a  former  time.  So  long  as  the  exaction  is  taken  from  cur- 
rent production  at  a  rate  that  leaves  sufficient  incentive  to  the  worker  to 
continue  production,  it  need  not  necessarily  lessen  the  national  wealth,  but  If 
It  Is  sufficiently  large  to  absorb  the  present  production  and  infringe  upon 
former  production  the  Nation  has  commenced  its  march  to  bankruptcy.  While 
this  is  true  in  a  general  sense,  it  Is  equally  true  in  special  relation,  and,  there- 
fore, If  a  tax  method  is  unequal  in  its  application,  and  those  discriminated 
against  are  place<l  in  a  position  of  having  an  undue  proportion  of  their  wealth 
taken,  this  class  will  decline  in  productive  efficiency  in  the  proportion  that 
the  exaction  is  improper.  Who  will  say  that  A,  being  allowed  to  retain  only 
44  per  cent  of  his  current  production,  has  the  same  Incentive  to  produce  as  B, 
who  Is  permitted  to  retain  99  per  cent?  In  the  last  analysljj,  the  Income  tax 
as  applied  to  business  is  the  confiscation  by  the  Government  of  a  given  part 
of  the  production  remaining  of  that  which  was  produced  in  the  tax  year,  and 
every  consideration  of  justice  and  the  effect  of  economic  law  demand  that  the 
confiscation  shall  take  place  by  a  definite,  uniform  rule  that  compels  each  to 
contribute  his  share.     The  tax  should  be  definite.     Business  will  adjust  Itself 
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to  any  reasonable  conditions  when  once  they  are  known,  but  If  the  highest 
efficiency  is  to  be  maintained  these  conditions  must  be  clearly  manifest.  Noth- 
ing is  more  detrimental  to  business  efficiency  than  uncertainty.  Once  start 
business  to  watching  the  clouds  and  the  wheels  of  progress  begin  to  slow 
down  at  once.  Tlie  strongest  incentives  to  production  are  hope  of  reward,  a 
desire  to  serve,  desire  to  make  a  success  of  one's  efforts,  etc.  As  applied  to 
business  under  private  initiative,  all  these  are  concentered  In  profit,  because 
upon  the  ability  to  get  It  hangs  the  possibility  of  all  the  rest. 

Under  the  war-profits  plan,  when  profits  shall  have  reached  the  amount  of 
the  exemption,  the  operator  can  only  hope  to  receive  one-fifth  of  the  additional 
gains.  If  an  additional  volume  of  $100,000  is  done  on  a  margin  of  15  per  cent, 
the  business  will  retain,  .after  paying  the  tax,  the  sum  of  $3,000,  or  3  per  cent 
on  volume.  Who  believes  that  a  business  man  of  average  Judgment  would 
undertake  a  contract  promising  a  maximum  possible  profit  of  $3,000  and  run 
the  risk  of  losing  perhaps  five  times  the  amount? 

In  these  times  of  hi^y  inflated  prices,  the  chances  are  largely  in  favor  of 
the  latter  supposition.  The  effect  reasonably  'to  be  expected  of  such  a  plan  is 
a  general  slowing  down  of  business  activity,  and  when  the  additional  fact  that 
the  exemption  feature  of  the  plan  establishes  an  arbitrary,  false  economic 
standard  of  business  is  considered  it  becomes  evident  that  the  effects  of  such 
a  tax  will  be  disastrous.  It  should  be  borne  In  mind,  too,  that  an  80  per  cent 
tax  is  too  large  to  be  shifted  with  facility,  and  therefore  the  only  safe  thing 
for  a  business  to  do  would  be  to  make  the  amount  exempted  and  then  curtail 
business  all  possible  In  order  to  avoid  taking  risks  which  the  probable  return 
would  not  justify.  It  may  be  that  some  board  sitting  like  guardian  angels  In 
Wa.shington  assisting  the  Treasury  Department  may  extend  the  saving  hand 
to  some  drowning  business  of  sufficient  magnitude  to  arrest  Its  attention  and 
enlist  its  sympathy,  but  the  great  body  of  Injured  taxpayers  suffering  under 
this  incongruous  measure  will  not  likely  locate  the  source  of  their  trouble 
until  after  their  economic  efficiency  has  been  Impaired  and  bankruptcy  has 
given  the  coup  de  grftce.  There  Is  nothing  better  established  than  thjy;  rapidly 
declining  returns  superinduce  caution,  limit  business,  and  lead  to  stagnation. 
The  war-profits  plan,  except  In  so  far  as  its  exceptional  favors  to  false 
capitalization  may  help  such  businesses,  will  likewise  have  a  disastrous  effect 
ui)on  the  Nation's  business.  The  operator's  return  in  excess  of  the  exemption 
by  short  steps  falling  from  65  per  cent  to  50  per  cent  and  then  to  30  per  cent 
of  the  excess  net  earnings  will  surely  not  Incite  business  activity,  but,  on  the 
contrary,  will  have  exactly  the  opposite  effect. 

If  on  the  other  hand.  Identically  the  same  amount  of  tax  was  to  be  collected 
and  a  uniform  rate  of  taxation  were  adopted,  It  could  be  done  without  serious 
economic  effect.  In  the  first  place,  the  rate  would  be  uniform  and  nee<l  not  be 
other  thaii  reasonable.  Baseilon  nine  billion  income,  it  would  be  one-third  of 
the  income.  A  proportion  which  business  could  bear  without  serious  result. 
This  method  would  not  superinduce  any  relative  changes  in  the  ectonomic  status 
of  the  different  business  units  of  the  country,  but  would  i)lace  them  all  under 
the  same  relative,  obligation,  leaving  them  otherwise  free  to  maintain  or  better 
their  relative  po.sitions  as  industry,  good  judgment,  and  fortunate  circum- 
stances i>ermitted.  I  rei)eat  that  the  exemption,  whether  based  upon  prewar 
profits  or  percentage  of  capital,  under  both  plans  not  only  assumes  a  fixed 
status  of  earnings  for  all  businesses  but  actually  establihes  this  st'itus.  All 
earning  in  excess  of  these  fixed  amounts  are  treated  punltlvely.  Both  plans 
undertake  to  crystallize  all  business  units  and  definitely  fix  their  relative  earning 
powers.  The  effort  tr)  establish  a  fixed  status  of  business  earnings  by  law  will 
be  about  as  effective  as  were  the  commands  of  King  Canute  calling  upon  the 
tidt»s  of  the  ocean  to  recede.  We  would  do  well  to  learn  the  les.son  that  he 
Intended  his  apjiarently  foolish  act  to  teach. 

The  effects  of  such  a  i)olicy  would  likely  induce  the  decline  and  disintegra- 
tion of  those  businesses  which,  at  the  time  of  fixing  the  status,  were  In  unfavor- 
al)le  positions  as  to  earnings  or  capitalizations.  It  matters  little  to  a  particular 
business  what  the  definite  tax  rate  may  be  If  it  is  only  given  time  to  adjust 
Itself  to  It,  provided  it  Is  given  a  slight  differential  over  Its  competitors.  The 
natural  trend  of  all  business  Is  toward  monopoly  and  the  more  discriminatory 
the  laws  the  more  rapid  the  progress  toward  the  goal.  It  may  be  well  to  remind 
those,  if  there  are  any,»who  would  hurry  the  economic  evolution  that  the  law 
of  compensation  has  neither  been  repealed  nor  Is  It  repealable,  and  that  the 
admonition,  "that  which  thou  sowest,  the  same  Shalt  thou  reap,"  is  as  true  in 
economics  as  it  is  in  morals. 
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The  forces  of  evolution,  as  never  before,  are  driving  the  world  for\vard  from 
the  competitive  to  the  cooperative  basis.  It  will  tax  to  the  utmost  the  powers 
of  all  to  make  the  necessary  readjustments.  The  economic  changes  are  pro- 
ceeding at  tremendous  speed. 

Why  should  any  reasonable  man  desire  to  increase  it  still  more? 

Under  these  circumstances,  is  it  advisable  or  prudent  to  launch  out  into 
untried  economic  and  sociological  experiments,  especially  when  they  are  appar- 
ently unwise  and  plainly  unnecessary? 

As  a  remedy  for  profiteering,  both  plans  are  without  merit.  As  tax  measures, 
they  accomplish  the  purpose  in  an  illogical,  unjust  way,  and  view  from  the 
point  of  economic  effect  they  are  positively  a  public  menace. 

THE  BE&(£UY. 

Destructive  criticism  is  one  thing;  constructive  sugj^estion  is  quite  another. 
I  would  not  feel  that  I  was  fully  justified  in  indulging  in  the  one  if  I  could 
not  offer  the  other: 

The  business  income  of  the  country  is  a  definite,  dtterminable  thing.  This 
unit  is  composed  of  the  earnings  of  all  the  different  businesses  of  the  Nation. 
The  proportion  of  the  whole  that  the  law  takes  for  public  purpose  is  the  exact 
proportion  that  each  business  of  the  country  should  contribute  of  its  earnings. 
If,  as  has  been  estimated,  the  net  income  of  the  business  of  the  country  for 
1918  is  $9,000,000,000  and  the  Government  desires  to  secure  $3,000,000,000  of  rev- 
enue from  this  source,  it  is  manifest  that  a  flat  tax  of  33J  per  cent  would  yield 
the  desired  sum.  I  suggest,  however,  out  of  abundant  caution  to  insure  the  full 
amount  of  revenue  and  a  further  desire  to  assist,  as  far  as  it  can  safely  be 
done,  the  sale  of  Liberty  bonds  that  a  normal  tax  of  10  per  cent  and  an  excess 
tax  of  30  per  cent  be  imposed  upon  all  business  income,  which  would  equal  a 
flat  tax  of  37  per  cent.  This  would  yield,  assuming  a  $9,000,000,000  income, 
$3,330,000,000  of  revenue. 

This  provides  for  no  exemption  on  business  income  and  assumes  that  all 
business  income  whether  derived  from  individual,  partnership,  or  corporate 
operatiom  Vill  be  uniformly  treated.  There  should  be  no  exemption,  except 
perhaps  a  small  arbitrary  exemption  given  for  the  purpose  of  eliminating  the 
inconsequential  incomes.  It  is  manifest  that  the  exemption  of  a  percentage 
of  the  earnings  would  be  of  no  use  to  any  taxpayer,  since  it  would  only  result, 
if  the  same  amount  of  tax  was  to  be  secured,  in  uniformly  raising  the  rate. 
The  uniform  treatment  of  all  business  income  is  suggested,  as  it  falls  under 
the  same  principles,  and  there  appears  to  be  no  sound  reason  for  the  separation 
of  individual  and  partnership  business  income  from  corporation  business 
Income,  as  is  proposed  in  the  House  bill. 

The  method  here  suggested  is  simple,  direct,  and  determined.  The  taxpayer 
knows  the  1st  of  January  what  he  may  expect.  It  leaves  him  to  work  under  a 
uniform,  continuous  incentive.  He  must  surrender  37  per  cent  of  his  earnings, 
and  he  retains  63  per  cent.  He  is  under  the  same  incentive  to  work  In  Decem- 
ber that  he  was  in  January,  and  therefore  the  tax  so  levied  if  the  rate  is 
reasonable  will  act  as  a  constant  spur  to  increased  production  rather  than  a 
deterrent,  since  the  operator  will  realize  that  he  can  hoptf  to  make  up  for 
his  loss  in  taxes  only  by  more  economical  operation  and  increased  volume  of 
production.  The  plan  is  fair  and  just  to  all.  It  neither  seeks  to  punish  nor 
reward  anyone.  It  is  scientific,  conforming  to  a  definite  rule,  and  therefore 
will  not  have  to  be  changed  each  morning  to  meet  the  demands  of  passing 
whims.  It  will  serve  for  all  time  with  only  such  change  of  rate  as  the  changing 
circumstance  of  the  public  need  for  revenue  may  make  advisable.  It  will 
serve  notice  upon  both  plutocrat  and  sans-culotte  that  no  favors  are  to  be 
expected. 

.It  will  greatly  simplify  administration.  It  will  have  nothing  to  do  with 
capital  invested  nor  with  prewar  earnings.  It  will  only  be  necessary  to  ascer- 
tain the  current  income  to  arrive  easily  at  the  tax.  I  have  earnestly  endeavored 
to  show  that  the  use  of  prewar  earnings  and  the  capital  invested  was  only  a 
standard  by  which  to  measure  the  amount  of  the  taxpayer's  obligation ;  that  Is 
to  say,  to  arrive  at  the  part  of  the  present  income  that  he  must  surrender  to 
the  Government.  The  simpler  plan  here  suggested  avoids  all  this  complexity 
and  goes  straight  to  the  income  itself — an  exact  determined  thing,  and  makes 
its  relation  to  other  incomes,  likewise  definitely  determined,  the  standard  of 
obligation.  This  method  is  scientific  and  mathematically  exact  and  leaves  no 
ground  for  the  charge  of  unjust  discrimination. 
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PESSONAL    INCOME. 

The  income-tax  principle  applies  peculiarly  to  individual  income.  In  theory 
It  Is  a  process  of  equalization.  It  finds  its  reason  in  the  assumption  that  some 
have  feathered  where  they  have  not  sown  to  the  deprivation  of  some  and  to 
the  detriment  of  the  social  whole.  As  a  mere  method  of  taxation  it  is  faulty 
in  that  it  does  not  make  a  demand  upon  each  to  contribute  according  to  his 
ability  to  pay,  but  leaves  untouched  both  the  property  of  him  who  is  too 
shiftl«5S  to  increase  his  talents  and  that  of  them  whose  circumstances  make 
this  increase  impossible. 

All  personal  income  may  be  divided  into  two  classes — earned  and  unearned 
or  service  income  and  investment  Income.  The  first  does  not  come  under  the 
income-tax  principle  in  its  equalizing  aspect  so  long  as  the  income  is  com- 
mensurate w^ith  the  personal  service.  Personal  service  is  here  intended  to 
mean  the  actual  work  of  the  individual  whether  this  service  be  with  brain 
or  brawn,  or  both. 

The  Senator  ro<*eivin^  the  pittance  of  $7,500  Mer  vonr  for  Ills  Mvdimus  and 
oftentimes  unappreciated  labors,  and  the  coal  hiroii  nr  t)\\  kini;  spenilin;^  his 
time  in  diversion  whilo  clniwmj:  millions  on  a^voimt  of  tin*  ownersnip  of  the 
economic  machine,  furnish  hrilliant  exsuMplcs  oi  tlic^  iwo  classos  of  personal 
Income  tnxpayors.  It  is  manifest  thnr,  tiieso  t\v<.»  •Im'^sos  do  not  occiii)y 
analogous  positions.  The  individual  b;i>:  u  viijlit  to  tlu*  pr«)diici  of  his  labor, 
and  in  justice  can  only  be  called  upon  to  pay  tho  part  iliat  he  owes  as  a 
member  of  society  to  supptn-t  the  OoviMihiionc  vliic  li  was  insiitutod  for  .*^oeial 
benefit.  The  tax.  if  correctly  ndjiistod,  i-;  a  debt  wlddi  lio  c-m  ho  ••allod  uiMtn 
to  pay  without  any  invasioii  of  his  inilivldiial  ri«:hr  to  poss»^ss  wJiat  he  pro- 
du^'os.  It  follows  tluit  a  fax  upon  .sorvico  income  slmuUi  V)c  made  to  c('rtonn 
as  closely  as  possible  to  an  equitable  apii'iriionment  anions  the  taxpayei*s  of 
the  amount  m^cessary  to  moot  the  pui)',!*:  needs.  'I'Ids  princii)le  wonld  require 
a  uniform  rate  on  service  in^-<uiio.  Viowed  in  iis  !>racti<'al  asi»e<'ts,  it  would 
seem  that  in  a  scale  "of  crraduatod  taxes  on  pergonal  inc<»m»»  s-rvice  income 
should  be  placed  in  the  low»»st  1  rackets. 

Unearned  or  investment  income  conies  fully  under  the  income-tax  principle 
in  its  tHiunlization  feature.  Tlie  individual  iuvesror,  unlike  the  individual 
worker,  has  no  prescriptive  rip^ht  to  any  return  on  Ins  investment.  This  roturn 
Is  the  produe/  of  priviloeie,  and  society  thmu'^h  lis  irovtM'innent  has  the  ricrlit 
and  the  power  to  restrict  or  limit  it  to  any  extent.  Whether  this  return  is 
left  hirjje  or  small  or  is  entirely  eliminated  is  purely  a  matter  of  public  policy. 
The  economic  effect  of  both  graduation  and  restriction  of  this  income  is  quite 
difl'erent  from  that  tVdlovvinjr  the  same  Tre-'vujeiit  of  luisnit'ss  Income.  In  the 
latter  ca.so  it  has  a  direct  tnTect  on  production,  wliei-eas  in  rh  ^  lormer  it  w«»uld 
mjt  afftH't  productinn  at  all.  but  on  the  comrary  would  nave  a  salutary  iu- 
fluence  in  curtailinjr  nonessontial  expoMse.  H'he  c(reat'\'  redneotl  'vtiirn  from 
Investment  will  usually  cause  the  in>ostor  to  retrench. 

The  most  pronounced  economic  eflfect  would  be  the  diminution  of  the  invest- 
ment fund  in  individual  hands.  Wlunh'M*,  as  Mr.  ('arnczlo  was  reported  to 
have  said,  that  it  Is  hotter  to  hove  the  iiost  of  tli**  inve-5tiiu»nt  fund-  owned 
by  a  few.  or,  as  some  ecmtend,  that  tl^^  .'ountry  i^  best  off  that  has  its  surplus 
wealth  most  widely  scattered  is  a  (pie-rbm  wbi<'li  it  is  no:  necessary  to  dis- 
cuss at  this  time.  It  is  apparent  that  the  (Ji-verninenr  at  the  present  time 
needs  the  surplus  fimds  of  the  country  more  than  anyc/rie  <lse,  and  the  jrreat 
extonsirm  of  enterprise  un<Ior  Its  initiative  l.\t\-,w  lillb*  room  for  th'\*^  of  the 
individual.  The  takln;;:  of  the  suriilus  Mieonie  fi-om  tin*  indi\idual  by  the 
Government  simply  dlveiis  it  into  another  channel.  In  so  far  jis  this  fund  would 
have  boon  Invested  In  (Jovernmont  bonds  the  Innne  liaie  <  (vmoniic  effect  '»f 
taklns:  It  for  taxes  will  he  nil. 

I  have  never  attached  much  Importance  to  the  popular  cry  of  "  Catch  the 
profiteer,"  realizing;  that  but  few  understaml  the  real  (ftiestions  involved.  As 
an  economic  proposition,  all  business  profit  st.nnls  on  rlu*  same  ftK)tinj?.  The 
difference  is  o!ie  of  dejrree  and  not  of  kind.  It.  whether  larjre  or  small,  is  a 
social  tribute  that  prlvllejre  exacts  for  dolnp:  for  the  public  that  which  it  has 
not  ns  yet  dpvelr»pe<l  communal  sen«(»  enoujih  to  do  Wn'  ii^-ielf.  T)io  effect  of 
taking  profit  from  the  public  depends  greatly  upon  the  use  that  is  made  of  It. 
Prmluctive  use  of  It  is  In  a  larjre  way  beneficial,  while  its  dissipation  In  non- 
eK^ntlal  expense*  Is  a  public  loss. 

We  have  nt>w  pursued  the  aiialysis  far  eiuaiirh  to  point  with  <'ertainty  to 
the  receiver  of  Investment  Income  as  the  "man  bi'.rhcr  np,"  the  last  and  ultl- 
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mate  profiteer,  for  whatever  has  been  or  still  may  be  done  of  profiteering 
is  for  his  exclusive  benefit.    Having  at  last  traclcetl  him  to  his  stronghold  anc 
identified  him  beyond  the  hope  of  escape,  we  turn  him  over  to  that  avenginj 
Nemesis,  the  Congress,  with  an  earnest  prayei   fhar.  (Jo<i  uiny  have  Jiercy  oi 
his  soul. 

Aside  from  sociological  reasons  for  limiting  investment  income  to  prevent  the 
acquisition  of  the  industrial  and  commercial  mechanism  of  the  country  by  the 
few,  thus  establishing  a  regime  of  private  monopoly,  sufficient  reason  exists  in 
the  public  need  for  funds  to  justify  a  heavy  graduated  tax  on  investment  in- 
come. It  caii  not  l)e  said  that  any  investor  receiving  after  taxes  are  paid  an 
annual  income  sufficient  to  provide  for  reasonable  personal  needs  had  been 
compelled  to  suffer  very  great  personal  privation.  If  the  Government  needs 
tlie  money,  there  does  not  appear  to  be  any  valid  reason  why  all  receiving 
large  investment  incomes  should  not  be  compelled  to  surrender  whatever  may 
be  in  excess  of  their  reasonable  personal  requirements.  Their  sacrifice  is  cer- 
tainly not  comparable  to  that  of  our  boys  who  have  left  home,  friends,  and  busi- 
ness to  risk  their  lives  upon  foreign  soil  to  sustain  principles  in  which  every 
American  worthy  of  the  name  Is  vitally  interested. 

SUGGESTED  CHANGES  IN  THE  REVENUE  BILL. 

Section  230  (A).  "In  the  case  of  a  domestic  corporation  18  per  cent  upon  the 
amount  of  the  net  income  in  excess  of  the  credits  provided  in  section  236:  Pro- 
vided, That  upon  so  much  of  this  amount  as  does  not  exceed  the  amounts  dls- 
tri!)uted  to  slu»reholders  (luring  the  taxable  year  the  rate  shall  be  12  i)er  cent," 
etc. 

It  is  apparent  that  the  language  here  employed  does  not  convey  the  true 
intent  of  the  franiers  of  the  law.  It  Is  evidently  the  purpose  of  the  proviso  to 
allow  a  rate  of  32  per  cent  on  all  Income  distributed  to  stockholders,  but  the 
language  use<l  restricts  the  12  per  cent  rate  to  such  -amount  as  may  have 
been  distributed  during  the  taxable  year,  or,  in  other  words,  the  distribution 
must  take  i)lace  on  or  before  the  31st  of  December  of  the  taxable  year;  that 
is  to  say,  that  corporations  reporting  as  of  December  31  for  the  taxable  year 
of  1918  could  not  avail  themselves  of  the  12  per  cent  rate  on  the  amount  of 
dividends  paid  In  January,  1919.  I  suggest  the  following  change:  **  Prai'ided, 
That  upon  so  much  of  this  amount  as  does  not  exceed  the  amounts  distributed 
of  the  Income  of  the  taxable  year  to  shareholders  prior  to  making  the  return 
for  the  taxable  yenr  the  rate  shall  be  12  per  cent,"  etc.  This  allows  corpora- 
tions a  reasonable  time  after  making  up  their  annual  statements  to  arrange 
for  divlden<l  distribution. 

There  is  serious  objection  on  economic  grounds  to  the  policy  of  putting  a 
premium  of  6  per  cent  upon  the  distribution  of  earnings.  Even  the  most  super- 
ficial thinkers  will  admir  that  the  public  good  will  be  subserved  by  keeping 
the  industrial,  fliuuiclal,  and  commercial  machinery  of  the  country  In  a  state 
of  high  efficiency  so  that  it  may  continue  to  function  normally.  Whatever  may 
1)0  the  Idea  entertained  of  the  Initiative  under  which  the  operations  should 
take  place,  all  reasonable  men  will  agree  that  the  bull  in  the  china  shop 
method  can  only  produce  public  disaster.  It  is  generally  recognized  that  busi- 
ness safety  Is  best  insured  by  carrying  proi>er  reserves  and  this  policy  becomes 
increasingly  important  as  the  element  of  risk  increases.  With  prices  and  credit 
extende<l  far  beyond  the  danger  point,  with  certain  reaction  before  us,  the 
extent  of  which  none  can  foretell,  there  Is  every  reason  for  the  conservation 
of  business  resources  to  enable  It  safely  to  weather  the  coming  storm.  Com- 
mon sense  and  a  proper  regard  for  future  welfare  call  to  us  in  no  uncertain 
tones  to  prepare  against  the  dangers  of  the  reconstruction  and  readjustment 
that  will  surely  follow  the  cessation  of  this  war.  Under  such  comlltlons,  it 
wouhl  seem  to  be  the  height  of  unwisdom  for  Congress  to  put  a  premium  upon 
digging  under  the  foundations  of  the  pillars  of  safety.  If  It  Is  thought  advis- 
able to  Induce  the  distribution  of  earnings  it  should  In  all  events  be  limited 
to  amounts  not  in  excess  of  one-fourth  or  one-half  of  them. 

Section  214  (11).. It  is  not  entirely  clear  that  corporations  are  allowed  these 
deductions.  This  provision  appears  to  be  defective  in  that  it  is  tw)  broad  In 
some  respects  and  too  restrictive  in  others.  It  is  doubtful  if  the  de<luctlon  of 
gifts  to  all  such  corporations  should  be  allowed  as  they  may  operate  on  their 
income  while  the  gift  would  go  to  Increase  endowment.  This  fact,  coupled 
with  the  possibility  that  the  foundation  or  Institution,  although  doing  scientific 
and  charitable  work,  might,  In  effect,  be  the  property  of  private  parties  or  re- 
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vertible  to  them,  suggests  that  it  might  prove  a  ready  instrument  for  defraud- 
ing tlie  C3overnment  out  of  income  tax.  It  should  be  made  clear  that  both  in- 
dividuals and  corporations  may  deduct  gifts  to  recognized  war  funds,  such  as 
the  Ued  Cross,  Y.  M.  C.  A.,  etc.,  since  such  donations  are  plainly  for  a  govern- 
m«i»tal  purpose. 

N)t  having;  seen  the  full  text  of  the  bill,  the  discussion  of  these  provisions 
does  not  commit  me  to  the  approval  of  others. 

ifUMMARY. 

No  question  of  raising  requisite  revenue  is  involved  since  either  of  the 
methods  will  accomplish  this  purpose. 

Business  is  a  social  instrument  necessary  to  the  normal  and  efficient  prog- 
ress of  society.  Under  private  initiative  it  is  a  privilege  to  be  registered  as 
public  policy  may  determine.  Business  taxation  is  an  excise  tax  and  should 
be  so  Imposed  as  to  Interfere  as  little  as  possible  with  efficient  operation  and 
maximum  production.  It  should  be  uniform  to  the  end  that  each  unit  of  busi- 
ness will  be  compelled  to  boar  its  relative  share  of  the  public  l>urden.  It  should 
not  exceed  the  amount  that  business  can  shift  to  the  consuming  public. 

The  objections  to  the  war-profits  and  excess-profits  plans  are  that  their 
standards  of  measurement  of  tax  obligation  are  unfair,  unjust,  and  unneces- 
sary. That  they  set  up  an  arbitrary  economic  status  of  business  earnings 
entirely  out  of  accord  with  the  facts,  and  that  the  result  of  such  enforced 
status  will  operate  as  a  powerful  instrument  of  discrimination  and  destruction 
against  the  weaker  elements  of  commerce  and  industry;  that  the  effect  will 
he  to  fo*<ter  and  encourage  private  monopoly  and  become  a  propelling  force  of 
tremendous  power  to  hurry  unduly  and  dangerously  the  economic  evolution 
that  Is  already  moving  with  great  rai>ldlty.  There  is  no  necessity  for  such 
dangerous  and  doubtful  economic  and  sociological  experiments  as  these  tax 
methofls  Involve  becaus**  there  Is  a  simiiler,  more  just  way  that  will  apportion 
the  tax  equitaliiy  among  the  taxpayers  and  at  the  same  time  have  a  minimized 
effect  upon  production.  This  plan  greatly  simplifies  administration  and  makes 
unnecessary  any  reference  eitlier  to  past  profits  or  capital  invested.  This 
method  ccmslsts  in  making  net  earnings  the  measure  of  tax  liability  and 
Imposes  a  uniform  tax  upon  them,  thus  insuring  a  reasonable  tax  rate  that 
all  can  lM\'ir  without  destructive  effects. 

If  profiteering  Is  done,  business  Is  only  the  instrument,  while  the  Individual 
owners  of  it  are  the  real  beneficiaries,  and  that  Congress  has  full  power  by  a 
graduate  tax  on  personal  Income  to  reach  each  of  them  and  appropriate  what- 
ever of  their  Incomes  that  public  policy  and  the  public  need  for  funds  may 
make  advisable. 

The  effect  of  heavy  taxation  of  large  personal  incomes  will  not  affect  pro- 
dnction  unfavorably  but  will  superinduce  greater  economy  in  unnecessary  per- 
sonal expenditure. 

THE  GENERAL  SnUATION. 

The  world  has  reached  the  end  of  an  epoch.  A  new  one  Is  now  being  born. 
Man  had  no  power  to  prevent  the  one  nor  has  he  ability  to  cause  the  other.  He 
\a  forced  along  in  the  current  of  happenings  that  Is  now  rushing  onward  toward 
that  far  off  divine  end,  the  true  nature  of  which  human  imagination  can  not 
fully  grasp.  With  all  Its  untoward  events,  this  age  is  one  in  which  it  is  a 
great  privilege  to  live,  and  especially  is  this  true  of  us  Americans.  The  final 
struggle  between  autocracy  and  democracy  is  taking  place  to  decide  as  It  must 
whether  power  concentrated  In  the  few  or  diffused  among  the  many  shall  be 
the  method  of  human  cooperation,  whether  men  shall  be  brothers  or  the  greater 
port  of  them  be  slaves.  If  democracy  i»rr)ves  the  stronger  In  the  contest,  of 
which  I  have  no  doubt.  Its  principles  will  bo<*<)ine  all  pervjiding  and  permeate 
the  political.  Industrial,  and  social  world.  The  changes  that  this  will  make 
necessary  will  be  fimdamental  and  revoliUi'Hiary.  The  Tnitel  States  will 
have  the  opportimlty  to  become  the  moral  lender  of  tli*  worl<l  if  oDiy  we 
develop  the  character  and  capacity  necessary  to  this  exjiltetl  iiosifinn.  To  do 
tills,  opportunism  and  selfish  purpose  must  be  thrown  nsi^^^  :'i'<l  onr  acts,  our 
conceptions,  and  our  ideals  must  be  brought  Into  conforiniiy  villi  tlmse  lixed 
principles  of  equality,  uniformity,  and  fraternity  that  form  tl.e  Ix*  Irock  founda- 
tions of  democracy.  To  you,  gentlemen,  members  of  the  highe-;t  legislative 
body  in  the  world,  comes  with  peculiar  force  the  call  to  take  the  lend  ivu\ 
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shape  our  destinies  and  those  of  the  world;  not  that  you.  liowever  ahle  or 
powerful,  can  thwart  the  final  purpose,  but  you  may  direct  progress  along 
pleasant  paths  rather  than  have  remorseless  evolution  force  us  agtiln  to 
undergo  the  tortures  of  that  hell  through  which  selfish  and  short-sighted  man- 
kind is  now  groping  its  way  toward  the  light. 

(The  chairman  here  submitted  a  statement  from  the  National  Tax 
Association,  which  is  here  printed  in  full,  as  follows:) 

PRELIMINARY   REPORT  OF  THE  COMMITTEE  ON   FEDERAL   TAXATION    OF   THE   NATIONAL 

TAX    ASSOCIATION. 

• 

The  undersigned  conuiiittee,  appointed  by  the  oxtnutive  committee  of  the 
National  Tax  Association,  conceiving  it  to  be  of  immediate  importance  to  secure 
the  views  of  the  members  of  the  association  and  such  others  as  might  be  led 
to  join  in  the  movement,  on  the  principal  questions  involved  in  the  preparation 
of  the  pending  Federal  revenue  bill,  prepared  and  distributed  a  questionnaire  in- 
viting responses.  While  the  conduct  of  this  inquiry  has  developed  many  Inter- 
esting and  valuable  suggestions,  it  is  evident  that  many  members  have  found 
themselves  engrossed  in  war  activities  and  otherwise  so  busily  engaged  that 
they  have  been  unable  to  give  the  time  and  attention  to  the  matter  as  speedily 
as  it  was  hoped  would  be  the  case.  The  canvass  will  therefore  be  continued 
up  to  the  time  of  the  final  report  which  will  be  made  to  the  St.  Louis  conference 
to  be  held  November  12. 

In  view,  however,  of  the  considerable  number  of  carefully  prepared  responses 
coming  from  all  portions  of  the  country  comprising  the  views  of  members 
thoroughly  posted  on  the  subject,  and  e8r>ecially  in  view  of  the  immediate  ac- 
tivities of  the  congressional  committees  in  considering  pending  legislation,  it  has 
seemed  desirable  to  issue  this  preliminary  report  giving  the  results  of  the  can- 
vass up  to  this  time. 

In  presenting  this  report  the  committee  considers  it  Important  to  make  it  as 
brief  and  concise  as  possible  and  therefore  confines  itself  to  those  questions 
which  have  been  susceptible  of  an  affirmative  or  negative  reply,  omitting  those 
involving  explanatory  or  argumentative  matter,  although  many  such  would  be 
of  interest  and  value  were  it  possible  to  report  upon  them.  For  the  same 
reason  it  has  seemed  inappropriate  to  comment  upon  such  replies  as  might  be 
done  to  advantage  in  bringing  out  more  clearly  their  meaning  and  intent  and 
stating  any  qualifications  expressed. 

It  is  assumed  that  the  members  of  the  association,  the  i-ongressional  com- 
mittees, and  the  Federal  officials  may  find  some  value  in  the  mere  results  of  the 
canvass  in  view  of  the  character  of  those  participating. 

Replies  have  been  received  from  90  members,  coming  from  27  difl^erent  States, 
including  22  economists,  39  business  men,  10  lawyers,  13  State  and  local  officials. 

Not  all  questions  were  answered  by  everyone  and  only  those  results  are 
given  in  which  a  fairly  large  number  of  replies  were  received. 

From  our  knowledge  of  the  character,  standing,  and  experience  in  tax 
matters  of  those  replying,  It  is  believed  that  the  replies  may  fairly  be  con- 
sidered as  conveying  the  general  opinion  of  the  country  at  large  upon  the 
questions,  many  of  which  are  of  difficulty  and  have  ol)viousIy  required  no  little 
thought  and  study. 

The  committee  takes  occasion  to  express  Its  deep  appreciation  of  the  coopera- 
tion which  has  been  thus  extended  and  of  the  patriotic  and  unselfish  manner 
in  which  the  answers  have  been  made. 

The  questions  selected  for  report  with  the  replies  are  submUte<l  herewith  on 
attached  statement. 

Thoh AS  E.  Lyons, 
WiscottHin  Tar  ComtnUiiion.  Chnirman. 
Prof.  Fred  R.  Fairchtld. 

Yale  University. 

A.  E.  HOLCOMB, 

American  Telephone  d  Telegraph  Co. 
Georcc  E.  Holmes. 

Attorney  at  Jjnr. 
O.  C.  Lock  HART. 

Ohio  State  Cnivrnfify. 
Srptembeb  is,  1918. 
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RvMult  of  ccmvass  of  replies  to  qitcntionnairr  (tf  com  witter  or  Vrdfral  taxation 
of  the  NatUmal  Tut  Assaeuttion  received  np  to  Sept.  lit,  J9J8. 


(^iiestioii. 


ADMINISTRATION. 


1.  Should  there  be  aimplificatlon  and  a  consolidation  of  the  various  taxes  upon  a 

given  taxpayer  under  one  act? 

2.  Should  regionai  boards  be  established  at  various  eonvenient  points  throughout 

the  country  for  the  administration  of  income  and  profits  taxes? 

3.  Should  such  Doards  be  indepc  ndent  of  the  Treasury  Department? 


Answer. 


Yes. 


INCOME  TAX. 


Should  the  exemptions  of  $1,000  and  $2,000  be  lowered? ' 

Should  the  entire  income  above  a  certain  amount  be  taken  as  tax? 

Should  salaries  of  State  officials  and  income  from  State  securities  be  taxed? 

(Reference  was  made  to  the  recent  cases  of  Peck  r.  Lowe  and  U.S.  Glue  Co. 

V.  Oak  Creek  in  247  U.S.) 

7.  Should  the  attempt  be  made  to  tax  "unearned*'  income  at  a  higher  rate  than  ' 

"earned  "  income? 

K  Should  the  income  tax  on  corporations  as  such  be  continued  (the  alternative  ' 

being  to  tax  the  shareholders  >? 

If  practicable,  is  the  taxation  of  undistributed  income  Justifiable? 

Would  you  advise  the  insertion  of  a  provL<;Ion  preventing  in  the  future  the 

making  of  contracts  by  one  to  pay  the  Mixes  of  another  (applies  particularly  , 

to  "tax  free  "  bonds  and  "tax free  '  rentals)? 

1 1.  Should  stock  dividends  be  treated  as  income? 

12.  If  the  income  tax  is  continued  on  corporations  should  the  present  provisions 

taxing  dividends  received  be  continued? 

13.  In  such  case  also  should  the  limitation  on  interest  deduction  be  continued? 

14.  Should  gains  from  the  sale  of  capital  assets  be  taxed  at  the  same  graduated  rates  i 

applicable  to  current  income  arisingfrom  the  use  of  capital? I 

LS.  Should  steps  be  taken  to  promote  international  comity  with  respect  to  taxation 
of  nonresident  citisens  and  corporations  and  of  aliens? 
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16.  Should  the  present  exoess-proAts  tax  law  be  continued? 

17.  Or  ahould  a  war-profits  tax  based  on  the  British  system  be  substituted? 

1 S.  Should  an  alternative  method  be  provided,  the  taxpayer  to  pay  the  higher  amount 

of  tax  whether  it  be  computed  as  an  excess-profits  tax  or  as  a  war  profits  tax? . . . 
19.  In  arriving  at  the  profits  tax,  should  an  attempt  be  made  to  give  some  allowance 

to  special  industries? 

90.  Shoold  the  present  diacrimdnatory  8  per  cent  tax  on  salaries  and  other  "earned '' 

income  be  retained? 

21.  Should  the  present  method  of  determining  "invested  capital "  be  changed? 

KXCISK  TAXIS. 

22.  Should'the  present  excise  taxes  be  increased? 

STAMF  TAXES. 


23.  Do  you  favor  stamp  taxes  on  checks? 

24.  Should  stamp  taxes  on  other  documents  be  imposed?. 


ESTATB  TAXES. 


2S.  Do  you  favor  Federal  estate  taxes?  — 
25.  Slumkl  the  present  rates  be  increased?. 


POSTAL  BATES. 

27.  Do  you  approve  of  the  existing  increased  postal  rates?  — 
2H.  Do  you  approve  of  the  special  postal  rates  on  advertising? 

C0STOM8  DUTIES. 


29.  Should  additional  customs  duties  be  imposed? 

30.  Should  discriniinatory  duties  be  levied  against  enemy  belligerents? 

LUXURY  TAXES. 


31.  Should  taxes  on  luxuries  be  imposed? 

32.  Should  taxca  on  articles  of  genaral  use  when  used  as  luxuries  be  imposed? 

ooNstncpnoN  taxes. 

33.  Should  taxes  be  levied  on  articles  of  general  oonsumption-~i.  e.,  tea,  coffee,  sugar, 

etc.? 
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The  Chairman.  The  committee  will  be  glad  to  have  the  views  of 
Mr.  James  W.  Kimiear. 

STATEMENT  OF  ME.  JAMES  W.  EINNEAB,  OF  PITTSBTTEGH,  PA. 

Senator  Smoot.  In  what  business  are  you  engaged  ? 

Mr.  Kin  NEAR.  I  am  a  manufacturer. 

Senator  Smoot.  Of  what? 

Mr.  Kin  NEAR.  Of  mimitions  and  steel — ^tool  steel.  Gentlemen,  I 
am  not  before  you  as  an  expert;  I  am  just  an  ordinary  business  man. 
People  of  the  United  States  expect  to  be  taxed;  they  want  to  be 
taxed  enough  to  do  this  thing  right.  We  only  expect  you  to  fix  it 
so  that  it  will  bear  on  us  all  equally;  that  is  all. 

The  feature  I  am  especially  interested  in  is  the  feature  of  the 
relief  of  moneys  given  to  charities — educational,  benevolent,  and 
religious.  What  you  did  last  year  was  an  innovation  in  tax  law 
so  far  as  I  have  been  able  to  find  out.  I  have  just  come  from  London 
a  few  weeks  ago.  While  there  I  met  some  men  of  affairs,  and  when 
I  told  them  what  Congress  had  done  here  they  said,  "  We  wish  we 
had  some  such  a  relief  here  on  money  given  away,"  and  I  have  no 
doubt  that  the  Parliament  of  Englana  will  follow  very  shortly  what 
has  been  done  here. 

It  was  an  innovation.  You  recognized  the  spirit  of  sacrifice  which 
is  abroad  in  the  air,  and  is  about  the  most  beautiful  thing  as  yet 
that  has  come  from  this  war,  and  when  men  have  stood  up  and 
wanted  to  give,  give,  give  to  these  great  causes,  you  have  come  for- 
ward and  relieved  them  individually  from  taxation.  I  am  here  just 
to  ask  you  to  go  one  step  further.  AVhen  corporations  want  to  do 
the  same  thing,  why  should  they  not  be  relieved?  The  corpora- 
tions have  souls,  notwithstanding  the  ordinary  sentiment  that  they 
have  not,  and  their  directors  and  stockholders  all  over  the  country 
are  willing  to  give.  I  know  there  are  some  lawyers  on  this  com- 
mittee, and  all  of  you  are  aware  of  the  fact  that  it  may  be  contrary 
to  law  for  the  directors  of  a  corporation  to  give.  However  that 
may  be,  it  is  being  done. 

I  understand  you  do  not  want  to  seemingly  approve  anything  that 
is  not  according  to  law.  Why  not,  then,  merely  provide  that  where 
a  corporation  gives  in  a  legal  way  that  would  be  authorized  by 
the  stockholders,  if  that  were  necessary,  where  they  give  in  a  legal 
way,  they  shall  be  relieved  from  taxation?  There  is  no  reason  why 
money  that  is  honestly  given,  with  a  spirit  of  cheerfulness  and  sac- 
rifice, should  be,  after  it  is  given,  also  taxed.  The  amount  of  money 
that  you  are  going  to  win  for  the  great  causes  of  this  country  by 
doing  this  is  far  more  than  the  amount  of  tax  you  are  going  to  get 
on  money  given  by  corporations. 

Senator  Penrose.  I  saw  stated  in  a  recent  article,  I  think  in  the 
Forum,  by  a  gentleman  whose  name  I  do  not  recall,  but  who  was  an 
expert  accountant,  that  the  corporations  holding  a  large  number  of 
these  10  per  cent  plus  contracts  have  made  large  contributions  to 
the  Red  Cross  and  other  purposes  and  charged  them  up  and  got 
10  per  cent  on  that  expenditure.    Do  you  know  anything  about  that? 

Mr.  Kinnear.  I  do  not  see  how  they  could  possibly  do  it  imder 
the  law. 
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Senator  Penrose.  That  is  what  this  accountant  says. 

Mr.  KiNNEAR.  They  could  not  possibly  do  it  unJesp  they  were 
guilty  of  deception. 

The  Chairman.  You  mean  charging  that  up  against  the  Govern- 
ment? 

Senator  Penrose.  A  part  of  the  expense  of  the  corporation,  to- 

f ether  with  lavish  expenditures  for  wines,  cigars,  and  banquets,  and 
e  gives  a  long  series  of  scandalous  expenditures. 

Mr.  KiNNEAR.  I  have  heard  of  that,  too. 

Senator  Penrose.  He  states  this  very  positive!}'.  I  do  not  think 
there  is  any  doubt  about  it. 

Mr.  KiNNEAR.  It  may  have  been  done  in  cases,  but  you  will  find 
some  people  everywhere  trying  to  evade  the  tax  law.  It  has  been 
since  the  days  of  Adam. 

Senator  Penrose.  The  vicious  feature  of  this  is  that  he  is  getting 
10  per  cent  on  his  alleged  benefactions. 

The  Chairman.  If  that  should  happen,  Mr.  Kinnear,  the  Gov- 
ernment would  be  responsible  by  reason  of  its  negligence  in  not 
more  properly  examining  and  passing  and  auditing  the  accounts. 

Mr.  KiNNEAR.  Certainly ;  and  they  are  doing  that  very  thoroughly. 
Such  corporations  will  be  held  up.  They  can  not  go  on  indefinitely 
with  that  method  of  procedure. 

The  one  point  I  want  to  leave  with  you  is  that  if  you  will  relieve 
the  corporations  for  money  honestly  and  legally  given,  there  will 
be  more  money  provided  for  the  great  causes  here  than  any  tax 
you  can  put  on  that  amount. 

Senator  Thomas.  I  think  we  have  not  exempted  them  because 
they  can  not  vote. 

Mr.  KiNNEAR.  Who  can  not  vote? 

Senator  Thomas.  The  corporations. 

Senator  Smoot.  And  there  are  very  few  givers. 

Senator  Jones.  What  moral  right  has  a  corporation  to  devote  its 
funds  to  charitable  purposes? 

Mr.  KiNNEAR.  The  stockholders  of  a  corporation  can  do  anything 
with  the  money  that  you  can  do  with  yours.    It  belongs  to  them. 

Senator  Jones.  That  is  undoubtedly  true.  But  what  is  the  object 
in  having  the  corporation  give  it  rather  than  the  individuals  who 
ore  stockholders? 

Mr.  KiNNEAR.  Tliat  is  owing  to  the  conditions,  Senator.  The 
nioney  in  the  treasury  of  the  corporation  is  there,  and  it  has  not 
been  distributed;  it  is  there,  and  the  stockholders  will  more  willingly 
give  that  way  than  the}'^  will  if  it  comes  into  their  hands  to  give. 

Senator  Jones.  Why  will  they? 

Mr.  KiNNEAR,  I  can  not  answer  why.  That  is  a  matter  of 
psychology. 

Senator  Thomas.  Is  it  not  a  fact  that  that  is  the  only  way  in 
which  some  of  them  can  be  induced  to  give  ? 

Mr.  KiNNEAR.  Yes:  that  is  true. 

Senator  Jones.  Then  your  proposition  is  that  the  controlling 
stockholders  coerce  the  smaller  stockholders  to  make  contributions 
to  some  enterprise  favored  only  by  the  controlling  stockholders? 

Mr.  KiNNEAR.  I  think  the  corporation  giving  would  be  tmani- 
mous.    I  do  not  think  there  would  be  any  objection  to  it. 
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Senator  Smoot.  It  could  not  legally  be  done  if  any  stockholder 
objected. 

Mr.  KiNNEAR.  No;  I  do  not  think  so,  because  it  is  a  matter  outside 
of  the  ordinary  line  of  business. 

Senator  Jones.  Then,  if  you  are  going  to  get  the  consent  of  every 
stockholder,  why  not  get  up  a  subscription  and  have  every  stockholder 
sign  it  in  proportion  to  his  holdings  in  the  corporation? 

Mr.  KiNNEAR.  Senator,  you  know  that  is  intricate,  and  can  not  be 
worked  out.  Here  you  are  in  a  stockholders'  meeting,  and  here  is  a 
cause  presented :  "Are  you  willing  to  do  this  ? "  It  goes  through 
cheerfully  and  willingly;  where,  if  I  should  go  around  with  a  paper 
and  ask  each  one  to  sign,  it  would  be  very  difficult. 

Senator  Jones.  It  has  been  my  observation  that  in  practically  all 
such  instances  as  you  refer  to,  it  simply  means  coercion  oi  the 
minority  stockholders. 

Mr.  KiNNEAR.  I  think  this,  Senator,  that  the  money  that  is  given 
to-day  is  given  largely  by  the  directors,  and  it  would  be  a  good  deal 
better  to  have  it  come  down  to  the  stockholders,  from  your  point  of 
view,  than  to  have  the  directors  giving  it. 

The  Chairman.  Where  the  directors  give  money,  do  not  the  stock- 
holders have  to  approve  it? 

Mr.  KiNNEAR.  I  think  in  nine-tenths  of  the  cases  where  the  direc- 
tors give  it,  it  is  approved  by  the  stockholders,  informally,  but  not 
in  any  formal  way.  If  this  tax  is  put  on  in  the  way  I  suggest,  it 
woula  have  to  be  done  formally. 

Senator  Smoot.  The  way  two  corporations,  in  which  I  am  inter- 
ested and  am  a  director  of,  do,  is  to  give  it  right  out  with  the  under- 
standing that  if  there  is  any  objection  to  it  on  the  part  of  the  stock- 
holders— and  so  stated  in  public — the  directors  will  make  the  amount 
good ;  and,  up  to  this  date,  there  has  been  no  objection. 

Mr.  KiNNEAR.  There  has  not  been  any  objection. 

Senator  McCumber.  That  is  coercion. 

Senator  Jones.  Yes :  it  is  coercion. 

Mr.  KiNNEAR.  I  understand,  then,  that  the  real  objection  in  your 
minds  is  that  you  feel  that  the  stockholders  would  be  coerced  into 
giving.    That  is  it,  is  it? 

Senator  Jones.  I  do  not  think  there  is  any  doi^bt  but  what  that  is 
a  fact.  You  take  all  the  contribution  by  all  of  the  corporations,  and 
the  result  of  it  is  the  coercion  of  the  minority  to  contribute  something 
to  enterprises  favored  by  the  majority. 

Mr.  KiNNEAR.  Then,  practically  every  offei*  that  is  made  in  public, 
where  the  people  hesitate  to  get  up  and  speak,  is  the  result  of  coer- 
cion, because  that  is  the  way  money  is  solicited  in  large  quantities. 
It  is  by  the  spirit  of  giving  that  is  generated  by  one  giving  and 
another  giving. 

Senator  Jones.  It  is  tolerated  by  the  minority  stockholders  simply 
because  they  are  not  strong  enough  to  protect  their  rights  without 
expense  and  trouble  not  commensurate  with  the  evil  which  they  must 
bear. 

Mr.  KiNNEAR.  Senator,  I  do  not  see  it  in  that  line.  The  stock- 
holders are  doing  a  great  many  things  all  of  the  time,  and  according 
to  your  theory 

Senator  Jones.  I  think  it  is  all  wrong  all  the  time. 
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Mr.  Kin  NEAR.  According  to  your  theory  it  would  be  oppression 
all  the  way  through.    I  am  spealcing  of  business  matters. 

Senator  Smoot.  I  think  that  under  the  law  Senator  Jones  is  per- 
fectly correct,  and  it  amounts  to  this,  that  one  Bolshevik  owning 
$100  of  stock  could  virtually  hold  up  a  jnillion  dollar  donation  to  the 
Red  Cross. 

Mr.  KiNNEAR.  Gentlemen,  I  have  finished. 

The  Chairman.  I  understand  you  are  not  suggesting  any  change 
as  to  the  subjects  provided  in  the  bill? 

Mr.  Kinnear.  Jsone  at  all. 

The  Chairman.  The  objects  of  charity. 

Mr.  Kinnear.  Not  at  all. 

The  Chairman.  You  simply  suggest  that  we  permit  the  corpora- 
tion to  do  what  individuals  may  do  m  this  respect,  provided  that  it  is 
done  by  the  consent  of  the  stockholders? 

Mr.  Kinnear.  Practically  so,  or  legally  done.  I  thank  you,  gen- 
tlemen. 

(Mr.  Kinnear  subsequently  submitted  the  following  brief,  which 
is  here  printed  in  full,  as  follows:) 

Pittsburgh,  Pa.,  September  16,  1918. 
The  Senate  Committee  on  Finance,* 

Washington,  J).  C. 

Gentlemen  :  You  were  kind  enough  to  give  nie  a  few  minutes  before  your 
committee  on  Tuesday  last  in  l)ehalf  of  exempting  corporations  from  taxation 
on  money  given  for  reUgious,  cliarltable,  and  educational  purposes  to  5  per  cent 
of  the  net  Income  of  the  corporation. 

I  desire  in  a  few  words  to  reply  to  the  two  objections  raised  by  members 
of  your  committee  to  the  insertion  of  such  a  provision  in  the  new  ffevenue  bill, 
and  W(  uld  ask  that  this  paper  be  filed  in  connection  with  my  remarks  made 
before  :h.  committee  on  Tuesday,  September  10. 

The  objections  were  as  follows : 

Tlje  first  objection  was  that  the  board  of  directors  as  a  rule  make  such  sub- 
scriptions for  their  cori)orations,  that  this  is  illegal,  and  your  committee  would 
not  Insert  a  provision  In  the  revenue  bljl  which  v^ould  seem  to  approve  an  Illegal 
procedure. 

In  answer  we  would  say,  If  the  stockholders  in  a  legal  manner  approved  the 
subscription  or  at  their  annual  meeting  authorized  the  board  of  directors  to 
distribute  a  certain  percentage  of  the  net  profit  to  charities,  etc..  It  would  not 
be  nn  Illegal  procedure,  and  the  provision  in  the  bill  should  only  exempt 
cori)oratlon  subscriptions  for  charitable,  educational,  and  religious  purposes, 
when  the  same  are  legally  made. 

Such  a  provision  would  have  the  effect  of  correcting  all  illegal  methods  of 
making  corporation  subscriptions  to  charities,  etc. 

The  S(»cond  objection  was  that,  even  if  the  corporation  subscriptions  were 
approved  or  authorized  by  the  stockholders,  their  approval  would  be  in  a  way 
coercive  upon  some  stockholders  who  might  not  wish  to  make  such  subscrip- 
tions but  w»ould  do  so  rather  than  enter  an  objection. 

This  objection  is  weak  and  there  is  a  complete  answer  to  it  as  follows:  The 
stockholders  are  fully  protected  under  the  law  and  if  they  ignore  or  refuse  to 
invoke  such  protecthm  they  nlone  are  responsible. 

The   Senator  raising   this  objection   may  have  had   the  impression   that   a 

majority  vote  of  the  stockholders  would  be  suftlcieut  to  legalize  such  subscrip- 

•  tlon,  but  this  being  a  distribution  of  funds  out  of  the  ordinary  line  of  business 

of  the  corporation,  it  would  undoubtedly  require  the  unanimous  vote  of  the 

stockholders  to  approve  or  authorize  such  a  subscription. 

Why,  then,  should  your  committee  feel  called  upon  to  protect  the  stockholders 
of  a  corporation  who  have  it  within  their  power  to  protect  themselves? 

To  say  that  the  large  stockholders  of  a  corporation  as  a  rule  coerce  the 
small  stockholders  into  giving  to  certain  charities  in  which  the  former  are 
specially  interested  is  not  true.    Such  a  statement  belittles  and  misjudges  the 
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big-hearted,  generous  business  men  who  are  running  the  corporations  of  this 
country  and  who  keep  its  business  pulsations  throbbing  from  the  Atlantic  to 
the  Pacific. 

There  are  luany  reasons  for  exempting  corporations  from  taxation  on  moneys 
legally  given  for  religious,  educational,  and  charitable  purposes  up  to  5  per 
cent  of  their  net  income.    Some  of  these  reasons  are  as  follows : 

1.  It  is  manifestly  unfair  to  tax  money  given  for  public  purposes  of  this 
kind,  when  the  country  depends  upon  the  public  to  finance  so  many  public 
benefactions  in  connection  with  the  war.  All  legislation  should  tend  to  increase 
public  benevolences  rather  than  diminish  them. 

2.  It  is  frequently  just  as  necessary  for  a  corporation  to  give  to  the  religioii8v 
educational,  and  charitable  institutions,  especially  iu  the  vicinity  of  the  works 
of  the  corporation  as  it  is  to  build  sanitary  houses  for  the  workmen.  The  lat- 
ter goes  into  the  expense  account,  but  money  given  for  the  former  must  be 
taxed,  although  it  is  just  as  necessary  and  vital  to  the  success  of  the  company 
as  the  latter. 

3.  Corporations  are  the  great  money  makers  of  this  country.  They  -will  give 
more  easily  and  in  larger  amounts  than  individuals,  and  this  is  a  distinct  ad- 
vantage to  great  public  undertakings,  where  large  sums  are  especially  required. 

4.  As  a  rule  the  man  of  small  means  gives  more  in  prox)ortion  than  the  man 
of  large  means,  but  where  the  corporations  contribute  the  large  and  small  stock- 
holder  gives  in  proportion  to  their  holdings  and  for  this  reason,  refusal  to  insert 
a  provision  exempting  from  taxation  corporation  subscriptions  in  a  way  protects 
the  large  stockholder  more  than  it  does  the  small  stockholder. 

5.  The  corporations  of  this  country  have  given  millions  of  dollars  during  the 
past  year  to  the'  great  public  religious,  educational,  and  charitable  undertakings 
in  connection  with  the  war  in  addition  to  paying  their  war  tax.  The  revenue 
bill  which  3'ou  are  now  considering  will  greatly  increase  their  tax,  the  Inser- 
tion of  a  provision  exempting  them  from  taxation  on  money  given  to  public 
benefactions  would  be  a  recognition  by  Congress  of  what  these  corporations 
have  done,  as  well  as  an  encouragement  to  continue.  It  will  mean  far  more 
to  the  public  welfare  than  any  tax  you  may  secure  on  the  funds  given  for 
public  benefactions. 

There  is  no  legal  or  moral  reason  why  corporations  should  not  be  permitted 
to  give  to  public  undertakings  and  be  relievetl  of  taxation  up  to  a  certain 
amount  of  such  gifts.  It  is  a  gi-cat  deal  better  to  give  the  corporations  an  op- 
portunity to  voluntarily  ilispo.se  of  some  of  their  profits  in  this  way  than  to 
force  the  same  into  the  public  treasury  by  drastic  t^ix  measures. 

The  insertion  of  a  provision  iu  the  pending  revenue  bill  exempting  corpora- 
tions from  taxation  on  moneys  given  to  public  charities,  etc.,  will  result  in  a 
wonderful  increase  in  the  corporation  gifts  during  the  coming  year,  and  here- 
after the  corporations  of  our  country  will  become  a  great  factor  in  sustaining 
all  public  benefactions. 

Your  committee  Is  respectfully  urge<i  to  insert  in  the  pending  revenue  bill  a 
provision  which  will  exempt  corporations  from  taxation  on  all  moneys  given 
for  charitable,  educational,  and  religious  purposes  up  to  5  per  cent  of  their  net 
income. 

Yours,  truly, 

James  W.  Kinnevr. 

INCOME  TAX. 

The  Chairman.  We  will  now  hear  Mr.  Reed.  Mr.  Reed,  I  believe 
you  represent  the  Inve.'^^tment  Bankers'  Association  of  America  ? 

STATEHEKT  OF  MR.  ROBERT  R.  REED. 

Mr.  Reed.  Yes.  sir. 

The  (^HAiRMAN.  And  wish  to  speak  as  their  representative  t 
Mr.  Rekd.  Yes,  sir. 

The  Chairman.  Is  there  anj'bocly  else  who  wishes  to  be  henrd  as 
I  he  represt»ntative  of  this  organization? 
Mr.  Reed.  No,  sir. 
The  Chairman.  You  are  the  only  spokesman? 
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Mr.  Reed.  Yes,  sir. 

The  Chairman.  How  much  time  do  you  think  you  will  recjuire? 

Mr.  Seed.  In  view  of  the  desire  of  the  committee  to  expedite  mat- 
ters to-day  and  the  number  of  gentlemen  present,  I  thought  I  v.  ould 
try,  if  the  committee  would  give  me  that  much,  to  devote  20  minutes 
to  income-tax  matters  and  20  minutes  to  excess  profits. 

The  Chairman.  Can  you  cut  that  down  to  10  minutes  with  each? 

Mr.  Reed.  Yes,  sir. 

The  Chairman.  I  want  to  say  right  here  that  I  do  not  think  the 
committee  cares  to  hear  the  hearing  of  any  documents  that  can  be 
printed  in  the  record.  It  would  be  nmch  more  helpful  to  us  if  you 
would  talk  to  us  in  a  direct  businesslike  manner.  I  think  we  will 
understand  you  better,  and  will  get  better  results  from  your  state- 
ment. 

Mr.  Reed.  That  is  just  what  I  wished  to  do.  This  association,  as 
you  know,  is  composed  of  dealers  in  securities,  about  500  of  them,  all 
through  the  country.  There  are  10  representatives  here  of  invest- 
ment houses  in  dinerent  parts  of  the  country,  and  the  committee 
E3ssibly  will  not  wish  me  to  read  all  their  names,  of  the  West,  the 
ast,  and  the  South. 

In  addition  to  certain  special  provisions  of  the  incom«-tax  law 
which  do  aflfect  securities  as  such,  the  investment  bankers,  collectively, 
have  a  very  vital  interest  in  the  income-tax  and  excess-profits  tax  as 
a  whole,  in  the  effect  which  these  taxes  may  have  on  the  industries 
of  the  country,  on  the  successful  flotation  at  this  time  of  liberty  loans, 
and  especially  on  winning  the  war,  and  on  the  conditions  after  the 
war.  We  have  always  worked  on  these  matters  from  the  public  view- 
point primarily,  in  addition  to  the  special  matters  in  which  we  are 
interested,  because  they  affect  securities,  and  the  first  matter  I  wish 
to  discuss  is  the  question  of  direct  taxation  on  the  interest  on  munic- 
ipal bonds.  On  that  point  our  position  is  really  representative,  be- 
cause dealers  can  buy  and  sell  bonds  at  any  price,  and  the  proposal 
is  to  tax  future  issues  of  States  and  municipalities.  If  municipali- 
ties go  to  a  6  per  cent  level,  they  go  off  the  market.  That  is  prima- 
rily the  problem  of  the  municipality. 

Senator  Thomas.  Is  not  the  problem  whether  the  Government  of 
the  United  States  has  any  constitutional  power  to  tax  a  State  security 
or  the  security  of  any  State  subdivision? 

Mr.  Reed.  That  is  the  question. 

Senator  Smoot.  Is  that  what  you  are  going  to  discuss? 

Mr.  Reed.  Not  the  constitutional  question;  no,  sir.  I  want  to  call 
attention  first  to  the  fact  that  practically  all  State  and  municipal 
issues  are,  by  the  action  of  the  Capital  Issues  Committee,  and  most 
effectively  by  the  cooperation  of  the  investment  dealers  of  the  coun- 
try, kept  off  the  market  now,  except  those  which  the  Capital  Issues 
Committee  find  compatible  with  the  interests  of  the  country,  and 
they  are  running  now  at  an  average  of  less  than  $100,000,000  a  year. 
A  great  part  of  those — ^none  of  us  know  just  how  many,  but  issue 
after  issue  that  we  do  know  of — are  made  at  the  instance  of  the  Na- 
tional Government  to  help  in  carrying  on  the  war.  One  instance  I 
have  in  mind  is  county  roads  to  cantonments.  I  know  one  county 
road  in  Camp  Grant,  the  waterworks  outside  of  Camden,  N.  J.,  to 
supply  the  cantonment,  and  my  attention  was  just  called  yesterday 
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to  a  new  school  building  out  in  Toledo,  Ohio,  for  trading  purposes. 
A  large  part  of  the  issues  are  for  those  purposes,  and  a  large  part  are 
under  statutes,  which  limit  the  borrowing  rate  to  5  or  6  per  cent. 

Generally  speaking,  the  provision  will  not  prevent  the  borrowing 
on  these  bonds.  They  win  not  diminish  the  demand  of  available 
capital,  except  in  those  few  cases  where  the  interest  rate  is  limited 
by  statute,  and  there  you  put  an  absolute  bar  against  something  that 
may  be  absolutely  necessary. 

In  the  opinion  of  bankers,  therefore,  this  would  not  restrict  the 
issue  of  bonds,  but  would  undoubtedly  depress  the  market  of  munic- 
ipal issues,  and  may  disturb  quite  generally  the  financial  conditions, 
and  have  a  ver}'  serious  effect  on  savings  institutions  and  others. 
Whether  or  not  that  will  help  the  liberty  bond  market  is  a  very 
doubtful  question. 

Just  one  thing  I  do  want  to  saj'  about  the  constitutional  issue: 
At  the  bottom  of  the  constitutional  issue,  at  the  forefront  of  the 
whole  subject,  is  a  political  issue,  and  the  Supreme  Court  is  bound 
to  recognize  that  political  issue,  even  though  we  do  not  have  every 
reason  to  believe  that  it  already  had  formed  its  opinion  on  this 
<juestion.  That  political  issue  is  whether  or  not  Congress,  in  propos- 
ing the  sixteentn  amendment,  put  something  over  on  the  States. 
Everyone  knows  that  the  State  legislatures  did  not  consider  that 
it  gave  the  right  to  tax  the  instrumentalities  of  the  States,  and 
everyone  knows  that  the  State  legislatures  would  not  give  that  right. 
That  fact  is  so  patent  on  the  face  of  it  that  nobody  can  ignore  it. 
If  the  States  should  wake  up  now  and  find  that  they  had  inad- 
vertently given  the  Federal  Government,  for  the  first  time  in  our 
history,  the  right  to  tax,  generally  or  discriminativel}',  the  agencies 
for  creating  the  borrow^ing  powers  of  the  States,  they  would  be  very 
much  surprised  and  outraged. 

Senator  Thomas.  I  presume  you  are  familiar  with  Senator  Root's 
opinion  on  that  subject? 

Mr.  Reed.  Yes,  sir;  and  with  Gov.  Hughes's  message.  Gov.  Hughes 
never  expressed  a  final  ojjinion  on  it.  He  said  there  was  no  as- 
surance but  what  that  opinion  might  be  taken,  and  the  State  of  Now 
York  accepted  that  amendment  on  Senator  Root's  opinion.  That 
was  followed  by  the  State  of  New  Jersey,  the  legislature  of  which, 
under  a  message  from  Gov.  Fort,  concurring  with  Senator  Root, 
accepted  the  amendment. 

I  may  say  this,  that  the  investment  bankers  do  not  oppose  the  tax 
as  such.  They  feel  that  if  there  is  occasion — and  there  may  be — 
when  State  and  municipal  issues  should  be  taxed,  in  great  emergen- 
cies, that  should  be  provided  for  by  amendment  to  the  Constitution, 
and  that  amendment  to  the  Constitution  should  be  so  framed  a?  to 
prevent  abuse  of  the  power  given,  which  would  not  be  the  case  with 
the  broad  powers  asserted,  to  tax  them  at  will. 

Senator  Jones.  If  we  have  power  to  levy  the  tax,  you  still  argue 
against  its  advisability,  because  it  will  depreciate  the  value  of  State 
and  municipal  securities.  Would  not  that  argument  go  to  the  ex- 
emption of  all  taxes  on  Government  bonds,  the  Liberty  bonds,  and 
would  it  not  be  just  as  applicable  to  one  as  the  other? 

Mr.  Reed.  A  sudden  disturbance  of  the  relative  established  values 
is  the  disturbance  which  I  had  in  mind,  and  I  also  had  in  mind  a 
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second  point  which  I  am  just  now  coming  tr.,  a  provision  in  this  bill 
wliich  does  tax,  unquestionably,  vast  amount-?  of  outstanding  munici- 
pal bonds,  and  which  will  undoubtedly  seriously  affect  their  value. 
I  think  it  is  an  oversight.  I  think  probably  it  can  be  corrected  at 
the  Treasur}'.  But  this  committee  ought  to  have  their  attention  called 
to  it.  That  is  the  second  proposition  on  that  subject. 
Secticm  214  and  section  iiii4  contain  this  provision : 

Interest  pHi<l  or  accniod  within  a  year  on  iudel»tednes.s  ♦  =•  *  In  excess 
f»f  interest  rrtH»ive<]  free  from  hixatioii  under  this  title. 

That  ii^  the  only  deduction  of  interest  allowed  under  the  bill  either 
to  the  individual  or  to  the  corporation.  It  is  manifest,  of  course, 
that  you  do  not  get  a  net  income  until  you  deduct  interest  on  in- 
debtedness. 

A,  an  individual,  with  a  gross  income  less  other  deductions  of 
say  $8,000  a  year,  has  a  $10,000  mortgage  on  his  house  or  farm  or 
a  $10,000  current  liability  in  his  business  on  which  he  pays  $600  in- 
terest. He  <^.wiis  $12,000  4  per  cent  municipals,  paying  $480  a  year, 
and  $10,000  liberty  3^'s,  paying  $350  a  year.  His  taxable  net  income 
in  fact  is  $7,400.  but  under  this  provision  he  can  deduct  only  $120 
of  his  interest  paid  if  he  holds  numicipals  and  only  $250  of  his  in- 
terest paid  if  he  holds  the  liberty  bonds.  The  result  in  each  case 
is  specifically  that  the  interest  received  on  the  tax-free  securities  is 
added  to  his  otherwise  taxable  net  income.  This  taxable  net  income 
becomes  in  the  one  case  $7,400  plus  $480,  the  interest  on  the  "tax- 
free"  municipals,  or  $7,880:  in  the  other  case,  $7,400  plus  $350,  the 
^  tax-free  "  interest  on  the  liberty  bonds,  or  $7,750.  He  is  taxed  for 
both  nornuil  and  surtax  on  his  income  from  the  tax-free  securities 
and  the  method  adopted  is  simply  a  mathematical  camouflage.  It 
works  out  that  Avay  in  everj'  case. 

B,  a  bank,  has  $500,000  deposits  on  which  it  pays  interest.  Its 
net  inc<5me  is  $G0,(;(.0.  Tt  holds,  and  has  held  for  some  vears.  State 
and  mimicipal  securities  paying  $2,000  a  year.  It  also  holds  $20,000 
libertv  'V.Vs  on  which  it  receives  $700  interest.  It  can  deduct  its 
$10,000  intei-est  paid,  less  $2,000.  plus  $700,  a  net  deduction  of  $7,300. 
Its  net  income  becomes  $52,700.  It  is  taxed  to  the  full  amount  on  the 
tax-free  securities  at  a  tax-free  price,  and  in  particular  let  me  add 
it  bought  the  liberty  4Vs  under  the  very  positive  assurance  of  law 
that  thev  were  free  of  the  normal  tax. 

It  is  onlv  necessarv  to  sav,  as  an  absolute  fact,  that  in  the  case  of 
a  bank-  and  there  are  many  of  them — which  will  pay  the  80  per 
cent  and  IS  per  cent  on  the  amount,  however  small,  that  is  undis- 
tributed, tliey  will  pay  that  80  per  cent  on  the  interest  which  they 
receive  froiu  liberty  3i's,  plus  18  per  cent  on  the  balance,  a  net  tax 
«>f  83,^,,  per  cent  on  liberty  3^'s,  which  they  bought  as  tax  free,  and 
in  the  case  of  the  bank,  the  same  thing  applies  to  the  liberty  4J's. 
We  all  know  there  was  no  such  intention  in  the  drafting  of  this  pro- 
posal. The  dealers  in  securities  have  never  objected  to  it,  and  do 
not  intend  to  object  to  it  during  the  war.  It  is  intended  to  apply  to 
an  individual  or  a  business  that  borrows  directlv  to  buv  tax-free 
bonds. 

Senator  McCumber.  Do  you  mean  to  say  that  section  does  not  in- 
tend what  it  reallv  savs? 
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Mr.  Reed.  It  does  not.  The  present  law  provides  for  the  computa- 
tion of  the  interest  on  indebtedness,  except  indebtedness  incurred  in 
the  purchase  of  tax-free  securities. 

It  was  thought,  and  probably  is  true,  that  that  provision,  without 
further  amendinent,  is  capable  of  evasion.  I  do  not  know  that  any- 
body has  evaded  it,  but  probably  they  have. 

I  may  say  this,  that  all  of  us,  when  we  first  saw  this  provision, 
thought  it  was  all  right,  thought  it  merely  answered  that  difficulty. 
We  woke  up  in  a  few  days  and  began  to  see  what  it  meant. 

Senator  McCumber.  I  read  it  over  once,  casually,  but  I  could  not 
read  it  over  in  any  other  way  except  to  find  that  it  taxed  3i  per  cent 
Liberty  bonds. 

Mr.  Reed.  You  were  much  quicker  in  seeing  it  than  the  rest  of  us. 

Senator  Thomas.  Did  you  call  the  attention  of  the  Ways  and 
Means  Committee  to  it? 

Mr.  Reed.  I  called  the  attention  of  the  chairman  of  the  Ways 
and  Means  Committee  to  it  several  weeks  before  the  bill  was  adopted, 
but  they  had  so  many  things  on  their  minds  that  they  did  not  get 
around  to  it.  We  called  the  attention  of  the  Treasury  to  it,  and  I 
expect  to  see  Dr.  Adams  about  it  this  week.  It  is  there,  and  of 
course  it  must  be  corrected. 

One  very  simple  fact  results  from  that.  Outstanding  municipals 
are  driven  out  from  investment  institutions  and  banks,  so  far  as  they 
can  get  rid  of  them,  into  the  hands  of  the  wealthy  individual,  who  is 
the  only  man  who  does  not  have  to  borrow ;  and  that  is  one  gi'eat  fear 
in  this  whole  situation,  that  the  wealthy  individual  will  buy  them. 
They  are  offering  them  to  him  on  a  silver  platter  at  8  per  cent.  It 
shows  the  need  of  seeing  where  we  are  going  to  get  off  before  we 
start. 

The  Chairman.  What  was  that  you  said  about  the  wealthy  in- 
dividual getting  8  per  cent? 

Mr.  Reed.  lie  certainly  will  bo  able  to  get  many  issues  at  8  per 
cent  if  this  should  remain  in  the  law. 

Senator  Thomas.  You  mean  8  per  cent  discount? 

Mr.  Reed.  Eight  per  cent  interest;  an  8  per  cent  rate.  He  will 
be  able  to  get  municipals  very  cheap. 

Senator  McCumber.  Owing  to  depreciation? 

Mr.  Reed.  Yes,  sir.  The  short-term  municipal  issues.  They  are 
in  the  banks  and  they  are  now  being  bought  and  have  been  bought  at 
very  attractive  rates.     It  has  been  very  necessary  that  they  should  be. 

I  have  right  here  a  little  ad.  I  happened  to  take  out  an  old  paper 
this  morning  from  the  State  of  Georgia.  There  are  300,000  school- 
teachers' warrants.  For  what  reason  that  may  be,  I  do  not  know, 
but  they  run  the  schools  through  the  year,  and  they  have  to  do  it 
on  warrants 

The  Chairman.  Your  apprehension  is  that  if  we  imposed  this 
tax  it  will  depreciate  the  value  of  the  bonds  and  the  rich  people 
would  buy  them  up? 

Mr.  Reed.  Yes,  sir;  that  is  the  thing  the  Government  wants  to  look 
out  for.  But  we  want  also  to  prevent  the  absolute  wiping  out  of 
the  value  of  these  present  securities.  The  ^eatest  buyers  are  the 
savings  banks.  It  is  only  necessary  to  mention  them  to  know  what 
that  means.  They  have  been  compelled  by  law  to  buy  this  class 
of  securities. 
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There  is  one  income-tax  matter  that  I  wanted  to  mention  to  you 
briefly^  and  tliat  is  the  absolute  importance,  if  you  want  to  get  a 
very  high  rate  of  taxation,  of  producing  some  allocation  and  averag- 
ing up  between  the  years.  A  man  may  have  had  a  tremendous  loss. 
His  capital  may  have  been  impaired  last  year,  and  he  has  got  to  make 
that  loss  good.  The  English  law  recognizes  that.  A  man  may  have 
a  tremendous  contingent  liability  outstanding  which  really  is  con- 
nected up  with  various  sources  of  his  income  this  year.  He  has  got 
to  put  the  money  aside  to  meet  that  in  February  or  March  of  next 
year.  He  will  have  to  face  that  liability  without  any  funds  out  of 
which  to  i)ay  it. 

On  the  excess  war  profits  taxes,  let  me  say,  as  has  already  been 
said,  as  to  general  principles  we  would  try  to  confine  ourselves  to  tlio 
House  bill,  and  offer  suggestions  which  may  help  a  little  in  working- 
out  from  that  bill  something  more  in  accord  with  the  desires  and 
views  of  the  committee,  and  what  seom  now"  to  be  the  views  of  the 
Treasurer. 

We  all  want  to  see  this  bill  enacted  before  the  election,  and  we 
are  absolutely  praying  for  a  miracle  that  it  may  go  through  bofore 
the  next  liberty  bond  issue 

Senator  Tjiomas.  The  day  of  miracles  is  over. 

Mr.  Reed.  I  am  afraid  so,  Senator.  Gen.  Foch  is  working  a  few 
miracles,  and  possibly  this  committee  may  work  one. 

In  many  respects  this  bill  is  very  superior  to  anything  else  that 
has  been  proposed. 

The  thing  we  want  particularly  to  protest  against,  as  our  time  is 
short,  is  the  definition  of  investment  capital,  and  particularly  in  the 
allowance  of  contingent  property  at  its  value  at  the  time  it  is  ac- 
quired, not  in  excess  of  the  par  value  of  the  stock.  We  have  heard 
a  great  many  protests  against  any  proposal  to  value  corporations  as 
they  stand  to-day.  Under  this  bill  you  have  got  to  go  back  and 
value  them  10  or  20  years  ago,  or  else  your  only  alternative  is  this 
alternative:  In  nine  cases  out  of  ten  it  is  their  stock  value,  which 
means  a  tremendous  favoritism  to  watered  stock.  We  not  only 
object  to  it,  but  we  object  to  the  destruction  it  brings  about  to  the 
corporations  whose  stock  is  not  watered,  especially  those  which  have 
been  undercapitalized. 

Investment  bankers  and  their  lawyers  know  something  about  the 
issues  of  stock  for  property.  They  know  that  property  can  be  bought 
for  half  its  value  and  capitalized  at  twice  its  value,  and  the  capital- 
ized value  can  go  up,  under  successful  management,  in  the  courcjo  of 
years 

Senator  Penrose.  Have  you  any  suggestion  to  make  on  that 
point? 

Mr.  Reed.  Perhaps  I  should  not  have  stated  the  objection  so 
broadly 

Senator  Penrose.  It  is  one  of  the  most  important  things  in  the 
bill,  and  I  recognize  the  infirmity  of  that  provision. 

ilr.  Reed.  If  the  percentage  basis  were  to  be  retained  I  think  we 
would  suggest,  practically,  as  a  general  proposition,  what  the  Senate 
committee  had  in  one  of  its  bills  last  year  as  to  capital  employed 
and  these  definitions  to  the  Treasury  and  to  the  courts.  But  we 
might  have  something  more  concrete. 
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Our  objection  is  to  the  capital  percentage  basis,  to  the  increase  in 
the  rates.  We  believe  absolutely  in  the  war-profits  basis,  and  -be- 
lieve that  it  is  capable  of  successful  adaptation  to  the  business  con- 
ditions of  this  country. 

Senator  Thomas.  Have  you  investigated  the  legal  question  of  our 
power  or  the  power  of  any  legislative  body  to  provide  an  alternative 
system  of  taxation — a  system  which  gives  the  taxing  authority  the 
power  to  use  the  one  or  the  other  as  it  may  think  it  can  get  more  tax 
by  the  alternative  method?  , 

Mr.  Eeed.  I  have  not  investigated  the  legality  or  constitutionality 
of  it.    I  can  see  the  possibilities  of  argument. 

I  do  not  want  to  take  the  time  of  the  ^committee,  but  there  is  one 
general  fact  that  I  wish  to  call  your  attention  to 

Senator  Thomas.  I  consider  that  one  of  the  most  important  legal 
questions  in  the  entire  situation. 

Mr.  Reed.  It  is  getting,  sir,  very  important. 

Senator  Thomas.  If  we  can  adopt  two  methods  we  can  adopt  30. 

Mr.  Reed.  If  a  man  gets  off  under  one  he  could  get  caught  under 
the  other.  If  he  is  under  one,  he  stavs  there.  It  minimizes  im- 
munity  and  doubles  the  confiscation. 

Senator  Smoot.  Is  it  not  an  absolute  fact  that  under  excess-profits 
taxes  it  is  absolutely  impossible  under  any  provision  that  can  be 
drawn  to  make  a  tax  equal  upon  all  business,  wherever  you  take 
capital  into  consideration  at  all,  and  with  an  excess-profits  tax  ^ou 
can  not  reach  a  plant  without  taking  capital  into  consideration, 
whereas  with  war  profits  you  do  not  have  to  take  into  consideration 
that  capital,  the  borrowed  money  or  water  stock,  or  anything;  it  is 
just  simply  to  take  the  money? 

Mr.  Reed.  That  is  absolutely  our  view,  Senator. 

Let  me  say  this,  that  it  is  also  our  view  that  the  real  reason  that 
the  war-profets  tax  has  never  obtained  the  general  support  of  the 
country  is  that  there  has  never  been  any  elastic  provisions  in  it 
which  would  enable  the  Treasury  to  reach  the  concerns  which  Mem- 
bers on  the  other  side  and  some  in  the  Senate  and  the  country  gen- 
erally have  said  escape  from  paying  the  tax  on  war  profits,  x  ou 
must  reach  them  on  some  equitable  basis.  You  must  have  the  power 
to  reach  them,  and  then  you  have  a  complete  measure  which  will 
stand  under  any  proposition. 

Senator  Smoot.  You  say  the  public  has  not  approved.  I  think 
most  of  the  business  interests  in  this  country  have  approved  of  a 
straight  war-profits  tax. 

Mr.  Reed.  I  think  that  is  true  of  the  business  interests. 

Senator  Smoot.  I  have  resolutions  from  nearly  all  the  commercial 
bodies  of  the  United  States — ^I  will  not  say  all,  but  I  have  a  great 
proportion  of  them,  from  the  Atlantic  Ocean  to  the  Pacific. 

Mr.  Reed.  I  think  that  is  true  as  to  the  business  interests,  and 
their  influence  is  properly  felt ;  but  it  is  not  the  only  influence  that 
is  felt  in  Congress  and  in  the  press.  There  has  been  and  there  will 
continue  to  be,  I  think,  opposition,  and  perhaps  successful  opposi- 
tion, to  the  war-profits  tax  as  a  successful  measure,  unless  it  is  tied 
up  with  broad  general  powers  to  reach  the  concerns  that  had  their 
successful  period  in  the  prewar  years. 

Mr.  Moore  of  Pennsylvania,  in  the  House  yesterday,  made  what 
on  its  face  was  a  complete  demonstration  against  the  war-profits 
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proposal,  and  the  factor  that  he  ignored  is  the  factor  that  I  want 
to  bring  out  here.    He  said  [reading]  : 

There  are  two  corporations  each  with  a  million  dollars*  capital  and  $200,000 
income.  One  made  $80,000  and  the  other  $200,000.  We  tax  a  man  who  was 
poor  In  the  prewar  period.  We  do  not  tax  the  man  who  was  rich  in  the  pre- 
war period. 

The  man,  in  other  words,  who  has  been  rich  right  along.  The 
stock  of  the  corporation  in  the  prewar  period  was  worth  the  pro- 
portion of  $80,000  to  $200,000 

Senator  Smoot.  And  rightly  so. 

Mr.  Reed.  And  they  consider  always  that  they  are  taxing  one 
tameable  owner  when  he  is  not  the  same  man  at  all.  Nine-tenths  of 
the  injustice  under  this  proposal  is  due  to  the  failure  to  recognize 
rhe  fact  that  you  are  taxing  the  present  owners  of  the  property. 

A  and  B,  for  instance,  may  have  invested  $100,000  in  1900  in  a 
new  corporation,  and  that  may  be  the  invested  capital  under  this  act 
on  which  it  is  allowed  to  earn  $8,000  or  $10,000,  and  be  taxed  35  per 
cent  to  70  per  cent  or  80  per  c6nt  flat  on  the  excess.  C  and  D  may 
have  purchased  the  stock  of  A  and  B  in  1914  for  $500,000,  and  though 
that  IS  the  capital  invested  by  them  in  this  property,  they  are  only 
allowed  to  earn  about  2  per  cent  upon  it  and  are  taxed  35  per  cent  to 
70  per  cent  or  80  per  cent  flat  on  the  excess  above  that  2  per  cent. 
There  is  not  a  provision  in  this  bill  which  would  give  them  anv  re- 
lief. 

Senator  Smoot.  That  is  under  the  excess  profit;  and  you  can 
not  get  away  from  it  under  any  provision  of  law  that  I  can  con- 
ceive of  being  drawn. 
,  Senator  Thomas.  It  is  arbitrary  and  artificial,  and  must  be. 

Mr.  Reed.  Of  course.  Senators,  the  provision  in  the  present  law 
for  the  valuation  in  1914  minimiEes  that  effect.  I  have  seen  case 
after  case  where  all  this  has  taken  place  since  1913  or  1911 

Senator  Town  send.  How  are  you  going  to  reach  that  class? 

Mr.  Rhed.  On  a  war-profits  l:>asis,  with  the  power  vested  in  the 
Treasury  to  make  corrections  of  recognized  busmess  factors  in  each 
particular  case. 

I  may  say  this — ^I  just  jump  from  one  general  proposition  to 
another  here,  because  my  time  is  limited.  You  wish  to  tax  the  excess 
over  a  normal  profit.  You  can  go  to  any  bank,  and  they  will  give 
you  a  decision,  not  necessarily  an  absolutely  mathematically  correct 
decision,  but  they  will  give  you  a  decision  as  to  what  is  a  normal 
income  of  a  normal  customer  of  theirs.  It  is  a  business  factor.  You 
o  to  three  banks  and  you  get  three  decisions,  and  it  is  a  fair  result. 

i  other  words,  what  is  the  normal  in  any  business  may  be  deter- 
mined by  banks  on  business  factors.  Congress  can  prescribe  one 
general  factor  of  prewar  profits  which  will  deal  with  a  generality 
of  cases.  It  can  not  prescribe  all  the  exceptional  factors  unless  it 
knows  all  the  special  factors  in  all  the  business  of  the  country,  but 
it  can  point  out  the  major  general  factors  that  shall  be  considered  in 
making  adjustments  and  leave  the  power  to  make  adjustments  in  the 
public  and  as  a  matter  of  public  record  to  the  Treasurer  on  business 
principles  by  a  business  board. 

We  think  that  it  is  not  necessary  perhaps  to  put  in  all  the  odd 
provisions  contained  in  the  English  law,  but  it  is  necessary  to  reach 
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the  same  result,  and  it  is  also,  I  think,  necessary,  because  of  the  con- 
siderations I  mentioned,  to  give  the  Treasury  power  to  find  that 
prewar  earning  are  abnormally  high  as  well  as  abnormally  low  and 
to  make  an  adjustment. 

The  best  general  proposition  that  has  been  made  on  that  is  the 
Treasury  proposition  of  a  graduated  7  to  12  per  cent  on  present 
capital,  graduated  for  different  classes  of  business. 

Senator  Thomas.  Why  consider  capital  at  all  in  the  matter  of  a 
war-profits  taxi- 
Senator  Smoot.  You  do  not  have  to. 

Senator  Thomas.  My  understanding  is  that  the  Englisli  law  takes 
the  amount  of  profit  in  normal  years  without  regard  to  capital,  and 
then  the  amounts  similarly  in  taxable  years,  so  that  the  tax  is  levied 
upon  the  amount  of  the  profit  without  regard  to  any  question  of 
percentage. 

Mr.  Reed.  No,  Senator;  that  is  the  primary  principle  of  the  Eng- 
lish law,  but  it  does  provide  that  the  taxing  power  could,  at  its  own 
election,  have  a  6  per  cent  reduction  (ff  capital.  If  it  was  below  that 
in  the  prewar  year 

Senator  Smoot.  But  that  is  only  on  the  business  which  he  started 
since  the  war. 

Mr.  Eeed.  That  is  true. 

Senator  Thomas.  Exceptional  instances,  of  course,  may  exist. 

Senator  Smoot.  All  abnormal  profits  before  the  war? 

Mr.  Reed.  Yes,  sir. 

Senator  Smoot.  There  are  only  a  few  instances,  relatively  speak- 
ing, of  that  kind,  and  the  English  law  cuts  out  95  per  cent  of  that 
trouble,  and  it  deals  directly  with  war  profits,  and  that  is,  in  my 
opinion,  what  we  ought  to  do. 

Mr.  Reed.  It  gives  the  capital  percentage  as  a  second  alternative, 
and  then,  aside  from  the  general  distinction,  it  finally  gives  the  Gov- 
ernment another  alternative  that  in  its  judgment  the  board  may  base 
the  percentage  standard  on  some  factor  other  than  capital.  It  gives 
it  a  practically  wide-open  door  to  take  some  other  factor.  We  had 
mentioned  it  last  summer  and  discussed  it  more  and  more  during  the 
year,  and  other  interests  have  raised  the  factor  of  the  ratio  of  net 
mcome  to  gross  income.  That  is  a  very  leading  factor  to  take  into 
consideration — not  to  be  prescribed  by  Congress,  Senator,  but  as  one 
of  the  factors  that  may  be  considered  by  the  Treasury. 

Senator  Smoot.  If  you  ever  go  into  that  there  will  be  another 
question  involved  that  will  be  impossible  of  fair  administration  to 
all  concerned. 

Mr.  Reed.  I  judge  that  none  of  us  have  ever  thought  that  out 
enou^rh  to  ask  it  as  a  final  proposition,  but  still  it  might  be  one  of 
the  factors  to  consider. 

The  Chairman.  Mr.  Reed,  your  time  is  up.  Let  me  ask  you  one 
or  two  questions  before  you  take  your  seat. 

Do  I  understand  you  as  approving  broadly  the  imposition  in  this 
bill  of  the  war  profits  tax  ? 

Mr.  Reed.  As  now  proposed? 

The  CirAiR^rAX.  Yes. 

Mr.  Rked.  As  aiiainst  the  capital  percentage  tax,  yes,  sir;  not 
otherwise. 
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The  Chairman.  Do  I  understand  you  as  opposing  the  alternative 
method  ? 

Mr.  Reed.  Unless  a  capital  percentage  is  levied  at  the  present 
rates  which  would  make  it  relatively  negligible;  yes,  sir. 

Senator  Smoot.  That  would  hardly  be  right. 

The  Chairman.  Then  I  understand  that  you  either  approve  or 
disapprove  the  arrangement  in  the  bill  as  to  the  alternative  tax? 

Mr.  Reed.  We  disapprove  very  decidedly  the  increase  in  rates. 
We  prefer  to  see  that  basis  entirely  out  of  the  law. 

The  Chairman.  The  rates  on  the  war  profits  tax,  or  the  excess 
profits  tax  ? 

Mr.  Reed.  The  excess. 

The  Chairman.  You  do  approve  of  the  rate  of  the  war  profits 
tax? 

Mr.  Reed.  We  approve  of  the  rate  of  the  war  profits  tax.  We  dis- 
approve placing  the  10  per  cent  capital  deduction  on  the  war  profits 
lax  on  invested  capital. 

Senator  Smoot.  And  I  think  that  ought  to  be  done. 

Mr.  Reed.  It  ought  to  be  on  capital  employed ;  and  if  it  js  left,  in 
there  it  ought  to  be  on  a  graduated  scale  applying  on  different  busi- 
nesses. What  you  lose  on  one  you  get  on  another.  That  is  true  of 
all  this. 

Senator  Thomas.  Your  position  as  counsel  for  your  association 
requires  you  to  be  more  or  less  familiar  with  taxing  systems  through- 
out the  country,  does  it  not  ? 

Mr.  Reed.  I  beg  your  pardon? 

Senator  Tho3ias.  I  say,  the  position  you  occupy  as  legal  adviser 
for  a  \  ery  important  organization  requires  you  to  familiarize  your- 
self, to  some  degi-ee,  with  the  taxing  systems  of  the  country? 

Mr.  Reed.  Yes,  sir;  it  does. 

Senator  Thomas.  Do  you  know  of  a  taxing  system  in  the  United 
States,  anywhere,  that  invests  the  taxing  power  with  an  alternate 
method  of  assessment  and  levying. 

Mr.  Reed.  I  never  heard  of  it,  Senator;  but  I  am  told  that  the 
State  of  Wisconsin  does,  in  an  indirect  way,  through  the  operation 
of  its  taxes;  but  I  can  not  see  that  it  is  any  more  effective  than,  for 
instanc»f»,  the  provision  that  the  tax  shall  be  on  war  profits,  but  shall 
not  exceed  10  per  cent 

Senator  Smoot.  There  is  no  such  provision  as  that. 

Mr.  Reed.  It  is  not  an  alternative  system;  it  is  a  limitation. 

Senator  Smoot.  We  do  not  provide  that  at  all. 

Mr.  Reed.  No;  but  the  alternative  simply  means  that  you  will 
take  two  things,  whichever  is  higher. 

Senator  Thobias.  The  Government  can  find  out  which  system  can 
get  the  most  blood  out  of  the  turnip  and  then  levy  it.  If  we  can 
enact  the  two  methods,  why  can  we  not  enact  half  a  dozen  different 
methods? 

Mr.  Reed.  You  could. 

Senator  Smoot.  You  can. 

Mr.  Reed.  Whichever  is  higher  or  whichever  is  less. 

Senator  Thomas.  I  would  like,  if  you  have  time  to  do  so,  to  make 
some  legal  investigation  of  the  subject.  I  am  too  busy  to  make  it 
myself,  but  I  think  it  is  a  fundamental  question  in  this  bill. 
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Mr.  Eeed.  If  I  have  time  after  Thursday,  Senator,  I  will  take 
that  up. 

Senator  Penrose.  I  would  like  to.  address  an  inquiry  to  Mr.  Reed. 
He  may  have  covered  the  point,  because  I  was  called  otit  several 
times. 

This  committee  had  a  pure  war-tax  provision  up  last  summer  in 
the  revenue  bill,  but  the  members  of  the  committee  found  it  almost 
impossible  to  meet  the  argument  that  many  very  large  concerns  would 
escape  taxation  altogether  as  a  lo^cal,  pure,  and  simple  war-tax 

Proposition.    For  instance,  if  I  recollect  correctly,  the  Ford  automo- 
ile  concern  has  no  war  profits.    Would  you  recommend  that  that 
company  pay  no  war  taxes,  and  other  concerns  of  that  character? 

Mr.  Beed.  No,  sir ;  I  would  not. 

Senator  Penrose.  How  would  you  meet  that  ? 

Mr.  Reed.  As  I  pointed  out  a  moment  ago,  in  a  great  many  cases, 
where  you  take  two  apparently  equal  concerns,  one  was  earning  8 
per  cent  in  the  prewar  period  and  the  other  was  earning  15.  The 
real  value  of  those  concerns,  their  invested  capital,  might  be  nomi- 
nally the  same,  but  the  real  value  of  those  concerns  in  the  prewar 
period  was  determined  by  what  they  were  earning  in  the  prewar 
period,  and  the  consequence  is  that  the  one  earning  8  per  cent  was 
selling  at  par  and  the  one  earning  15  per  cent  was  selling  at  150. 
That  corporation  is  changing  ownership  all  the  time.  The  capital 
invested  in  a  corporation  30  years  ago  furnishes  no  logical,  sound,  or 
just  basis  at  all  on  which  to  levy  a  tax  against  the  present  owners. 

Senator  Penrose.  That  does  not  seem  to  meet  my  point.  We  are 
reluctantly  proposing  a  war-profits  tax.  Now,  assume  that  at  least 
a  half  a  dozen  of  the  largest  concerns  in  the  country,  absolutely  re- 
gardless of  any  capital  or  any  other  way  of  estimating  the  tax,  have 
no  increase  of  profits  as  the  result  of  the  war.  According  to  your 
theory,  they  would  escape  any  additional  taxes? 

Mr.  Reed.  No,  Senator.  I  said  that  we  thought  that  the  Govern- 
ment ought  to  have  power  to  apply  some  additional  factor  to  those 
concerns  that  were  earning  abnormally  high  returns  in  the  prewar 
period  as  well  as  those  who  were  earning  abnormally  low  returns. 

One  general  proposition  will  show  what  I  mean.  We  wore  speak- 
ing the  other,  day  with  Judge  Hull  as  to  possibilities  from  this.  The 
capital-stock  tax  represents  capital  invested  by  the  present  own- 
ers  

Senator  Penrose.  You  are  getting  back  to  the  excess-profits  tax. 

Mr.  Reed.  It  is  simply  another  basis  on  which  to  tax  them.  In 
order  to  make  your  tax  complete,  you  have  to  reach  these  concerns. 
I  understand  that  on  one  side  of  the  Treasury  they  determine  the 
tax  on  the  basis  of  five  or  ten  millions,  and  on  the  other  side,  with  ref- 
erence to  the  same  corporation 

Senator  Thomas.  It  is  impossible  to  devise  a  perfect  system  of 
taxation.  We  can  only  approach  justice  and  equity.  Take  such  an 
institution  as  the  Ford  concern.  If  it  is  taxed,  not  upon  its  capital 
but  upon  its  earnings — and  its  earnings,  we  will  say,  were  $5,000,000 
in  the  normal  antewar  period,  but  because  of  the  increase  of  sales  its 
profits  are  ten  millions  in  a  taxable  year,  there  are  five  millions  which, 
independent  of  any  question  of  capital  invested,  would  be  subject  to 
this  tax. 
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Senator  Smoot.  That  is  war  profits? 

Senator  Thomas.  Of  course,  the  increase  in  the  income  tax  is  sup- 
posed to  operate  uniformly  everywhere, 

Afr.  RKED.-Of  course,  you  could  put  surtaxes  on  the  income  tax 

Senator  Smoot.  Of  course,  you  get  the  income  tax  on  whatever 
is  declared  in  dividends.  The  Ford  income,  since  the  war — that 
is,  the  Ford  Co.'s  profits  since  the  war — ^have  not  been  as  great  as 
they  were  before  the  war. 

Senator  Thomas.  My  information  is  to  the  contrary. 

Senator  S3100T.  I  have  a  statement  of  every  year. 

Senator  Thomas.  Then  you  have  definite  information.  My  in- 
formation is  that  as  compared  with  1911,  1912,  1913,  up  to  last  year, 
it  has  been  very  much  larger. 

Senator  Smoot.  Since  the  war? 

Senator  Thomas.  Yes. 

Senator  Smoot.  Oh,  no;  it  has  been  less.  The  Ford  Co.'s  profits 
have  been  less  since  the  war  than  before. 

Senator  McCumber.  What  objection  have  you  to  the  present  sys- 
tem, 7  and  9  per  cent,  as  meeting  those  cases  of  abnormally  low  earn- 
ings before  the  war  and  preventing  anyone  claiming  more  than  9 
per  cent  investment  as  a  lair  prewar  earning  and  taxing  as  excess 
profits  everything  above  that? 

Mr.  Reed.  I  should  say  the  c  hief  objection  is  that  it  throws  it  over 
to  invested  capital  and  the  capital  percentage  basis  as  the  general 
basis  of  your  tax.  The  war-profits  tax  is  fairly,  as  a  general  basis, 
resorting  to  the  capital  percentage  only  as  one  factor  in  taking  tare  of 
special  cases. 

Senator  McCumber.  How  would  you  remedy  that? 

Mr.  Reed.  I  would  think  the  war-profits  tax,  with  the  capital 
percentage  feature  as  the  English  have  it — where  it  is  not  equal  to 
i  per  cent  of  tlie  capital  employed 

Senator  S^rooT.  They  have  raised  it  to  9. 

Mr.  Reed.  They  have  raised  it  to  9 — and  9  is  fairer. 

Senator  McCumber.  How  about  those  who  have  had  an  abnormally 
high  earning  during  the  prewar  period  ? 

Mr.  Reed.  I  would  certainly  give  the  Treasury  power  to  find  that 
their  earnings  had  been  abnormally  high. 

Senator  Jones,  Mr.  Reed,  what  have  you  to  say  to  the  suggestion 
that  you  give  the  Treasury  Department  the  right  to  fix  a  normal 
reasonable  profit  for  each  line  of  business,  and  then  levy  the  taxes 
on  the  excess;  in  other  words,  carrying  out  with  reference  to  pre- 
war conditions  the  idea  that  one  business  ought  to  earn  in  normal 
times  more  than  another  business,  depending  upon  the  hazard  in- 
volved in  the  business?  Why  not  accept  that  and  give  to  the  Treasury 
Department  the  ri^ht  to  ascertain  what  would  be  a  reasonable  return 
upon  a  given  business,  and  then  le^'y  the  tax  upon  the  excels,  and 
in  that  way  make  quite  a  variation  between  the  businesses  of  the 
country,  depending  upon  the  risk  involved? 

Mr.  Reed.  That  is  what  absolutely  has  to  be  done  if  you  are  going 
to  get  an  80  per  cent  tax  out  of  every  person  that  you  ought  to  get 
it  out  of  without  substantial  injury  to  any  large  class.  Under  any 
arbitrary  system  wjhat  you  take  from  one  man  you  give  to  another. 
You  hvLVjc  immunity  and  confiscation  walking  together,  hand  in 
hand,  all  the  time. 
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Senator  Jones.  The  House  bill,  as  I  understand  it,  gives  a  blanke4^ 
exemption  of  10  per  cent,  and  that  strikes  me  as  being  unfair. 
There  are  some  businesses  which  in  normal  times  would  be  glad  to 
pet  6  or  7  per  cent,  because  they  get  it  regularly.  There  is  no  risk 
mvolved.  It  is  a  sure  thing,  and  they  are  satisfied  with  it.  But 
other  businesses  must  make  a  much  greater  profit  in  order  to  take 
care  of  the  risk  of  failure  in  certain  years  and  the  risk  in  the  nature 
of  the  business  itself  all  the  time. 

Mr.  Reed.  There  are  different  risks  in  different  classes  of  busi- 
ness, and  a  thing  that  is  very  often  lost  sight  of  is  that  there  are 
different  risks  in  individual  businesses  of  the  same  class.  A  couple 
of  young  men  go  into  a  mercantile  business  and  borrow  all  their' 
capital.  What  tney  have  is  very  much  at  risk.  They  mav  lose  it  all, 
while  the  merchant  around  the  corner  owns  it  all  and  tnere  is  verj^ 
little  risk. 

So  there  must  be  power,  aside  from  the  power  to  provide  for  an 
earning  rate  in  different  classes  of  business — there  must  be  power  tc 
make  adjustments  to  particular  businesses,  especially  if  you  have 
borrowecl  the  money,  because  that  is  where  the  biggest  risks  fall. 

Senator  Jones.  Mr.  Reed,  are  you  going  to  print  any  part  of  your 
remarks  that  you  have  not  delivered?  Because  I  confess  that  1  do 
not  fully  understand  your  argument,  but  I  am  not  going  to  take  up 
iinv  more  of  the  time  of  the  committee  with  any  further  inquiries. 

Mr.  Reed.  I  shall  do  that,  and  will  furnish  copies  to  the  members. 

The  Chairman.  I  wanted  to  ask  a  few  questions. 

I  understand  you  to  be  objecting  to  the  basis  of  ascertaining  the 
amount  of  capital  applying  the  deductions  upon  that  capital.  As 
I  understand  the  House  bill,  if  the  deduction  is  to  be  estimated  ac- 
cording to  the  war  profits  method,  the  amount  of  deduction  allowed 
is  10  per  cent  on  the  invested  capital. 

In  the  case  of  the  excess-profits  tax  methods,  the  amount  of  deduc- 
tion allowed  is  8  per  cent  oi  the  excess  profits. 

Vou  think  that  is  not  quite  a  fair  method  of  ascertaining  the  de- 
duction? 

Mr.  Reed.  I  think  that  the  definition  of  invested  capital,  throwing 
it  back  to  the  original  investment  of  30  years  ago,  is  absolutely  un- 
soimd  and  unfair 

The  Chairman.  You  do  not  approve  of  thtiL  But  eliminating 
this  method  of  ascertaining  the  deduction,  do  you  approve  of  the 
rates  provided  as  to  war  profits  and  excess  profits?  Do  you  think 
the  rates  are  properly  and  equitably  adjusted  in  both  of  those 
methods? 

Mr.  Reed.  Speaking  for  a  client,  having  no  definite  instructions, 
I  received  no  objections  from  any  interests  to  the  rates  as  such.  Our 
objection  to  the  capital  percentage  tax  is  really  based  upon  our  ob- 
jection to  that  basis  of  tax. 

The  Chairman.  You  have  no  objection  to  make  to  the  adjustment 
of  rates  between  those  two  methods? 

Mr.  Reed.  I  make  no  objection  or  protest  against  the  rates  as  to 
the  war-profits  tax,  the  rate  as  such;  but  the  injustices,  tlie  neces- 
sarily unavoidable  injustices  and  hardships  under  the  capital  per- 
centage basis  are  so  great  that  if  we  must  have  it  the  country  c?in  not 
stand  it. 
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The  Chairman.  Your  objection,  then,  goes  to  the  method  of  as- 
certaining the  invested  capital 

Mr.  Reed.  Yes,  sir;  and  to  the  capital  percentage  basis  generally. 

The  Chairman.  Now,  I  understand  you  as  taking  the  position — 
ami  that  I  think  is  the  most  important  matter  that  you  have  brought 
out — that  the  bill  ought  to  prescribe  the  tax  that  is  to  be  paid  by 
the  man  whose  income  is  normal  and  whose  income  can  easily  be 
ascertained  by  a  process  of  calculation,  but  you  think  there  is  a  large 
number  of  exceptional  cases  where  the  income  can  not  be  easily  as- 
certained, where  the  amount  of  capital  invested  can  not  be  easily 
ascertained;  and  in  that  class  of  cases  you  think  we  ought  to  invest 
the  Secretary  of  the  Treasury  with  broad  powers  to  ascertain  what 
the  invested  capital  is  and  what  the  proper  rate  of  interest  is? 

Mr.  Reed.  I  think  that  is  absolutely  essential  if  you  are  going  to 
get  an  80  per  cent  tax  and  get  it  where  it  is  to  be  had  from  those 
who  really  have  the  excess  profits. 

The  CiixViRMAN.  In  other  words,  to  set  up  a  kind  of  exceptional 
case  in  this  bill  and  to  permit  the  Secretary  of  the  Treasury  in  that 
exceptional  case  to  ascertain  the  invested  capital  and  to  assess  the 
income  in  his  judgment  and  discretion? 

Mr.  Reed.  To  ascertain  the  normal  income. 

The  Chairman.  Taking  into  consideration  all  the  circumstances 
and  conditions  in  each  exceptional  case? 

Mr.  Reed.  Yes,  sir ;  that  is  the  most  important  thing. 

Senator  Gerry.  In  other  words,  you  make  an  exception  in  that  case 
the  same  as  you  do  in  the  exceptional  case  in  the  prewar  case? 

Mr.  Reed.  Yes,  sir;  I  would. 

I  do  not  question  the  constitutionality  of  it,  because  I  believe  that 
constitutional  questions  must  be  determined  on  broad  general  lines. 
If  you  have  power  to  levy  a  war  tax  on  the  excess  above  the  normal 
income,  there  is  only  one  way  in  which  you  can  do  it,  and  that  is  to 
have  the  normal  income  determined  and  fixed,  because  it  can  not  be 
prescribed  by  statute. 

The  Chairman.  If  it  is  a  normal  case,  under  the  process  of  assess- 
ing this  income  tax  provided  in  the  bill,  probably  no  great  injustice 
would  be  done  as  between  businesses  and  as  between  persons  subject 
to  this  tax. 

Mr.  Reed.  I  would  only  say  that  as  to  war  profits  taxes ;  not  as  to 
capital  percentage  taxes. 

The  Chairman.  But  no  great  injustice  would  be  done  as  between 
the  taxpayers,  no  great  discrimination  as  between  the  taxpayers  by 
the  apiMication  of  these  two  methods  to  the  normal  case.  The  in- 
justice will  come  by  its  application  to  the  abnormal  case;  and  to 
avoid  that  possible  injustice  you  propose  this  exceptional  case  with 
power  in  the  Secretary  of  the  Treasurj-  to  adjust  equities? 

Mi-.  Reed.  I  should  say  very  decidedly  that  in  my  judgment  the 
capital  percentage  tax  with  increased  rates  rests  unjustly  in  the 
normal  case. 

Senator  Smoot.  Without  doubt. 

Mr.  Reed.  And  destroys  the  values  that  have  been  invested  in 
stock  and  securities  in  the  last  5  or  10  vears. 
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The  Chairman.  You  reach  that  conclusion  because  you  think  the 
time  for  assessing  the  value  of  the  property  which  constitutes  the 
capital  is  the  wrong  time? 

Mr.  Reed.  It  is  the  wrong  time.  The  property,  in  many  cases^  is 
assessed  on  the  assessment  made  by  other  parties  30  years  ago,  with 
no  relation  to  the  investment  made  by  the  present  owners  in  the  last 
few  years. 

The  Chairman.  Instead  of  the  invested  capital  being  ascertained 
by  valuing  the  assets  at  the  time  of  their  acquisition,  you  insist  that 
the  assets  ought  to  be  valued  as  of  the  date  the  tax  is  levied? 

Mr.  Reed.  That  can  not  be  done,  of  course,  Senator. 

The  Chairman.  As  of  the  date  the  bill  passses? 

Mr.  Reed.  I  am  opposing  the  capital  percentage  basis.  You  have 
got  to  value  that  property  as  nearly  as  you  can  as  to  the  value  placed 
upon  it  the  preceding  year 

The  Chairman.  In  other  words,  for  this  year  you  would  think 
you  should  value  the  assets  as  of  the  1st  of  July,  1917? 

Mr.  Reed.  That  would  be  a  decided  relief  and  work  justice  in  a 
great  many  cases. 

The  Chairman.  Now,  Mr.  Reed,  if  that  were  done,  if  we  were  to 
ascertain  now  the  invested  capital  for  the  purpose  of  applying  this 
8  or  10  per  cent,  as  the  case  may  be,  as  of  the  30th  day  of  June,  1917, 
do  you  not  think  by  reasoA  of  the  greatly  inflated  value  on  that 
date,  under  those  rates,  we  would  get  a  very  small  tax,  relatively 
speaking,  and  that  in  order  to  get  the  amount  that  we  are  seeking 
to  get  from  incomes  and  profits,  that  we  would  have  to  enormously 
increase  these  rates  ? 

Mr.  Reed.  An  80  per  cent  tax  is  a  pretty  heavy  rate,  Senator. 

I  would  like  to  answer,  if  I  may,  by  an  illustration  of  a  case  that 
came  to  me.  A  man  had  invested  some  three  or  four  hundred  thou- 
sand dollars '- 

The  Chairman.  Just  let  me  finish,  now.  For  instance,  take  for 
illustration  this:  Suppose  you  have  a  steamboat  company  which 
owns  half  a  dozen  big  vessels  of  the  larger  type,  we  will  say.  If  you 
are  going  to  value  those  vessels,  which  are  that  company's  assets,  if 
you  are  going  to  value  them  at  the  price  they  would  have  brought 
on  June  30,  1917,  their  capitalization  is  perfectly  enormous. 

Mr.  Reed.  No  more  enormous.  Senator,  than  the  man  who  bought 
them  at  that  price  at  that  time 

The  Chairman.  Ten  per  cent  of  their  capital  stock  would  wipe 
out  very  largely  their  net  income,  and  there  would  be  nothing  left 
to  tax. 

If  you  are  going  to  take  mines,  coal  mines  and  iron  mines,  and 
value  them  for  the  purpose  of  this  deduction  at  the  enormous  price 
at  which  they  would  sell  now,  would  you  not  have  a  capitalization 
that  would  be  so  much  that  the  10  per  cent  upon  it  would  wipe  out 
very  largely  the  profit  and  we  would  get  no  tax  from  these  incomes, 
or  if  we  got  some,  it  would  be  relatively  a  very  small  tax  ? 

Mr.  Reed.  I  did  not  intend  to  find  myself  arguing  as  a  direct 
proposition  for  a  valuation  in  1917 

The  Chairman.  That  is  what  you  have  been  arguing. 

Mr.  Reed.  No  ;  I  have  been  arguing  against  the  capital  percentage 
basis,  because  it  is  unfair. 
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Senator  Smoot.  Entirely. 

Mr.  Beed.  As  long  as  you  ask  me,  I  will  say  this,  Senator,  that 
logically  and  fairly,  with  this  enormous  tax,  honestly  that  is  what 
you  should  do,  and  I  will  answer  it  with  an  illustration.  It  is  a  tax 
on  the  profits  of  1917  or  1918,  as  the  case  may  be. 

In  the  case  I  was  going  to  mention  a  moment  ago,  a  man  invested 
$400,000  back  in  1914,  I  think,  or  1913,  in  the  development  of  some 
new  process  for  extracting  gasoline,  I  think,  from  the  oil  fields.  He 
bought  up  contracts  at  nominal  prices.  Incidentally,  he  had  spent 
so  many  thousands  of  dollars  berore  that  in  other  forms  in  experi- 
menting with  that  process,  but  he  had  only  $400,000  invested  in  1917. 
Those  contracts  he  had  obtained  at  low  iSgilres,  and  he  was  offered 
for  that  business  two  and  one-half  millions.  I  can  not  quite  get  it 
out  of  my  own  head  that  tliat  man  was  worth  two  and  a  half  millions 
at  the  end  of  1916,  just  as  much  as  the  man  would  have  been  who  p^^d 
him  two  and  a  half  millions  for  it. 

Senator  Smoot.  Of  course,  under  that  plan  we  would  not  collect 
any  taxes. 

I  am  speaking  of  the  general  business  of  the  country.  The  trouble 
with  an  excess  profits  tax  and  the  trouble  with  a  question  of  valuation 
of  stock  or  capital,  which  is  virtually  the  same  thing,  is  that  it  is 
impossible  to  put  into  operation. 

Senator  Thomas.  I  think  the  illustration  of  the  chairman  shows 
that. 

Mr.  Reed.  With  that  kind  of  a  valuation.  Senator,  you  would  not 
have  to  have  so  high  a  percentage  deduction.  That  is  nigh  because 
you  know  it  is  unjust  in  many  cases.  Even  in  the  English  law. 
Senator,  the  law  values  the  present  property  at  it?  cost,  which  is  a 
very  different  thing  from  valuing  the  investment  .30  years  ago.  It  is 
much  fairer. 

Senator  Smoot.  Quite  true. 

Mr.  Reed.  In  fact  I  think  that  would  be  a  verv  decided  advance 
over  the  present  bill  if  that  were  done. 

The  Chairman.  I  have  been  asked  to  state  that  Mr.  H.  C.  Brent, 
of  the  Fidelity  Trust  Co.  of  Kansas  City,  has  been  asked  to  appear 
here  for  the  Kansas  League  of  Municipalities  in  protest  against  the 
direct  tax  against  municipal  issues  and  also  against  the  tax  I  have 
mentioned,  and  that  he  has  telegrams  from  a  number  of  cities — 
Atchison,  Kansas  City,  and  others. 

He  would  like  to  take  three  or  four  minutes  to  present  those  pro- 
tests. 

The  Chaikman.  He  wishes  to  appear  for  the  bondholders? 

Mr.  Reed.  No,  sir;  the  Kansas  league  of  Municipalities,  Mr. 
Gwinn,  the  city  treasurer  of  Baltimore,  is  present,  and  would  like  to 
address  you  briefly. 

The  Chairman.  For  the  purpose  of  discussing  the  tax  on  munici- 
pal bonds? 

ifr.  Reed.  Yes.    Those  are  the  only  two. 

The  Chahiman.  How  long  do  those  gentlemen  desire? 

Mr.  Reed.  About  three  minutes  each,  I  believe.  That  al^o  includes 
Mr.  Gwinn.  Mr.  Chairman,  before  I  finish  I  desire  to  present  a  brief 
in  the  form  of  a  memorandum  which  I  wish  to  be  made  a  part  of  my 
remarks. 
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(The  memorandum  referred  to  above  is  as  follows:) 

Outline  of  Points — Ex<  khk  and  War  I*rofit.s  Tax. 

A.    ANALYSIS    AND    CRITICLSMS    OF    HOVSE    BILL. 

1.  Definition  of  invested  eiipital  dianged  from  present  law. 

(o)   1914  valuation  of  tangible  property  omitted. 

(b)  "Paid  in  surplus"  on  tangible  property  omitted. 

(c)  Illustrations. 

2.  Principle  of  invested  capital  unsound. 

(o)  Tax  is  on  excess  profits  of  present   stockholders  whose  capital   is 
invested  in  stock  at  values  of  present  properties  in  recent  yimrs. 

(b)  No    necessary    relation    in    fact    between    original    investment    and 

properties. 

(c)  80  per  cent  tax  on  excess  above  10  per  cent  of  original  capital  may 

actually   (on  one  hand)  be  80  i)er  cent  tax  on  excess  above  2  iter 
cent  of  investment  of  present  owners  or  (on  other  hand)  leave  a 
20  per  cent  of  such  investment  untaxed. 
{(I)  Gives  relative  immunity  to  watered  capital  and  penalizes  conserva- 
tive capitalization. 

3.  No  general  or  adequate  power  to  deal  with  exceptional  cases. 

(a)   Sec.  327  limited  to  si^ecific  classes. 

(&)  Simply  applies  a  secondary  arbitrary  basis  of  tax. 

(c)  This  basis  unsound  and  probably  unconstitutional. 

(d)  Measures  C's  tax  by  income  of  A  and  B. 

4.  Prohibition  of  consolidate<l  returns  invites  evasion  of  tax.     (See  336.) 

».    PROPOSALS. 

1.  War-profits  tax.  alternative  or  exclusive,  should  reach  all  profits  above  normal 

during  the  war  year. 

(a)  Normal  profit  determined  prima  facie  by  prewar  standard. 

(b)  Adjustetl  in  exceptional  cases. 

(c)  What  is  normal  profit  in  given  case  is  business  question  which  can  be 

decided  by  administrative  ofilcer  or  board  analogy  to  valuation  «»f 
'  proi)erty  by  local  assessors. 
id)  Principle  to  be  recognized  one  of  taxation,  not  of  profits  limitation, 
(c)   It  is  constitutional  and  practical  and  also  essential. 

2.  Capital  (when  used)  should  be  present  assets. 

(a)  Determine<l  by  balance  sheet  adjusted  to  meet  statute, 
(ft)  Valuation  should  exclude  ai)preciation  due  to  war  (conditions  except 
where  property  has  been  acquire<l  at  appreciated  value.  Some  al- 
lowance f<»r  purchase  of  stock  representing  appreciation  should  In* 
|)ermitte<l  in  exceptional  cases  of  hardship  and  also  where  appre- 
ciation has  been  capitalized  and  taxetl  to  stcM-khoiders. 
(c)   English  vahmtion  is  cost  «ir  value  when  acquiretl.  less  depretMatiou; 

and  indebtetlness  is  deiUictiMl. 
id)  1914  valuation  should  be  allowed  in  any  event  to  minimize  ineipiali- 
ties. 
The  House  bill  changes  the  i)resent  excess-profits  tax  In  two  vital  respects. 
First,  the  rate  of  tax  is  made  confiscatory  <»f  the  so-culbnl  extvss  pmfit.s,  an<l, 
8ecx)nd,  although  the  House  conunittiM»'s  report  .states  in  terms  that  the  "defini- 
tion of  investetl  capital  in  the  existing  law  •  ♦  •  \ms  not  lH»en  changetl  in 
any  imi>ortant  parti<*ular/'  it  has  In  fact  l>een  (hanged  in  its  most  im|>ortaiii 
particular,  that  of  the  valuation  of  tangilde  property  lu-cpilrisl  for  sttH'k.  Tnder 
the  present  law  ami  regitlatitais  tangible  proiK»rty  acqninnl  for  stock  prior  to 
January  1,  1014,  is  retpilriMl  to  be  valued  as  of  that  date,  and  any  exc«»ss  <»ver 
the  par  value  of  the  sto<^k  may  lie  allowetl  as  "  fxiid-in  surplus"  (Kegulationn 
No.  41,  art.  iu\),  while  under  the  {tending  House  bill,  sivtliui  XM,  then*  Is 
.illowed  i»nly  *•  actual  nisU  value  of  tangible  property,  other  than  cash,  bona 
Ade  paid  in  for  sttH'k  or  shares  at  the  time  of  su<*h  payment,  but  in  no  <*tiM* 
to  exceed  the  par  value  of  the  taiginal  sto<'k  or  shares  siieclfirally  is.<neil 
tberefor." 

The   following   illustrations   of   the   o| deration    of    thiH   provision    with    ttu« 
greatly  lncn»as<*d  rates  of  tax  s|>eak  for  theinselvi^s: 

1.  A  Co,  was  formed  in  lW)r>  and  SIO.imkukhi  stiK'k  was  Issued  for  pro|K»rtle<« 
which  at   that   time  were  etirning  $,S4NM««»  and    (probably)    could  have  lieen 
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iMmght  for  $4,000,000.  Between  1905  and  1912  the  eoiui>Hiiy*s  ea'rnings  were 
hljlh  and  It  put  $700,000  into  surplus.  Its  average  prewar  net  income  was 
$900,000  and  Its  stock  was  selling  in  1914  on  a  valuation  of  $6,000,000.  By 
1918  Its  surplus  had  increased  to  $1,400,000.  It  is  Jiow  earning  $1,200,000. 
It  vfilues  the  original  property  at  $10,000,000  on  its  excess  profits  return 
nud  puts  its  invested  capital  at  $11,400,0(X).  The  Treasury  can  obtain  no 
proof  of  actual  values  in  1905  except  that  shown  on  the  company's  books  and 
supix)rted  by  the  subsequent  earnings.  On  a  war-profits  basis  it  woidd  be  taxed 
«0  per  cent  on  $300,000,  its  excess  over  $900,000,  a  tax  of  $24O,0(K).  By  the  10 
pel*  cent  limitation  based  on  invested  capital,  its  misnamed  "  war-profits  "  tax 
Ls  liniite<l  to  80  per  cent  of  $60,000,  the  excess  over  $1,140,000,  a  tax  of  $80,000, 
a  loss  to  the  (government  of  $192,000.  The  actual  tax  under  the  graduated 
nues  would  be  35  per  cent  of  $288,000.  the  excess  over  $912,000  (8  per  cent  of 
*1J40,(XK)),  a  tax  of  $110,800,  a  net  loss  to  the  Treasury  "of  $129,200.  Its  real, 
original  invested  value  was  $5,400,000,  on  which  it  is  earning  over  22  per  cent 
and  enjoying  immunity  up  to  17  per  cent  ($912,000). 

2.  B  Co.  was  f(»rmed  by  K.  and  L.  in  1905  with  $2,000,000  stock.  They 
turned  over  to  It  for  the  stock  a  family  jmrtnership  business  for  which  the 
partners  had  just  refused  a  cash  offer  of  $5.(X)0,0(X).  They  appraised  the 
physical  properties  at  $3,500,000,  but  thought  that  $1,()(K),()00  each  was  enough 
.stock.  They  had  no  reason  except  i)ersonal  conservtitism  for  undervaluing 
the  properties.  Tliey  have  kept  up  the  proi)erties,  but  paid  out  their  net 
earnings  and  would  have  under  the  House  bill  a  present  invested  capital  of 
just  $2.(K)0.0(H).  In  1914  they  refustnl  $7,000,000  for  the  property.  They  have 
averaged  .S400.0(K)  a  year  on  the  property  since  1905,  this  also  being  their 
avenjge  prewar  net  income,  and  are  in  1918  trying  to  avoid  profiteering  and 
doing  necessary  war  work  with  a  net  income  of  $470,000.  They  are  taxed 
under  the  SO  i>er  cent  over  10  per  cent  clause  on  the  excess  over  $200,000,  which 
is  4  i>er  cent  of  the  price  they  refused  for  the  proi>erty  in  1905,  less  than  3 
I>er  cent  of  what  it  was  worth  in  1916,  a  total  tax  of  $216,000,  leaving  them 
(su!)je<t  to  corporation  income  and  personal  taxes)  $254,000. 

Incidentally  K.  died  In  1916,  leaving  his  widow  only  a  one-twentieth  interest 
in  Ills  share,  valued  for  inheritance  tax  at  $159,000,  and  producing  an  income 
of  $10.(KK)  a  year.  Or  possibly  he  has  sold  a  one-fortieth  interest  or  250  shares 
to  J.  for  $3(K)  a  share,  paying  an  inccmie  of  $5,000  a  year.  In  either  case  the 
income  is  practically  cut  in  half.  All  parties  ccmcerned  will  probably  sell  out 
the  (nanpany  to  new  owners  who  on  a  new  valuation  are  relatively  untaxed.  A 
f'omiiany  in  the  position  of  A  Co.  (illu.strathm  1)  or  E  Co.  (illustration  5) 
fould  take  it  over  withtmt  incurring  any  additional  taxation. 

3.  ConK)ration  C  wiis  formed  In  1915  by  new  parties  and  acquired  the  proi>er- 
ties  of  either  corporation  A  or  cori)oration  B,  either  for  cash  or  stock,  at  a 
valuation,  say,  of  $7,000,(KKK  In  either  case  they  have  an  investe<l  capital  base<l 
on  the  actual  1915  valuation  |>Ius  tlicir  surplus  since  1915,  say,  $300,(K)0.  Earn- 
ing $1.000,0(K)  net  (the  siime  as  A  Company)  they  will  be  taxed  80  per  cent  on 
$470,000  (exct»ss  over  $730.(K)0)  or  .$:mUKX).  On  an  earning  of  .$470,000  (same 
as  company  B)  they  woiild  not  be  taxed  at  all. 

In  each  case  the  comparison  of  the  recently  formed  company  having  a  i)rewar 
valuation  with  a  company  formed  in  earlier  years  Is  very  striking. 

4.  I)  Company  was  formed  in  19(K)  by  M.  and  N.  »)n  an  investment  of  $100,0(K). 
Its  projierties  have  l)e<^n  kept  uj)  and  (levelopiMl  and  have  appreciated  greatly  in 
value,  but  it  has  iwX  an  "  earned  surplus."  O.  and  I*,  bought  the  company  from 
M.  and  X.  In  1914  for  $.500,0(H»,  imylng  that  price  for  the  stock.  The  company  is 
taxed  on  Its  excess  over  .$8,(K)0  or  $10,000;  that  is  to  say,  8  per  cent,  or  10  per 
«*ent  (»n  its  Invested  capital,  o.  and  P.,  its  owners,  are  taxed  on  the  excess  over 
lAi  per  cent,  or  2  per  cent  of  their  investment. 

5.  M.  and  \.  formed  corporation  E  in  19(H)  with  investment  of  $1,(XX),(KX). 
The  properties  have  been  kept  up.  but  the  company's  earning  power  has  been 
po<»r  and  the  actual  value  of  the  pro]>erty  had  depreciated  in  1914,  when  the 
stock  was  iKmght  by  O.  and  V.  for  $500.(XX).  Tn  this  case  ().  and  P.  have  Im- 
munity fnun  tax  up  to  16  per  cent,  or  20  i>er  cent  of  their  investment. 

6.  Restating  4  and  5,  O.  afid  P.  in  1914  bought  two  corporati<ms  for  each  of 
which  they  paid  $.500,0(X>.  The  properties  were  substantially  e<iuivalent  in  value 
and  earning  power,  and  one,  to  all  intents  ami  appearances,  was  the  same  as  the 
other.  In  1918  they  are  told  that  80  iM»r  cent  uf  the  excess  of  the  profits  ^^f 
D  Company  over  $10.(XX)  and  80  per  cent  of  the  excess  of  the  profits  of  E  Com- 
pany over  $100,000  are  to  be  taken  in  tax — in  the  one  case  2  per  cent  of  their 
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investment,"  in  the  other  20  per  cent  is  the  "  war-profits  "  credit.  Tliey  ask  for 
a  reason  for  the  very  wide  divergence  and  are  told  that  it  is  because  M.  and  N. 
only  put  $100,000  in  B  Company,  while  they  put  $1,000,000  In  E  Company. 
They  ask  if  there  is  any  other  reason,  and  the  reply  is  none. 

None  of  the  cases  cited  above  are  in  character  exceptional  (except  perhaps  that 
of  C  Company,  though  some  of  them  may  be  more  extreme  than  the  average  case). 
Company  A  is  typical  of  the  watered  stock  companies ;  Company  B  of  the  under- 
capitalized companies;  and  Company  C  of  newly  formed  companies;  while  O. 
and  P.  are  typical  of  the  great  body  of  stockholders  who  have  invested  their 
capital  In  corporate  entei-prlses  at  actual  values  and  who  will  be  taxed  under 
thl?  bill  according  to  the  accident  of  tlie  original  investment  and  not  In  any 
way  according  to  the  present  or  even  prewar  value  of  the  actual  properties 
which  they  acquired  by  their  purchase  of  stock.  A  great  many  concerns  whose 
values  a  few  years  ago  were  and  now  are  in  fact  far  below  the  original  invest- 
ment are  practically  Immune  from  tax,  while  stockholders  who  have  paid  for 
the  appreciated  values  of  successful  developments,  will  find  their  Income, 
whether  large  or  small,  confiscated.  The  point  Is  that  there  Is  no  neces.sary 
relation  In  fact  between  the  original  Investment  of  the  original  promoter  and 
the  values  and  actual  Investments  of  the  present  stockholders.  It  is  the  present 
stockholder  and  not  the  original  promoters  who  are  taxed.  No  such  unsound 
and  accidental  foundation  can  support  an  80  per  cent  tax. 

Under  the  bill,  the  Government  would  prncticnlly  confi.scate  the  Income  of 
one  class  of  stockholders  and  then  with  equal  lack  of  Intent  given  to  the  other 
class  what  it  has  taken  unjustly  from  the  first  class.  Although  no  figures  are 
available  It  Is  believed,  that,  especially  in  the  immunity  given  to  w.;tered-stock 
concerns  and  to  concerns  whose  original  values  have  appreciated,  the  Govern- 
ment would  lose  as  much  as  It  took  unjustly  from  the  other  class  of  stockholder  a 
By  using  a  fair  basis  the  (Government,  we  believe,  can  get  an  equal  amount  of 
revenue.  Certainly  if  the  bnsis  is  fair  It  can  and  will  get  all  that  it  can  safely 
take  from  tlie  business  profits  of  the  corpoi'atious  of  the  country. 

We  very  respectfully  urge  that  the  1914  valuation  provision  of  the  present 
law  We  retained,  and  that  In  any  event  where  the  taxpayer  can  prove  an  actual 
value  paid  In  In  excess  of  the  stock  Issued,  such  value  be  allowe<i  as  "  paid-in 
surplus,"  which  in  fact  it  Is.  The  suggestion  has  been  made  that  one  reason 
for  refusing  to  allow  "  paid-in  surplus  "  In  this  case  Is  that  the  stockholders 
may  have  undervalued  their  property  for  the  pun>ose  of  keeping  down  the 
State  organization  tax.  Assuming  this  to  be  so  In  some  cases — and  this  is  we 
believe  permitted  by  the  laws  of  most  States — we  are  sure  that  so  small  a  con- 
sideration could  not  be  taken  by  the  members  of  your  conjmlttee  to  justify  so 
punitive  and  unjust  a  penalty  or  undercapitalized  concerns.  It  would  be  very 
much  like  shooting  a  soldier  on  learning  that  he  had  stolen  jam  from  his  grand- 
mother as  a  small  boy.  The  discrimination  which  the  bill  makes  In  favor  of 
overcapitalized  concerns  is  a  much  more  serious  matter,  and  the  proposed  con- 
fiscatory profits  tax  on  the  excess  over  fixed  percentages  of  "  invested  capital  " 
as  defined  In  the  bill  Is  so  serious  that  It  would  be  dlflicult  to  overestimate  Its 
effect,  if  enacted,  at  this  very  critical  time. 

2.  Principle  of  invested  capital  unsound. — ^There  are  also,  of  course,  serious 
objections  to  the  principle  of  Invested  capital  and  to  the  allowance  of  original 
cash  Investment  where  the  original  property  has  disappeared  or  become  value- 
less and  new  property  has  taken  Its  place.  The  present  properties  represent 
the  investment  of  the  present  stockholders,  and  assuming  that  Inflnted  war 
values  are  to  be  avoideil  and  that  sorac»  adjustment  Is  necessary  to  meet  pre- 
vailing views  as  to  this  our  suggestion  would  be  that  the  capital  be  taken  to 
be  the  present  assets  at  cost  or  value  when  acquired,  or  If  acqulreil  prior  to 
1914  at  their  value  on  January  1,  1914.  Borrowed  money  or  indebtedness 
could,  of  course,  be  deducted,  If  this  is  desired,  and  the  corporation  balance 
sheet  adjusted  to  meet  the  law  would  form  the  basis  of  the  capital  determina- 
tion. This  would  accord  substantially  with  the  English  law,  except  as  to  the 
1914  valuation. 

The  1914  valuation  substantially  minimizes  the  evil  Inherent  in  the  principle 
of  **  Invested  capital."  With  this  allowance — and  without  any  limitation  by 
the  par  value  of  the  stock — prewar  concerns  are  put  on  a  generally  equal  basis. 
And  there  Is  no  express  advantage  given  to  watered  capital.  We  expect  to  urge 
the  English  plan  of  the  valuntlon  of  present  assets  as  opposed  to  that  of  origi- 
nal investment  (but  with  some  allowances  for  appreciation),  the  capital  per- 
centage standard  applying,  of  course,  only  to  new  businesses  and  new  capital 
and  as  a  limitation  on  the  war-profits  standard. 
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3.  No  general  or  adequate  power  to  deal  with  exceptional  oases, — We  do  not 
wish  to  minimize  the  relief  which  can  he  given  in  some  cases  under  the  so- 
called  representative  basis,  popularly  known  as  section  210  under  the  present 
law.  Taxpayers,  we  know,  have  been  glad  in  many  cases  to  avail  themselves 
of  it  while  they  laughed  at  its  artifice.  The  truth  is,  of  course,  that  there  are 
no  absolutely  representative  concerns  from  which  to  get  a  rate  of  earning  for  a 
single  year.  Such  earnings  are  never  uniform.  If  corporations  B  and  C  com- 
bined earn  $100,000  on  $600,000  capital  in  1918,  then  A  Is  conclusively  presumed 
to  be  earning  $30,000  on  $180,000,  although  the  actual  figures  are  apt  to  be 
as  follows:  B  enrns  $30000  on  $250,000;  C  earns  $70,000  on  $350,000;  A  earns 
$30,000  on  $100,000. 

B  df>os  a  conservative  business  on  his  own  capital.  C  does  a  moderate  busi- 
ness on  partly  borrowed  capital,  and  A*s  capital  Is  both  borrowed  and  watered. 
The  iK)int.  of  course,  is  that  no  discretion  is  inten(le<l  to  be  given  to  the 
Treasury  in  terms.  Instead  of  adjusting  A's  war-profits  credit  according  to  its 
ia*tual  factors  l)y  comparison  with  other  concerns,  we  must  apply  another  arbi- 
trary factor  prescribed  by  (Congress  and  tax  A  on  a  rate  of  tax  fixed  by  t\w 
enrninj^s  of  B  and  C.  The  Treasury,  in  fact,  has  a  discretion  uncontrolled  by 
ail  J  principle,  i.  e.,  to  pick  representative  concerns  that  will  as  nearly  as  may 
be  give  A  a  proper  tax. 

(a)  Not  boing  supposed  to  know  A's  invested  capital,  they  Select  or  try  to 
»ele<t,  not  concerns  representative  of  a  trade  as  a  whole,  but  concerns  which 
will  in  fact  give  them  a  fair  tax  as  to  A. 

(6)  They  must  find  not  a  wnr-profits  deduction,  but  a  rate  of  invested  capital 
to  net  income.  This  ratio  itsi  If  controls  the  rate  or  percentage  of  the  tax  on 
the  Income.  For  Instance,  in  the  case  cited  above  the  net  Income  Is  IGs  per 
<*ent  of  tlio  invostiMl  capital,  aiid  all  concerns  to  which  this  Is  applied  are 
subject  to  a  tax  of  5i  per  cent  (80  i)er  cent  of  16i  per  cent,  minus  10  per  cent) 
of  the  assumed  Invested  capital,  or  82  per  cent  of  the  actual  net  income. 

{(')  We  do  not  pretend  to  know  how  strictly  the  department  follows  the  letter 
of  the  law.  but  we  judge  that  a  fair  selection  of  candy  stores,  shoe  factories, 
and  cotton  mills  would  furnish  a  rate  of  tax  suitable  to  a  number  of  watered 
stock  Industrial  comi)ines.  Tliat  Is  about  all  the  principle  we  can  find  in 
this  proposition. 

In  our  judgment  this  practically  discretionary  power  to  apply  an  artificial 
basis  of  tax  is  unsound  and  tends  to  weaken  and  discre<llt  the  administra- 
tion of  the  tax. 

4.  J'rohihition  of  consolidated  rcturtis. — It  Is  a  well-known  fact — we  are  sure 
the  Treasury  records  will  bear  us  out — that  the  separate  net  Incomes  of  differ- 
ent corporate  units  uscmI  In  a  single  enterprise  are  wholly  arbitrary  and  reflect 
not  the  actual  earning  power  of  each  unit,  but  the  amounts  which  for  con- 
venience or  otherwise  are  allowed  to  be  credite<l  to  them.  For  instance,  we  have 
a  manufacturing  plant  worth,  we  will  say,  $1,000,000,  owned  by  company  A 
and  rented  to  company  B  for  $80,000  a  year,  earning  8  per  cent  net  on  Its 
capital.  C(mu^any  B  Is  an  operating  company  with  nominal  capital  and  would 
fall  under  section  203  of  the  House  bill  and  pay  only  20  per  cent  on  Its  net 
Income.  It  operatt^s  A's  plant  at  a  profit  of  $150,000  a  year.  On  a  consolidated 
return  the  invested  capital  would  bo  J?1,000,000  and  the  net  income  $230,000, 
and  the  tax  would  be  35  to  70  per  cent  on  the  excess  over  8  per  cent, 
about  $70,."»(M),  or  possibly  SO  i)er  cent  on  the  excess  over  the  "  war-profits 
<Tedit,'*  as  the  case  might  be.  By  the  separate  returns  required  by  this  bill 
A  would  pay  nothing;  B  would  pay  20  \>er  cent  on  the  $150,000,  or  $30,000,  a 
loss  to  the  Treasury  in  this  relatively  small  case  of  at  least  $50,000. 

Ir  is  evident,  of  course,  that  the  diversion  of  income  from  one  controlled 
nnlt  to  another  Is  almost  entirely  in  the  control  of  the  taxpayer. 

PROPOSALS. 

1.  War-profits  tax  should  reach  all  taxpayers. — We  do  not  accept  the  view 
that  the  *'  war-profits  tax  "  can  not  be  made  to  reach  all  taxpayers.  We  have 
no  doubt  of  the  wisdom  or  practicability  of  such  a  tax.  The  difiiculty  seems 
to  l>e  to  secure  a  legislative  recognition  of  the  broad  administrative  power 
essential  to  the  Idea  of  a  confiscatory  tax  on  excess  profits.  This  year,  as  last 
year,  the  bill,  to  use  the  hackneyed  phrase,  camouflages  the  discretionary  power 
actually  given,  and  in  the  exercise  t»f  this  i)ower  compels  resort  to  artifices  and 
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subterfuges  to  mitigate  tlie  injustices  of  tlie  prescribed  rule.  So  far  as  any 
constitutional  iirinciplo  is  iuvolveil,  tlie  practical  ai-bitrary  and  irresponsible 
power  to  select  representative  concerns  and  compute  a  rate  of  tax  from  such 
concerns  is  nnicli  more  questionai)le  than  would  be  a  direct  mandate  to  de- 
termine (what  is  actually  aesire<U  the  fact  as  to  a  normal  retin*n  from  the 
capital  and  other  factors  employed  in  the  given  business.  Any  bimker  could 
give  a  decision  as  to  whetlier  or  not  a  gi^  en  customer  is  making  a  normal  profit 
in  his  business.  Two  or  more  bankers  might  differ  on  the  figure,  but  an 
actual  decision  could  be  had,. and  the  average  of  three  business  opinions  would 
be  fair,  just  as  fair  and  correct  and  quasi  judicial  as  the  valuation  placed  by 
a  local  board  on  a  piece  of  real  estate  for  taxation  purposes,  and  much  fairer 
than  a  representative  rate  of  tax  based  on  the  false  assumption  that  a  cor- 
poration's net  income  on  its  capital  in  a  given  year  actually  approximates  the 
ratio  established  by  two  or  more  of  its  competitors. 

The  P^nglish  law  proceeds,  we  take  it,  on  this  principle.  We  are  confronted 
with  a  somewhat  different  situation,  but  with  the  same  great  emergency  of 
war.  The  executive  branch  is  chargeil  primarily  with  the  duty  of  winning  the 
war.  The  autocratic  powers  already  given  it  for  this  purpose  are  immeasurably 
greater  than  the  power  now  proposed,  to  determine  according  to  the  legislative 
standard  the  war  profits  which  must  be  taxed  for  war  purposes. 

As  a  tentative  draft,  solely  to  illustrate  our  proposal,  we  submit  the  following 
as  a  subdivision  of  section  312  of  the  House  bill : 

WAR-PROFITS    TAX — POWER   TO    DEAL    WITH    EXCEPTIONAL    CASES. 

(Tentative  draft.) 

Sec  312.  (d)  In  any  case  where  the  Commissioner  of  Internal  Revenue, 
under  rules  and  regulations  approved  by  the  Secretary  of  the  Treasury,  shall 
determine  that  the  w^ar-profits  credit  computed  under  subdivision  (a)  does  not 
represent  a  normal  profit  per  unit  of  business  or  a  normal  return  on  the 
capital  and  other  factors  employed  in  such  trade  or  business,  either  because 
the  factors  included  or  excluded  in  the  computation  of  net  income  of  the  tax- 
able year,  or  because  by  comparison  with  representative  concerns  in  like  or 
allied  businesses  or  industries  the  profits  per  unit  of  business  or  the  net 
income  of  the  prewar  period  was  abnormally  high  or  relatively  low,  or  because 
of  any  other  similar  circumstance,  the  conunissioner,  subject  to  such  rules 
and  regulations,  shall  make  such  proper  modification  of  the  war-profits  credit 
as  may  be  necessary  to  make  the  computation  thereof  correspond  to  the  com- 
putation of  net  income  for  the  taxable  year  and,  as  nearlj'  as  may  be,  equal 
to  a  normal  profit  per  unit  of  business  and  a  normal  return  on  the  capital  and 
other  factors,  if  any,  employed  in  producing  such  income;  and  for  such -pur- 
poses the  commissioner  shall  compare  the  taxpayer  with  representative  con- 
cerns whose  war-profits  credit  has  been  satisfactorily  determined  under  this 
title  and  which  are,  as  nearly  as  may  be,  similarly  circumstanced  with  respect 
to  units  of  business,  to  capital  and  other  income-producing  factors,  and  to  all 
other  relevant  facts  and  circumstances:  Provided,  That  in  no  case  shall  such 
war-profits  credit  be  less  than  —  per  centum  (*'  or  the  general  trade  percentage  " 
proposed  by  the  Treasury)  of  the  capital  employed.  The  capital  employed, 
so  far  as  it  does  not  consist  of  money,  shall  be  taken  to  be  (a)  the  value  on 
January  first,  nineteen  hundred  and  fourteen,  of  all  assets  acquired  prior  to 
said  date,  (b)  the  cost  or  value  when  acquired  of  all  assets  acquired  on  or  since 
January  first,  nineteen  hundred  and  fourteen,  and  (c)  the  face  value  of  all 
debts  due  which  have  not  been  allowed  as  worthless  and  deducted  from  gross 
Income  for  income-tax  puiposes,  less  (1)  any  depreciation  in  any  assets 
included  under  (a)  or  (b)  due  to  wear  and  tear  or  obsolescence,  and  (2) 
any  unpaid  purchase  money  or  other  indebtedness.  Any  appreciation  in  the 
value  of  any  asset  over  the  cost  thereof  occurring  since  January  first,  nineteen 
hundred  and  fourteen,  may  be  allowed  only  if  and  to  the  extent  that  the  amount 
thereof  has  in  or  prior  to  the  taxable  year  been  carried  to  capital  account  and 
credited  to  the  stockholders  by  way  of  a  stock  dividend  or  has  otherwise 
directly  or  indirectly  become  chargeable  to  the  stockholders  as  a  profit  or 
Income*  for  the  purpose  of  taxation. 
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The  Chairman.  Mr.  Brent,  we  will  hear  you  now.  You  are  speak- 
ing for  the  investment  banks? 

STATEMENT  OF  MB.  H.  C.  BEENT. 

Mr.  Brent.  For  the  Bankers  Association.  I  am  here  not  so  much 
to  di^c•uss  the  merits  of  the  bill,  because  it  was  only  recently  brought 
to  mv  attention 

*  - 

Senator  Penrose.  Whom  do  you  represent? 

Mr.  I3rent.  These  telegrams  have  come  to  me  from  various  mu- 
nicipalities in  the  western  territory. 

Senator  Penrose.  Do  you  officiallv  represent  those  cities?  Have 
you  been  designated  by  them  and  officially  selected  by  them  to  rep- 
resent them? 

Mr.  Brent.  I  think  if  I  read  one  of  these  telegrams  it  will  answer 
your  question. 

Senator  Penrosk.  Well,  I  just  make  the  inquiry. 

Mr.  Brent.  This  is  addressed  to  me  here 

The  Chairman.  You  need  not  read  the  telegram.  You  say  you  are 
authorized  to  speak? 

Mr.  Brent.  Yes,  sir. 

This  is  from  the  League  of  Kansas  Municipalities,  from  Homer 
Talbot,  secretary,  Lawrence,  Kans. 

Senator  Smoot.  Just  put-  the  telegrams  in  the  recordf 

(The  telegrams  referred  to  are  here  printed  in  full,  as  follows:) 

Kansas  Citt,  Kans.,  September  8,  1918. 
H.  C.  Brent, 

Care  H,  C.  Flower,  Metropoiitan  Bank  Building, 

Washington^  D,  C; 

Win  yon  please  represent  League  of  Kansas  MuniclpaUties,  composed  of  134 
cities  and  towns,  before  Senate  committee  to-morrow  morning  in  protest 
against  direct  and  ln<lireot  taxes  on  municipal  bonds  Included  in  income-tax 
section  of  House  Ways  and  Means  Committee  revenue  bill. 

League  of  Kansas  MuNiciPALrrncs, 
Homes  Talbot, 

Secretary,  Ijiwrence,  Kans, 


Lawrence,  Kans.,  September  P,  1918. 
H.  C.  Bbent, 

Care  H.  C.  Flower,  Metropolitan  Bank  Building, 

Washingtonj  D.  C: 

Kindly  represent  city  of  LawTence  before  committee  and  protest  for  us 
against  any  direct  or  indirect  tax  upon  municipal  bonds.  Such  action  would 
cripple  the  functions  of  municipal  government,  and  the  gain  Government  would 
receive  could  not  possibly  offset  injury  of  such  tax.  Municipal  borrowings  are 
at  minimum  now  and  Capital  Issues  Committee  has  sufficient  authority  for 
control. 

Geo.  L.  Kreeck, 

Manor  of  Law  mice. 


Kansas  City,  Kans.,  September  P,  1918. 
H.  C.  Brent. 

Care  H,  C.  Flowei',  Metropolitan  Bank  Building ^ 

Washington,  D.  C: 

Want  you  to  appear  for  Kansas  City  before  Ways  and  Means  Committee 
Tuesday  morning  and  protest  against  any  direct  or  Indirect  taxes  on  State 
and  municipal  bonds. 

H.  W.  Mendenicall,  Mayor. 
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Independence,  Kans.,  September  9,  1916. 
H.  C.  Brent, 

Care  H.  C.  Flower,  Metropolitan  Bank  Building,  IVashington,  C.  C. 

Please  enter  protest  against  a  direct  or  indirect  tax  on  municipal  bonds  in- 
cluded in  income  section  of  Hon<!p  Ways  and  Means  Committee  revenue  bill. 

Citizens  First  National  Bank. 


Kansas  City,  Mo..  September  9,  19f8. 
H.  C.  Brent, 

Care  H.  C.  Flower,  Metropolitan  Bank  Building,  Washington,  C.  C. 

Will  you  be  kind  enough  to  represent  the  city  of  Atchison,  Kans.,  before 
Senate  committee  to-morrow  morning  in  protest  against  direct  and  indirect 
taxes  and  municipal  bonds  includecl  in  income-tax  section  of  House  Ways  and 
Means  Committee  revenue  bill. 

Victor  L.  Kino, 
City  Clerk  of  Atchison,  Kana. 

Mr.  Brent.  The  point  that  they  seem  to  think  is  the  nio.st  inter- 
esting to  them  is  whether  or  not,  by  levying  this  tax,  the  Govern- 
ment would  get  a  revenue  commensurate  with  the  charge  they  place 
upon  the  municipalities  themselves.  This  tax  will  of  course  necessi- 
tate their  floating  their  bonds  at  a  higher  rale  of  interest.  The  tax 
will  last  during  the  war  and  possibly  a  few  years  afterward.  The 
charge  on  the  municipality  will  last  from  25  veal's  up;  and  I  just 
want  to  ask  you  gentlemen  to  consider  that.  I  have  never  figured  it 
out,  but  I  must  say  that  it  is  well  worth  consideration. 

Senator  Thomas.  If  we  can  tax  a  municipal  bond  we  can  tax  a 
State  bond,  I  think.  Tf  we  can  tpx  revpmie  from  a  State  bond,  why 
can  we  not  tax  revenue  from  the  State  directly?  Ix)gically,  do€\s  not 
the  power  to  tax  the  bonds  of  a  municipality  involve  the  power  on  the 
part  of  the  Government  to  tax  the  income  of  a  State  direct? 

Mr.  Brent.  I  am  not  questioning  the  power  of  the  Congress 

Senator  Thomas.  1  am.  I  am  questioning  it  absolutely  until  T  am 
better  informed. 

Mr.  Brent.  Yes;  you  are.  Some  of  them  so  hold,  that  thei-e  is  no 
power  in  Congress  to  tax  them. 

Senator  Thomas.  My  judgment  is  that  the  holders  of  municipal 
bonds  can  make  themselves  more  useful  to  us  by  determining  not  the 
rate  of  taxation  or  its  effect  upon  the  munici])al  bonds;  but,  funda- 
mentally, the  power  of  one  sovereignty  to  tax  the  securitie'=  of  another. 

^Ir.  Brent.  T  am  not  capable,  I  am  not  trained  or  ported  or  ablo 
to  argue  that  (juestion  with  you.  Senator.  I  liave  no  doubt  tIrU  this 
conuuittee,  composed  as  it  is.  would  know  more  about  it  than  I 
would.  I  am  dimply  here  to  snggc^st  that  w(»  feel  that  the  (iovern- 
meut,  by  ailding  this  tax,  would  not  get  a  revenue  commensurate 
with  the  charcre  hiid  nffain^t  the  various  municipalities  that  will  htive 
to  pay  the  added  interest. 

Thank  vou,  very  much. 

Mr.  Reed.  Senator  Simmons,  I  intended  to  join  in  that  reqtuM 
Mr.  Gwinn,  register  of  the  city  of  Baltimore,  who  desires  to  speak. 

The  Chairman.  About  the  same  matter? 

Mr.  IJeed.  Yes.  sir.     Mr.  Brent   merely  had  thi*se  telegr:iin>  to 

pre-ent. 

The  Chairman.  Very  well.  Then  I  will  aimcmnce  that  after  h*-Hr- 
ing  Mr.  Gwinn.  the  hearing  upon  that  part  of  the  bill  is  endtnl.  You 
may  proceed.  Mr.  Gwinn. 
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Senator  McCumber.  What  is  your  position,  Mr.  Gwinn? 

STATEMENT  OP  MB.  BICHABD  OWINN,  CITY  BEOISTBAE  OF 

BALTIMOBE,  MD. 

Mr.  Gwinn.  I  am  the  city  register  of  Baltimore,  the  financial  offi- 
t?er  to  take  the  place  of  the  treasurer.  I  am  the  only  treasurer  that 
the  city  has. 

I  do  not  want  to  say  very  much.  What  I  have  to  say  is  altogether 
on  the  matter  of  taxing  municipal  securities  and  State  securities. 

In  the  committee's  report  it  seems  to  me  that  they  practically  an- 
ticipate that  there  is  some  doubt  as  to  the  constitutionality  of  it.  The 
only  object  I  can  see  that  the  bill  is  after  is  to  produce  some  revenue, 
and  as  a  matter  of  fact,  that  part  of  the  bill  which  taxes  the  future 
issues  will  not  produce  mucn  revenue,  very  little;  and  the  retro- 
active part  of  it  will  produce  perhaps  more.  I  do  not  know,  but 
certainly  the  entire  amount  of  revenue  that  would  be  produced  under 
this  bill  would  not  be  in  any  proportion  even  to  the  danger  which 
the  House  committee  speaks  of  in  its  report. 

There  is  one  other  thing  that  they  might  have  in  view,  and  that 
would  be — well,  they  also  speak  of  the  unfairness  of  it 

Senator  Jones,  tfave  you  tabulated  the  quantity  or  the  amount  of 
tliose  securities  outstanding  and  the  interest  return? 

Mr.  Gwinn.  No:  I  have  not;' but  it  is  not  necessary  to  do  that  for 
it  to  be  plain.  Senator,  that  the  amount  of  revenue  would  be  inap- 
preciable as  compared  with  the  results ;  it  would  be  inconsiderable. 

As  far  as  the  new  issues  are  concerned,  thev  have  alreadv  been 
reduced  to  a  minimum,  and  as  has  already  been  stated  here,  there 
are  no  new  issues  to  come  out  except  for  absolute  necessities,  and  the 
most  of  them  are  for  your  own  purposes,  for  the  purpose  of  the  Gov- 
ernment, indirectly.  So  that  it  can  with  equal  reason  be  assumed 
that  it  will  be  very  small.  But  there  is'  something  else  to  be  said, 
even  though  the  revenue  were  larger. 

So  far  as  the  fairness  is  concerned,  it  has  been  also  stated  here  that 
there  is  no  such  thing  as  fairness,  or  exact  fairness,  in  taxation. 
Those  who  are  familiar  with  any  taxation  would  know  that.  The 
unfairness  would  seem  to  be  as  far  as  taxing  new  issues  is  concerned 
as  against  the  old  issues,  which  are  not  disturbed  except  indirectly — 
but  it  is  not  a  question  of  fairness  at  all.  It  is  not  a  question  of. 
taxation  of  the  holder  of  these  securities,  because  whilst  he  is  the  one 
that  brings  the  money  to  the  Treasury,  the  State  is  the  one  that  is 
taxed.  It  is  not  a  question  of  fairness  with  the  State;  it  is  a  question 
of  agreement — agreement  with  each  other  in  the  federation  and  in 
the  constitution  which  they  have  adopted.  It  is  a  question  of 
whether  or  not  they  have  any  power  to  do  it. 

There  is  one  other  point  I  want  to  speak  of,  and  that  is  the  pos- 
sible fear  of  competition  that  to  my  mind  seems  to  be  the  only  reason- 
able cause  for  attempting  to  tax  municipal  or  State  bonds  or  any- 
thing coming  under  that  head.  As  far  as  competition  is  concerned, 
they  are  not  in  competition  with  the  former  issues.  Our  liberty  loans 
are  not  in  co»H)etition  with  the  former  issues  at  all.  If  they  are, 
they  have  been  in  the  past;  but  the  sales  and  purchases  of  State  and 
municipal  securities  have  been  so  small  as  not  to  interfere  with  them 
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at  all.  I  do  not  think  that  anybodv  can  look  back  and  truthfullv 
say  that  the  exempt  municipal  and  State  bonds  have  been  in  actual 
or  noticeable  competition  with  the  liberty  bonds.     I  do  not  think  so. 

As  far  as  new  issues  are  concerned,  the  same  argument  would 
apply.  Because  of  the  meagerness  of  them  you  can  take  them  out 
of  competition,  because  that  w'ould  be  negligible.  The  only  competi- 
tion that  I  can  see  that  the  liberty  loans  would  be  subjected  to  would 
be  that  competition  which  this  very  bill  would  bring  about  by  impos- 
ing a  tax  and  by  dislodging  all  of  that  stuff  which  now  lies  quiet, 
and  it  would  not  be  disturbed  at  all  by  reason  of  the  liberty  loans  or 
by  reason  of  any  rate  on  the  liberty  loans. 

Senator  Thomas.  In  other  words,  the  effect  of  the  bill  would  be 
to  produce  the  very  competition  which  the  bill  seeks  to  avoid? 

Mr.  Gw^iNN.  Precisely  so.  I  mention  that,  not  that  I  have  heard 
it  advanced  bj'  anyone,  either  the  committee  or  anyone  else,  but, 
nevertheless,  it  appears  to  me  to  be  a  natural  reason  why  some  tax 
should  be  put  on  municipal  bonds  to  keep  them  out  of  competition. 
That  sounds  very  well,  but  it  will  not  do  that. 

Senator  Tho^ias.  Does  Maryland  impose  a  State  income  tax? 

Mr.  GwiNN.  No,  sir. 

Senator  McCumber.  You  assume  that  the  real  purpose  of  the  bill 
is  to  prevent  competition? 

Mr.  GwiNN.  No;  I  do  not  quite  say  that. 

Senator  McCumber.  The  real  purpose  is  to  secure  funds:  to  get 
taxes  ? 

Mr.  GwiNx.  Yes;  I  understand  that. 

Senator  McCumber.  Without  reference  to  the  competitive  propo- 
sition. 

Mr.  GwiKN.  That  is  j)erfectly  true:  but,  as  I  say,  it  does  not 
appear  to  me  that  the  additional  taxes  which  this  bill  will  bring  fi'om 
the  taxing  of  municipals,  in  the  present  form  of  the  bill,  will  be 
considerable  as  compared  with  the  sacrifice  or  with  the  dangers 
which  are  carried  by  the  threat  of  its  not  being  constitutional. 

There  is  one  other  point  that  ocelli's  to  me,  and  that  is  the  <|ues- 
tion  of  interest.  If  this  tax  is  imposed  upon  mimicipals.  new 
issues,  the  State  pays  it.  The  State  does  not  write  the  interest  in 
the  bond  that  it  is  going  to  pay  at  all.  It  puts  it  in  there  hecaus*^^ 
it  is  the  custom,  more  or  less;  but  the  State  pays  the  interest  on  that 
bond  in  accordance  with  the  basis  upon  which  it  is  sold,  and  if  the 
tax  goes  into  the  bond  the  basis  changes.  It  not  only  will  change  on 
municipals,  but  if  the  tax  is  imposed  on  municipals,  then  they  are 
in  competition  with  all  other  issues,  industrial  and  otherwise,  ami 
there  is  no  telling  where  it  would  go.  The  United  States  (lovern- 
ment  would  l)e  in  the  same  position,  because  it  will  have  to  follow 
along  in  competition  with  those  things.  They  will  be  in  greater 
(competition,  as  I  S4>e  it,  than  they  would  be  leaving  these  undistttrbed. 

Furthermoi'e,  it  .seems  to  me  to  be  a  great  pity  to  dislodge  the 
last  mooring  that  we  have  to  any  kind  of  stability  of  rates.  It  scem-^ 
to  me  it  would  be  a  great  pity  to  do  so. 

I  thank  you.    That  is  all  I  have  to  say. 

The  Chairman.  Senator  Smoot  suggests  that  the  committee  hc«r 
Mr.  Charles  V.  Wetzel,  representing  the  National  Association  of 
Merchant  Tailors,  rather  than  Mr.  Cooper,  who  is  next  on  the  list. 
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because  Mr.  Wetzel  finds  it  necessary  for  him  to  take  an  early  train. 
How  much  time  will  you  desire,  Mr.  Wetzel  ? 

Mr.  Wetzel.  Oh,  a  very  short  time — 5  or  10  minutes. 

The  Chairman.  Very  well,  proceed. 

Let  me  say  that  Mr.  Cooper,  of  Virginia,  will  be  heard  immedi- 
ately after  we  get  through,  if  we  have  time,  before  1  o'clock.  Other- 
wise we  will  hear  him  in  the  afternoon. 

« 

STATEMENT  OF  MR.  CHARLES  F.  WETZEL. 

Mr.  Wetzel.  I  have  a  brief  here,  Mr.  Chairman,  addressed  to  the 
Finance  Committee,  United  States  Senate 

The  Chairman.  Would  it  not  answer  your  purpose  as  well  to  have 
that  brief  printed  and  just  talk  to  us  and  give  us  in  that  way  what 
you  have  to  say  ? 

Mr.  Wetzel.  It  is  very  brief;  it  is  but  a  few  pages.  It  gives  all 
the  details. 

The  Chairman.  Very  well. 

Mr.  Wetzel  (reading) : 

To  the  B''! NANCE  Committee, 

United  Staten  Senate: 

In  re  proposed  tax  on  clothing:  As  patriotic  citizens  we  cordially  indorse 
the  policy  of  the  Government  In  Its  effort  to  bring  this  world-wide  war  to  a 
speedy  and  successful  termination.  We  acclaim  this  policy  as  exemplified  in. 
the  new  draft  law.  We  Indorse  the  intent  of  the  proposed  fiscal  law  now 
under  consideration  by  your  honore<l  committee,  and  having  for  Its  object  the 
raising  of  $8,000,000,000  re<iulred  to  arm,  clothe,  pay,  and  feed  the  armlet 
now  on  the  front  and  being  formed  here. 

We  fear,  however,  that  the  proiK)se<l  law  as  now  worded  will  defeat  its 
object ;  1.  e.,  the  raising  of  the  largest  amount  of  money  levied  by  any  govern- 
ment. We  refer  to  the  proposed  tiix  on  clothing,  which  we  take  exception  to, 
as  tending  to  class  legislation,  and,  as  proi>o8e<l,  would  reduce  the  amount 
secured  to  a  negligible  Hgure.  All  merchant  tailors  agree  that  a  fiat  tax  of  10 
per  cent  placed  on  all  clothing  made  would  produce  results  and  prove  equitable 
to  all  concerned.  This  tax,  to  be  applied  on  all  clothing  sold  in  the  United 
States,  whether  made  here  or  abroad,  as  applied  would  work  out  as  follows: 
A  $10  suit  or  overcoat  would  cost  $11 ;  a  suit  or  overcoat  selling  for  $100  would 
cost  $110. 

Respectfully  submitted. 

National  Association  ok  Mkkciiant  Taiixirs  of  America. 
Cbabubs  F.  Wetzel,  President 

Supplementary,  I  have  another  brief  which  gives  a  little  more  of 
the  statistics  of  the  amount  that  you  would  get  against  the  amount 
that  you  would  receive  if  all  clothing  were  taxed  ("reading]  : 

To  the  Finance  Ck)MMiTTEE» 

United  States  Sawfe: 

In  re  proposed  tax  on  clothing:  The  proposed  law  of  taxing  purchasers  20  per 
cent  on  suits  and  overcoats  exceeding  the  price  of  $50  will  have  the  final  result 
of  abolishing  the  high-grade  merchant-tiillorlng  Industry,  the  consequence  of 
which  will  throw  thousands  of  men  and  women  out  of  employment.  Including 
coat  makers  of  all  descriptions,  waistcoat  makers,  and  trousers  makers. 

The  inauguration  of  such  extreme  tax  will  serve  the  purpose  of  diverting 
trade  from  the  merchant-tailoring  industry  to  the  ready-made  clothing  industry, 
the  majority  of  whose  prices  are  below  the  taxable  figures.  Furthermore,  the 
imposition  of  such  a  tax  seems  unequitable  and  unwise,  for  the  reason  that  It  is 
discriminatory — taxing  the  classes  and  omitting  the  masses.  If,  from  the  view- 
point that  high-grade  merchant  tailoring  is  a  luxury  and  should  be  taxed,  as 
proposed  in  the  revenue  bill  now  before  Oongress,  isn't  it  probable  to  assume 
that  many  purchasers  will  discontinue  this  luxuary  during  the  period  of  the 
war? 

8160g— 18 ^9 
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The  estimated  proportion  of  people  who  buy  high-grade  luerchant- tailored 
clothes  has  been  placed  at  10  per  cent.  When  one  stops  to  consider  that  there 
are  at  present  some  four  to  five  millions  of  men  under  arms  for  the  United 
States,  and  millions  more  to  be  inducted  into  service  by  reason  of  the  draft  law, 
the  loss  in  sales  to  the  merchant  tailor  because  of  these  new  conditions  is 
considerable. 

It  is  Questionable  whether  this  proposed  law  will  serve  the  purpose  for  which 
it  is  to  be  made,  for  this  reason:  Assuming  that  the  population  of  the  United 
States  is  100,000,000 ;  that  half  this  number  are  males ;  that  half  of  the  latter 
are  grown-ups ;  and  when  it  Is  estimated  that  only  10  per  cent  of  the  people 
buy  high-grade  clothes,  the  percentage  of  buyers  at  this  ratio  would  number 
2,500,000.  The  net  income  tax  on  an  average  sale  of  $75  to  each  of  this  number 
at  20  per  cent  over  $50  would  amount  to  only  $2,500,000. 

We  are  in  favor  of  a  10  per  cent  tax  on  all  suits  and  overcoats  without 
regard  to  prices.  Such  a  tax  seems  reasonable.  It  would  set  aside  class  dis- 
tinction, and  levy  upon  all  an  equal  share  of  the  war*s  liability,  and  a  greater 
sum  would  revert  to  the  Government,  as  the  following  will  Illustrate:  Assum- 
ing that  one-half  the  number  of  males  in  the  United  States  are  grown-ups, 
which  we  will  place  at  25,000,000,  and  should  each  grown-up  make  a  purchase 
that  would  average  $40,  the  net  amount  that  would  accrue  to  the  Government 
on  a  10  per  cent  tax  would  total  $100,000,000. 

Respectfully  submitted. 

National  Association  of  Merchant  Tailobs  of  America. 
Charles  F.  Wetzel,  Pt'esident. 

Senator  Thomas.  Do  you  not  think  that  if  the  manufacturing  of 
clothes  for  the  Army  sliould  be  increased  several  millions,  it  would 
ffive  all  the  employment  that  could  be  expected  for  those  that  may  be 
Qirown  out  of  employment? 

Mr.  WetzeIi.  There  are  certain  tailors  manufacturing  clothing  from 
the  material  furnished  by  the  Government,  which  is  right.  It  saves 
profiteering  in  our  materials— — 

Senator  Thomas.  We  are  going  to  need  all  of  the  tailors  we  can  get. 

Mr.  Wetzel.  I  am  afraid  it  will  bring  the  business  to  the  "  ready- 
made.'' 

Senator  Jones.  What  injury  would  come  if  it  did! 

Mr.  Wetzel.  What  injury  ? 

Senator  Jones.  Yes. 

Mr.  Wetzel.  Well^  the  fact  that  I  do  not  think  garments  will  be  as 
well  made.  Thev  will  not  have  the  morale  of  a  well-fitting  suit  of 
clothes  on  an  officer.  A  gqod-fitting  uniform  certainly  shows  au- 
thority. Gen.  Pershinff  has  mentioned  that  fact;  and  we  do  know 
that  it  impresses  one.  It  is  commandinj^.  It  has  authority.  If  a  man 
is  well  dressed  it  shows  the  morale  of  the  staff  as  well  as  the  sdidiers'. 

Senator  Jones.  I  Hieail  in  civil  life.  Why  should  we  not  all  be 
wearingready-madd  clothes?     * 

Mr.  Wetzel.  It  is  a  matter  of  the  point  of  view. 

Senator  Nugent.  Do  you  not  think  that  a  man  who  can  afford  to 
buy  a  $50  suit  of  clothes  would  continue  to  buy  clothes  of  that  value, 
even  if  this  bill  becomes  a  law  ? 

Mr.  Wetzel.  No.  I  will  tell  you  why.  Our  patrons  are  well 
supplied  with  clothes.  They  like  something  new.  i  ou  put  into  this 
tax  20  per  cent  over  a  certain  amount,  and  they  say  they  will  make 
their  old  clothes  do,  and  they  will  virtually  do  it. 

Senator  Nugent.  Why  is  not  that  a  good  thing? 

Mr.  Wetzel.  You  would  practically  confiscate  a  great  amount  of 
the  tailoring  business.  Gooa  clothes  are  not  a  luxury.  It  is  the  ex- 
perience of  all  the  high-grade  tailors  that  men  have  said,  ^  Too  are 
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a  highway  robber  to  charge  $85  or  $90  for  a  suit."  A  man  said  to 
me,  "  I  thought  you  were  a  highway  robber  to  charge  $85  or  $90  for 
a  suit,  but  when  I  get  out  the  old  rintage  of  five  or  six  years  ago 
and  Jack  pats  me  on  the  back  and  says,  *  Hello!  A  new  suit  of 
clothes? '  1  begin  to  think  it  is  economy."  He  said,  "  I  was  consid- 
ered a  spendthrift  for  paying  $10  for  a  pair  of  shoes,  but  I  have 
shown  the  man  who  called  me  a  spendthrift  that  mine  outwear  his 
three  times  and  four  times.  They  are  good  leather,  well  made ;  thej^ 
hold  their  shape." 

It  is  economy  to  bhy  quality  and  good  workmanship. 

Senator  McCumber.  You  wi^h  uniformity  in  tne  tax  on  all 
clothes? 

Mr.  Wetzel.  We  are  in  favor  of  taxation ;  yes,  sir. 

Senator  McCumber.  You  mean  to  say  that  a  clerk  down  in  one  of 
the^  departments  that  is  receiving  $4  a  day  has  to  wear  a  certain 
grade  ot  clothing;  his  position  demands  it? 

Mr.  Wetzel.  That  is  the  idea. 

Senator  McCumber.  Whereas  a  workman  who  is  getting  $10  a  day 
and  only  has  to  wear  overalls,  ought  to  be  able  to  pay  a  portion  of 
what  the  $4  a  day  man  pays  for  a  better  suit? 

Mr.  Wetzel.  He  is  willing  to  pay.  My  workmen  have  all  been 
showing  great  loyalty,  contributing  to  liberty  loans  and  to  the  Red 
Cross  fund  and  all  other  funds,  and  I  believe  all  the  workmen 
throughout  the  Nation,  particularly  with  their  increajsed  wages,  will 
all  be  willing  to  pay  their  little  tax,  whether  it  is  a  $15  suit  or  a  $20 
suit^  and  we  will  all  be  happy  to  think  that  everybody  will  be  taxed 
equitably. 

Senator  McCumber.  Not  only  would  be  willing  to  do  it,  but,  con- 
sidering their  means  of  paying,  they  ought  to  do  it. 

Mr.  Wetzel.  I  think  so. 

The  Chairman.  You  have,  since  the  war  began,  greatly  increased 
your  prices,  have  you  not? 

Mr.  Wetzel.  I  am  glad  you  spoke  of  that',  because  we  have  received 
$90,  and  we  are  getting  $100  for  a  suit  of  clothes.  The  statistics  show 
that  the  materials,  linings,  workmanship,  etc.,  have  been  increased 
from  175  to  195  per  cent,  and  it  is  not  the  hiffh-grade  tailor  that  has 
been  able  to  increase  the  percentage  of  what  lie  had  to  pay,  but  it  is 
the  cheaper  ^rade  of  tailors.  They  have  taken  advantage  of  it,  and 
they  have  raised  the  price  40  and  50  per  cent  to  our  10  or  15.  I  be- 
lieve that  if  you  were  to  set  the  limit  to  a  $50  suit  of  clothes,  the 
man  who  handles  various  grade,  a  $40  grade  and  a  $60  grade,  is  liable 
to  bring  down  the  $60  grade  to  the  $50  and  the  $40  grade  to  $50  in 
order  to  make  up  his  deficiency  as  an  average.  Who  suffers?  The 
public  in  general,  the  Government  at  large,  and  there  is  no  benefit 
to  anybody. 

The  Chairman.  The  tailors  as  a  rule  have  all  increased  their 
prices- 


Mr.  Wetzel.  Indeed  they  have. 

The  Chairman.  But,  ta&ing  them  all  together,  the  percentage  of 
increase  ha^  been  something  like  83^  to  40  per  cent? 

Mr.  Wetzel.  In  the  cheaper  grades ;  yes. 

The  Chaikman.  You  say  $40.  Has  that  so  discouraged  the  busi- 
ness  that  there  is  danger  of  some  of  them  having  to  retire  and  go  into- 
other  business? 
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Mr.  Wetzel.  Xo  ;  it  has  not. 

The  Chairman.  Has  not  the  business  of  the  tailor  been  as  attrac- 
tive with  those  higher  prices  as  it  was  when  the  prices  were  lower? 

Mr.  Wetzel.  It  has  not. 

The  Chairman.  It  ha»s  not  been  as  attractive? 

Mr.  Wetzel.  No,  sir.  The  only  thing  that  has  discouraged  the 
tailor  at  lar^e  is  his  inability  to  get  material  or  buy  to  protect  them- 
selves  

The  Chairman.  Vou  made  the  point  here  that  slightly  increasing 
the  tax  on  a  suit  of  clothes  by  imposing  this  tax  will  depress  the 
business,  and  the  question  I  am  asking  you  is  whether  the  increase  of 
33^  or  40  per  cent  has  depressed  the  business  ? 

Mr.  Wetzel.  It  has  not. 

Senator  Thomas.  That  increase  has  applied  to  custom-made  goods 
as  well  ? 

Mr.  Wetzel.  Yes,  sir;  but  the  33^  per  cent  increase  is  not  the  in- 
crease of  the  high-grade  tailors. 

Senator  Thomas.  Your  objection  is  not  to  the  tax,  but  to  the  fact 
that  it  is  imposed  only  on  suits  costing  $50  or  above? 

Mr.  Wetzel,  Exactly;  it  is  discriminating  against  a  $50  propo- 
sition and  20  per  cent  above  that,  and  there  will  be  no  results.  You 
folks  want  to  get  funds  by  taxation,  and  the  only  way  to  s:^t  them 
is  to  tax  everyone.  The  men  who  patronize  the  high-graa(>  tailoi*s 
can  not  get  any  Norfolk  coats  or  sport  coats  with  belts,  etc. 

The  Chairman.  One  of  the  purposes  of  the  law  in  imposing  this 
tax  is  to  discourage  unnecessary  expenditure-s  on  the  part  of  the 
people  so  as  to  release  that  money  for  other  and  more  essential  pur- 
poses. You  say  that  this  tax  will  tend  to  bring  about  that  very 
result.  It  would  tend  to  bring  about  a  use  by  the  people*  in  this 
country  of  the  cheaper  grades  of  goods  instead  of  the  higner  grades 
of  goods? 

Mr.  Wei'zel.  You  are  not  encouraging  the  people 

The  Chair^iak.  If  the  effect  is  to  induce  people  to  wear  a  clieaper 
class  of  goods,  if  that  is  one  of  the  effects  of  it,  will  we  not  bo  ac- 
complishing one  of  the  purposes  that  we  have  in  mind  in  imposing 
this  tax? 

Mr.  Wetzel.  You  are  not  encouraging  economy  and  thrift.  I  do 
not  like  the  word  "  luxury  "  in  regard  to  high-grade  clothes,  any  more 
than  a  high-grade  boot,  any  more  than  high-grade  furniture  against 
cheap  furniture.    It  is  economy  and  thrift  to  buy  the  best  auafitv. 

Senator  M(  Cumbeu.  Your  position  is  that  a  $75  suit  will  last  three 
times  as  long  as  one  that  costs  $40  and  there  is  economv  in  buving 
the$75suitf 

Mr.  Wetzeu  I  know  there  is.    Those  are  fact*^. 

Senator  Thomas.  You  do  not  think  a  $50  suit  is  a  luxury? 

Mr.  Wetzel.  I  positively  do  not;  and  I  do  not  think  a  $75  suit 
or  an  $80  suit  is  a  luxury.  They  contain  the  be^^t  linings  and  the 
be^t  material.  It  la  a  matter  of  the  point  of  view,  how  a  man  was 
brought  up,  so  that  he  probably  does  not  know  the  difference  iintil  he 
has  acquired  the  habit.  I  have  heard  women  say,  "  I  wish  my  boy 
liad  never  gone  to  you,  because  he  does  not  want  to  wear  any  other 
clothes.'* 

I  am  not  saying  that  because  I  want  to  be  egotis^tical,  but  It  is  be- 
cause we  are  proud  to  see  the  old  vintages  coming  in  and  making 
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good.  They  will  say,  "  I  will  make  my  old  clothes  do,  because  the 
Govermnent  recommends  that  we  can't  make  Norfolk  coate." 

The  Chairman.  Then,  if  we  impose  a  tax  that  will  deter  men 
from  buying  more  new  suits  and  tend  to  make  them  bring  out  the  old 
suits  that  have  been  thrown  away  and  have  them  renovated,  will  we 
not  be  subserving  a  good  purpose  indirectly  from  the  point  of 
economy  ? 

Mr.  Wetzel.  Men*  in  general  are  not  buying  the  same  amount  of 
clothes,  Mr.  Chairman,  as  they  have  been  heretofore.  Where  men 
have  bought  three  or  four  suits  of  clothes  they  will  buy  one,  because 
they  feel  that  they  want  to  be  patriotic,  and  they  will  economize. 
We  have  to  make  it  up  by  uniforms  that  we  are  making  for  the 
officers.    That  rather  fills  in  the  gap. 

As  I  eay,  I  believe  that  it  would  be  very  much  better  for  the  Gov- 
ernment at  large  and  the  consufners  and  the  merchant  tailors  to 
have  "an  equitable  tax  on  all  clothing. 

The  Chairman.  Have  you  anything  further  to  present? 

Mr.  Wetzel.  Nothing  else. 

Thank  you  very  much. 

Mr.  Levi  Cooke.  Mr.  Chairman,  Mr.  Mayer,  of  Chicago,  would 
like  to  discuss  the  matter  of  the  tax  on  distilled  spirits. 

The  Chairman.  Very  well. 

DISTILLED  SPIRITS. 

STATEMENT  OF  HK.  LEVI  MAYEE,  CHICAGO,  ILL. 

Mr.  Mater.  (lentlomen  of  the  conimittw,  I  appear  liero  on  behalf 
of  the  Distillers'  Securities  Corporation,  sometimes  called  the 
Whisky  Trust.  My  client  has  never  appeared  here  before  the  House 
or  the  Senate  in  support  of  or  opposing  anv  legislation  of  any  kind 
at  any  time.  This  is  the  first  time  that  the  company  through  me 
wishes  to  submit  to  you  gentlemen  some  views  which  may  be  helpful. 

When  the  question  last  year  of  fixing  the  tax  was  under  discussion, 
the  tax  on  distilled  spirits,  some  of  you  gentlemen  may  recall  that, 
unsolicited,  my  client  addressed  n  communication  to  the  members  of 
the  Senate  and  the  House  supporting  an  increase  in  the  tax.  It  has 
never  been  represented  in  any  hearings,  and  now  for  the  fii'st  time 
wishes  to  tell  this  comiuittee  its  views  so  as  to  prevent,  if  possible,  a 
disappointment  which  will  be  serious. 

We  have  had  no  hearing  before  the  Ways  and  Means  Committee. 
We  did  not  appear  before  that  couunittee,  because  at  that  time  the 
question  of  limitation  on  the  sale  of  distilled  spirits  within  a 
particular  time  had  not  been  enacted  by  either  house.  It  did  not 
make  any  difference  to  us  whether  the  tax  was  $1  a  gallon  or  $8  a 
gallon,  if  the  5>enate  and  the  House  concluded  that  the  Government 
wished  to  levy  a  tax  of  that  magnitude.  But  when  we  were  con- 
fronted with  the  limitation  recently  passed  by  the  Senate,  that  on 
b11  distilled  spirits,  inhibiting  the  sale  of  distilled  spirits  after  July 
1*  1919.  we  regarded  it  as  our  duty  to  call  your  attention  to  some  olb- 
stacles  and  difficulties  which  to  us  appeared  insuperable. 

I  might  add  that  really  there  is  no  selfish  purpose  in  our  appearing 
before  this  committee,  and  T  think  that  before  I  have  concluded  the 
remarks  which  I  wish  to  submit  you  will  probably  agree  with  me. 
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The  so-called  Kitchin  bill,  supplemented  by  a  report  filed  in  the 
House  on  September  3,  estimates  the  tax  collectible  in  round  num- 
bers as  $800,000,000,  $760,000,000  collected  from  distilled  spirits  for 
beverage  purposes,  and  $35,000,000  from  distilled  spirits  for  other 
than  beverage  purposes,  which  means,  I  presume,  medicinal  pur- 
poses. 

I  want  to  submit  some  figures  to  you  as  to  whose  accuracy  you  can 
get  confirmation  from  the  department  of  Internal  Revenue.  As 
near  as  our  estimates,  more  or  less  exact,  can  arrive  at  a  result,  there 
are  to-day — and  in  this  the  Commissioner  of  Internal  Revenue  sup- 
ports the  statement— between  40,000,000  and  50,000,000  gallons  of 
distilled  spirits  upon  wl^ich  the  taxes  have  already  been  paid  and 
which  are  so-called  floor  goods;  that  is  to  say,  which  are  in  the 
houses,  on  the  floors  of  the  wholesalers,  distributors  and  retailers. 

There  are  in  bond  to-day  138,000,000  gallons,  as  near  as  we  can 
accurately  arrive  at  a  conclusion.  So  that  in  round  numbers,  there 
are  between  180,000,000  and  190,000,000  gallons  of  distilled  spirits 
which  under  the  legislation  as  now  proposed,  must  be  disposed  of 
at  least  to  the  extent  of  100,000,000  gallons  in  order  to  realize  800 
million  tax,  and  nnist  be  disposed  of,  gentlemen,  between  now  and 
July  1. 

I  have  no  purpose  at  all,  in  discussing  prohibition  or  antiprohibi- 
tion  on  the  merits  or  demerits  of  either  proposition.  The  client  for 
whom  I  am  talking  is  engaged  to-day  in  a  necessary  war  industry. 
He  is  producing  200,000,000  proof  gallons  of  alcohol  or  spirits  for 
the  United  States  Government  and  the  allies,  all  of  which  is  used  ex- 
clusively in  the  manufacture  of  smokeless  powder  and  other  muni- 
tion purposes. 

So  that,  selfishly  speaking,  the  plants  of  the  Distillers'  Securities 
Corporation  are  to-day  engaged  not  only  in  a  war  industry,  but  are 
engaged  with  measurable  profit  to  that  company.  It  owns  to-day 
but  a  negligible  part  of  the  whisky  or  distilled  spirits. 

Senator  Smoot.  In  bond? 

Mr.  Mayek.  In  bond  or  out  of  bond.  I  shall  be  accurate  w^ith  you, 
because  upon  that  we  can  give  you  the  exact  statistics.  It  owns  a 
little  over  2  per  cent  of  the  total  estimated  distilled  spirits,  floor 
goods,  and  in  bond — (juite  negligible. 

It  is  making  no  profit  on  that.  It  has  a  profit,  which  is  substantial. 
It  w^as  a  large  income-tax  payer  last  year  and  will  be  again  this 
year.  It  purchased  five  millions  of  Liberty  bonds,  and  by  resolu- 
tion just  passed  it  proposes  to  purchase  of  the  new  issue  two  million 
three  hundred  thousand.  So  it  will  have  in  its  treasury  seven  mill- 
ions of  Liberty  bonds. 

We  do  not  come  to  you  as  a  pauper.  We  do  not  come  to  you  to  ask 
for  charity  at  all.  We  come  to  give  you  scmie  views  so  that  in  finally 
enacting  the  tax  legislation  you  will  be  ffuided  by  such  light  as  we — 1 
can  say  it  advisedly — disinterestedly  siibmit  for  your  consideration. 
If  there  w^ere  no  limitation  as  to  the  time  within  which  the  spirits, 
Rlcohol,  whisky,  must  be  sold,  we  would  not  be  here  at  all.  Eight 
dollars  is  a  terrific  tax.  That  means  $2  a  quart;  and  if  you  add  the 
$2  a  quart  tax  to  the  cost  of  bottling,  the  cost  of  the  material,  the 
expense  of  handling,  you  will  get  your  whisky  pretty  close  to  $5  a 
quart.    That  is  the  i)rofit  that  is  made  by  the  distiller,  that  profit 
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that  is  made  by  the  middleman,  the  wholesaler  or  jobber,  and  the 
profit  of  the  retailer.  The  manufiicturer's  profit  is  very  small  in- 
deed. 

Of  the  whisky  that  is  in  bond,  gentlemen,  '25,000,000  gallons  were 
manufactured  by  the  Distillers'  Securities  Corporation,  or  one  of  its 
subsidiaries.  But  that  has  been  sold.  All  of  the  whisky,  practically, 
that  it  manufactured  was  sold  at  a  manufacturer's  profit. 

-  As  you  gentlemen  know,  whisky  is  not  palatable  until  it  is  about 
8  or  4  years  old.  Congress  itself  legislated  that  whisky  in  bond  can 
not  be  bottled  until  it  is  4  years  old  because  it  is  not  palatable.  But 
the  manufacturer  of  whisky,  like  the  Distillers'  Securities  Corpora- 
tion, passes  it  on  to  the  wholesaler  or  the  jobber  who  buys  the  whisky 
the  same  year,  the  same  season  that  it  is  manufactured.  He  gets  his 
warehouse  receipts  and  pays  the  cost  to  the  distiller  plus  a  reason- 
able profit,  and  this  wholesaler  or  jobber  carries  the  spirits  or  whisky 
in  the  shape  of  a  warehouse  receipt,  upon  which  he  borrows  money 
from  his  local  bank  or  bankers. 

The  Distillers'  Securities  Corporation  does  not  consume  all  my 
professional  time.  As  Senator  Smoot  knows,  I  am  counsel  for  the 
Continental  Commercial  National  Bank,  of  Chicago,  the  largest 
national  bank  of  America  outside  of  New  York  City.  I  am  counsel 
for  the  Federal  Reserve  Bank  of  Chicago,  and  other  financial  institu- 
tions. I  have  professional  knowledge  that  the  buyers  of  this  whisky 
have  not  the  money  to  pay  for  it.  They  borrow  from  their  local 
bank  or  bankers.  So  that  this  138,000,000  gallons  of  whisky  now 
in  bond  is  probably  owned  by  hundreds,  yea,  thousands  of  owners, 
or  the  warehouse  receipts  representing  this  whisky  to  a  very  con- 
siderable extent  are  no  doubt  held  by  banks  all  over  the  country 
who  have  made  loans  to  their  borrowers. 

Now,  if  this  whisky  after  July  1  is  in  bond,  it  is  utterly  valueless, 
because  your  legislation  decrees  that  after  July  1  it  can  not  be  sold ; 
it  can  not  be  withdrawn  from  bond.  Therefore  all  of  the  whisky, 
the  180,000,000  to  190,000,000  gallons,  must  be  sold  between  now  and 
July  1 — ^practically  all,  if  the  Government  anticipates  the  realiza- 
tion of  the  $800,000,000  tax.  That  is  to  say,  $8  a  gallon  is  levied 
upon  the  whisky  which  has  not  yet  been  taxed  and  the  tax  paid. 
The  floor  stock,  as  the  proposed  act  provides,  has  already  been  taxed; 
$8.20  has  been  paid  on  that  whisky,  and  the  proposed  law  provides 
for  an  additional  tax  of  $4.80  when  it  is  used  for  beverage  purposes. 
So  that  this  body  must  realize  $600,000,000  by  way  of  tax  to  con- 
form to  the  anticipated  receipts  as  shown  in  the  report  made  by  the 
Kitchin  committee  to  the  House. 

How  are  you  going  to  get  it  ?  The  whisky  that  is  sold  is  not  sold 
by  the  distillers  to  the  consumers  or  to  the  •  wholesale  grocers  or 
retail  grocers  or  saloon  keepers.     That  whisky  is  sold  to  the  large 

{'obbers  and  wholesalers.  They  have  it  on  their  floor.  The  retailers 
lave  it  on  their  floor  to  the  extent  of  $40,000,000  to  $50,000,000. 
Senator  Smoot.  So  we  will  get  two  hundred  millions  out  of  that? 
Mr.  Mateb.  Upon  that  $3.20  has  already  been  paid,  leaving  $4.80 
to  be  paid  on  the  forty  to  fifty  millions  of  the  floor  stock,  pn)vided  it 
is  all  sold  between  now  and  the  1st  of  July.  But  bear  in  mind  that 
jaar  law  which  you  contemplate  enacting  can  not  become  a  law  in 
the  course  of  human  events  until  perhaps  about  November  1.    Per^ 
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haps  I  have  accelerated  the  time  in  fixing  that  date  between  now  and 
November  1.  Gentlemen,  those  who  have  the  money  are  buying 
this  floor  stock  from  these  retailers  and  wholesalers  upon  which  the 
tax  is  only  $3.20,  and  as  near  as  we  can  calculate  between  now  and 
the  1st  of  November  those  who  own  the  floor  stock  will  have  disposed 
of  a  large  part  of  it — ^let  us  say  all  of  it,  .because  they  are  not  going 
to  withdraw  whisky  from  bond  and  pay  $8  tax  when  they  have  got 
on  their  floor  whisky  upon  which  they  have  already  paid  $3.20  and 
which  only  requires  $4.80. 

Senator  Smoot.  To  whom  will  they  sell  that  stock? 

Mr.  Mayer.  To  the  wholesalers  or  the  consumers,  men  who  want 
to  buy  a  case  of  whisky  or  a  barrel  of  whisky.  I  am  speaking  now 
of  between  now  and  the  1st  of  July.  Of  course,  by  the  1st  of  July 
they  will  have  been  compelled  to  have  sold  it  all,  bfecause  what  they 
have  not  sold  is  worthless,  is  valueless,  because  it  can  no  longer  be 
sold.  All  this  whisky,  gentlemen,  has  been  manufactured,  this  180,- 
000,000  to  190,000,000  gallons.  Let  us  talk  about  it  as  man  to  man. 
It  has  been  manufactured  with  your  knowledge,  your  authority, 
your  consent,  and  your  permission,  and  the  whisky  that  has  been 
withdrawn  from  bond  has  not  only  been  manufactured  but  pur- 
chased with  your  knowledge  and  authority  and  consent.  The  tax 
is  paid  thereon — $3.20  a  gallon. 

Let  us  see  the  situation  in  which  that  is  going  to  place  the  Gov- 
ernment, speaking  now  from  the  standpoint  of  the  (Toverniiient.  The 
whisky  on  the  floor,  the  so-callod  floor-stwMc  whisky,  will  have  been 
disposed  of  to  a  large  extent.  The  wliisky  that  is  in  bond  upon  which 
the  tax  will  be  $8  can  not,  under  this  law,  be  withdrawn  and  the  tax 
paid  after  October  1.  So  much  of  it  as  is  withdrawn  and  the  tax  paid 
must  be  withdrawn  and  the  tax  paid  by  about  June  1,  because,  ^n- 
tlemen,  with  the  limited  railroad  transportation  facilitios  the  time 
of  handling  property  will  be  ordered  withdrawn  after  June  1,  be- 
cause it  win  take  at  least  four  weeks  to  have  it  withdrawn,  tax  paid, 
shipped  and  delivered,  as  the  man  who  buys  it  must  have  it  in  his 
store  in  time  to  resell  it  before  the  1st  of  July.  Otherwise,  what  he 
has  on  hand  is  of  no  value. 

Now,  gentlemen,  this  repros(»nts  a  very  large  sum  of  money  to  the 
banks,  to  the  owners,  and  those  who  have  bought  it  for  purposes  of 
resale.  I  can  not  tell  you  how  much,  because  T  do  not  know.  Some 
may  have  paid  90  cents  a  gallon,  some  $1.40  a  gallon,  and  some  $2 
a  gallon;  but  hundreds  of  millions  are  represented  in  this  com- 
modity which  has  been  produced  not  only  with  your  full  acquies- 
cence but  under  your  knowledge  and  authority  and  practically  with 
your  direction,  because  you  have  taken  the  tax  on  it. 

I  am  not  here  sugge^sting  any  (change  in  any  of  the  proposed  legis- 
lation other  than  to  give  you  some  views  which  this  committee  can 
reflect  on  and  consider  before  the  legislation  is  final. 

Let  me  make  a  suggestion,  gentlemen.  T  have  told  you  that  my 
client  manufactured  25,000.000  gallons  of  the  whisl^  that  is  in  bond. 
That  is  accurate.  That  whisky  is  all  owned  by  purchasers  except  a 
negligible  per  cent  to  which  I  have  referred.  We  were  compelled 
under  the  law  to  give  what  is  known  as  a  distiller's  bond  for  every 
gallon  of  whisky  that  we  manufactured :  and  by  "  we  "  I  am  speaking 
merely  of  this  client  whose  president.  Mr.  Kessler,  is  here.  We  were 
compelled  to  give  a  bond  obligating  ourselves  to  pay  whatever  tax, 
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gentlemen,  you  enact ;  so  that  if  you  make  it  $8^  we  are  obligated  to 
pay  $200,000,000  on  that  whisky ;  and  when  you  have  a  law  which  is 
not  modified,  changed  or  repealed,  which  provides  that  we  must 
withdraw  the  whisky  after  that  eight-year  period  has  expired,  we 
are  compelled  to  withdraw  it.  We  have  given  you  a  bond  that  we 
will  withdraw  it.  That  law  provides,  as  does  the  present  proposed 
law,  that  the  distiller  must  pay  the  tax.  So  that  we  are  obligated 
under  onr  bonds  which  are  signed  by  us  as  principal  and  by  various 
surety  companies  as  surety,  to  pay  $200,000,000  in  tax,  and  we  are 
compelled  to  withdraw  it  at  the  expiration  of  eight  years  from  ite 
entry  in  that  bond,  and  in  this  law  you  say  we  shall  not  withdraw  it 
after  July  1 

The  Chairman.  That  bond  runs  to  the  Government^ 

Mr.  Mater.  That  bond  runs  to  the  Government. 

The  Chairman.  And  the  Government  says  that  after  the  1st  of 
July  next  you  shall  not  withdraw  it.  Do  you  not  take  it  that  that 
will  cancel  that  bond  ? 

Mr.  Mater.  There  is  no  repeal  in  this  proposed  law,  no  express 
repeal,  and  there  can  be  no  repeal  by  implication,  because  the  very 
letter  of  the  bond  provides  that  we  ivill  pay  the  tax,  and  neither  an 
act  of  God  nor  of  the  public  enemy  is  a  defense  to  the  payment  of 
that  tax  at  the  end  of  10  years  unless  by  positive  legislation  you  say 
we  shall  not  pay  it 

The  Chairman.  Do  you  think  that  there  is  any  gi*ound  for  serious 
apprdiension,  or  any  apprehension  at  all,  that  the  Government  will 
attempt  to  enforce  that  tax? 

Mr.  Mater.  There  ought  t-o  be  none;  but  whatever  legislation  is 
enacted  ought  to  contain  a  provision  that  the  sureties  and  the  prin- 
cipals on  the  bond  shall  be  discharged  from  their  liability 

The  Chaikman.  I  am  not  disputing  that  with  you  at  all. 

Senator  Penrose.  Have  you  prepared  an  amendment  ? 

Mr.  Mater.  I  have  not. 

The  Chairman.  Suppose  you  do  that. 

Mr.  Mater.  I  am  speaking  of  this — it  is  unimportant;  I  mean  it  is 
ii¥Con.sequential — ^but  I  am  speaking  of  it  as  an  indication  of — I  will 
not  say  haste,  but  I  will  speak  of  it  as  indicating  how,  when  you  come 
to  closely  consider  the  situation,  these  incongruities  and  incon- 
fnstencies  arise. 

But  the  material,  the  fimdamental  proposition  that  I  put  up  to 
this  conmiittee  is  that  of  the  188,000,000  or  140,000,000  gallons  of 
whisky  that  are  in  bond,  if  you  keep  the  limitation  of  time  as  July 
1  very  little  of  that  whisky  will  ever  be  withdrawn. 

The  Chairman.  If  I  understood  you  a  little  while  ago,  you  think 
that  all  of  it  that  is  on  the  floor 

Mr.  Mater.  Not  all,  but  a  large  part  of  it. 

The  Chaikman.  Practically  all  will  be  sold  before  the  time  this 
bill  passes? 

Mr.  Mater.  We  estimate  about  25,000,000  gallons — ^between  now 
and  the  passage  of  this  bill? 

The  Chairman.  Yes. 

Mr.  Mater.  Oh,  no.    We  estimate  about  15,000,000  gallons. 

The  Chairman.  Then  the  balance  will  be  subject  to  this  floor  tax? 

Mr.  Mater.  This  $8  tax. 


138  TO  PBOVIDB  SEVENUE  FOB  WAB  PURPOSES. 

Senator  Lodge.  It  will  only  yield  $4? 

Mr.  Mayer.  $4.20  when  it  is  disposed  of.  But  the  whigky  that  is 
in  bond 

Senator  Thomas.  $4.80,  is  it  not  ? 

Mr.  Mayer.  $4.80  plus  $3.20. 

But  the  whisky  that  is  in  bond  will  remain  there  until  the  war  is 
over,  and  until  demobilization  has  become  effective;  and  if  the  na- 
tional prohibition  amendment  now  being  considered  and  voted  ou 
is  enacted  by  1920  or  1921,  this  whisky  will  become  absolutely  value- 
less and  worthless.  I  do  not  believe  that  the  Finance  Committee  of 
the  Senate  means  to  bring  about  such  a  result. 

In  order  that  I  may  not  be  misunderstood,  we  are  not  here  to  say, 
"  Make  the  tax  $2  a  gallon  or  $8  a  gallon  or  $6  a  gallon."  But  we 
are  here  to  point  out  to  you  the  serious,  the  great  disappointment 
which  will  confront  the  country  if  you  proceed  upon  tne  theory 
of  realizing  $80,000,000  by  way  of  tax  wnen  it  is  our  belief  that 
you  will  not  realize,  including  the  $4.80  additional  tax  on  the  floor 
stock,  in  excess  of  $200,000,000. 

Of  course,  you  will  ask  yourselves,  What  is  this  paid  attorney  talk- 
ing to  us  for?  We  are  anxious  that  the  Government  shall  realise 
the  largest  tax  possible  that  is  compatible  with  any  governmental  or 
industrial  view.  The  only  course  in  which  you  can  get  the  tax  that 
you  gentlemen  are  calculating  on  realizing  is  after  the  floor  stock 
has  been  disposed  of  and  figuring  that  that  is  all  disposed  of  by 
the  1st  of  July,  there  is  no  stock  out  anywhere  except  in  bond;  and 
you  will  have  to  either  make  the  j)eriod  a  longer  period  in  which 
the  whisky  can  be  withdrawn,  or  regulate  your  tax  so  that  it  is  not 
prohibitive. 

If  I  nuiy  use  myself  us  a  concrete  illustration,  I  bought  5  barrels 
of  whisky.  I  drink  very  little  of  it.  I  do  not  suppose  I  take  a 
drink  a  month.  But  T  have  friends  at  the  bar  and  in  tlie  banking 
business.  Mr.  Reynolds  occasionally  gets  a  case  from  me,  Senator 
Smoot,  and  occasionally  a  judge  or  some  other  .friend.  But  I  bought 
the  5  barrels.  It  was  bottled,  and  I  paid  $3.20  tax  on  it.  The 
whole  price,  as  I  remember,  was  a  little  imder  $1,000.  Those  who 
have  the  moans  have  all  done  that.  Possibly  soiito  members  of  this 
committee  may  have  been  equally  as  luxuriously  extravagant  as  1 
have  been. 

Senator  Thomas.  We  did  it  to  guard  against  the  possibility  of 
illness  in  the  familv. 

Mr.  Mateh.  Unless  you  i)rovide  a  tax  which  will  enable  this 
whisky  to  be  withdrawn  between  now  and  July  1,  or  extend  the  time 
so  that  it  can  not  bo  withdrawn,  you  will  be  disappointed  to  the 
extent  of  somewhere  near  $r>00,000,()00  in  the  realization  of  your  tax. 
That  is  not  guesswork.  Tliere  are  two  classes  of  people  who  are 
going  to  buy  this  whisky — those  who  are  reckless  in  their  Imbits  or 
desires  and  tastes,  and  those  who  have  the  numey.  But  the  poor 
man,  the  working  man,  can  not  put  aside  a  barrel  of  whisky,  wnich 
means  an  investment  of  $500,  gentlemen. 

Senator  Thomas.  I  should  think  he  could  at  the  present  rat^  of 
wages  in  this  country. 

Mr.  Mater.  I  have  thought  that,  too,  occasionally.  Senator,  bot  to 
speak  from  my '  own  professional  experience,  I  just  got  Ihrmigh 


TO  PBOVIDE  BBVBKUB  FOB  WAB  PUBFOBBS.  139 

the  arbitration  for  the  packers  of  the  labor  dispute  in  Chicago,  and 
we  found  that  at  the  end  of  three  months,  with  the  terrific  increase 
in  wages,  we  have  learned  from  shopkeepers  whose  places  are  around 
the  stock  yards  that  a  large  part  of  the  big  wages  that  they  had 
accumulated  during  the  hearing  was  immediately  expended  in  what 
the  gentlemen  who  preceded  me  said  was  not  a  luxury — ^in  high- 
priced  silk  stockings,  high-priced  shoes,  high-priced  underwear, 
high-priced  clothes. 

Senator  Thomas.  In  other  words,  they  are  all  improvident. 

Mr.  Mater.  You  have  answered  it.  Senator.  I  speak  from  knowl- 
edge gained  in  that  case  in  which  I  represented  the  packers  in  the 
arbitration  hearings. 

Senator  Th6mas.  I  think  that  is  true  universally. 

Mr.  Mater.  We  have  endeavored  to  be  just  as  helpful  as  we  can. 
We  are  not  speaking  selfishly,  because  the  alcohol  that  we  make — 
200,000  proof-gallons  a  day — is  not  taxed.  It  is  industrial  alcohol. 
We  are  running  full  blast  in  grain  distilleries  and  molasses  distil- 
leries. It  is  not  taxed.  It  all  goes  to  the  Govermnent  or  the  Gov- 
ernment's allies.  I  mi^ht  say  that  indirectly,  possibly,  we  are  selfish, 
because  if  this  tak  which  you  are  calculating  on  is  not  collected  you 
will  have  to  put  it  somewhere,  either  as  a  war  tax,  a  profit  tax,  or  a 
consumption  tax 

The  Chairman.  Are  you  meaning  to  suggest  to  us  that  this  com- 
mittee will  attempt  to  override  the  legislation  of  Congress  as  it  is 
contained  in  the  supplementary  agricultural  bill  in  case  thai  becomes 
a  law,  and  present  the  question  anew  to  the  Congress? 

Mr.  Mater.  No;  Mr.  Chairman. 

The  Chairman.  As  to  whether  we  will  extend  the  time  or  not? 

Mr.  Mater.  No. 

The  Chairman.  I  have  not  understood  you  as  suggesting  that. 
I  want  to  understand  what  you  are  suggesting  to  us.  Are  you  sug- 
gesting that  we  reduce  this  tax  rate? 

Mr.  Mater.  I  am  suggesting  that  this  committee  take  up  with  the 
other  department  of  the  Government,  the  Commissioner  of  Internal 
Revenue,  and  ascertain  what  will  be  withdrawn.  You  need  not  take 
onr  figures.  You  can  ascertain  whether  it  would  not  be  wiser,  instead 
of  making  an  $8  tax.  to  make  the  tax  $3.20,  $4,  or  $5 — I  do  not  care. 
I  have  no  suggestion  to  make,  where  it  will  not  be  prohibitive.  In 
other  words,  it  is  your  purpose,  Mr.  Chairman  and  gentlemen  of  the 
committee,  as  I  understand  it — it  is  your  anxious  purpose  to  have 
this  whisky  withdrawn. 

The  Chairman.  We  want  to  get  the  most  revenue  we  can  during 
the  period  that  we  are  permitted  to  sell  liquor  in  this  country.  Your 
suggestion  is  that  probably  we  would  get  more  by  a  resale  rate,  and 
that  we  take  that  up  with  the  Department  of  Internal  Eevenue  and 
see  whether  their  views  conform  to  that. 

Mr.  Mater.  Our  opinion  is,  and  we  have  considered  it  from  every 
angle — it  is  not  influenced  at  all  by  the  personal  question ;  it  means 
no  personal  gain  to  us 

Senator  Jones.  May  I  ask  you  a  question  t 

Mr.  Mater.  Certainly. 

Senator  Jomes.  How  much  of  this  whisky  in  bond  was  manuf  ac- 
tufad  last  year,  or  is  a  year  old  or  less! 
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Mr.  Mayi:r.  Of  the  whisky  ia  bond,  the  production  during  the  last 
12  months  was  under  rather  than  over  the  12  months,  perhap& 
There  has  been  a  curtailment  in  the  production  of  whisky,  Senator, 
in  the  last  three  or  four  years  because  of  the  various  different  States 
that  have  gained  prohibition. 

Senator  Jones.  My  purpose  in  asking  that  question  was  to  bring 
out  the  fact,  if  it  is  a  fact,  that  this  w  hiskv  in  bond  varies  in  value 
according  to  its  a^e;  and  while  a  man  might  well  afford  to  pay  $8 
tax  on  whisky  which  is  4  or  5  years  old  ana  which  could  be  consumed 
and  meet  the  wants,  yet,  if  you  take  out  the  whisky  that  is  only  a 
year  old  and  is  not  fit  for  immediate  consumption,  it  would  make  a 
relatively  higher  tax  on  the  new  whisky  than  upon  the  old, 

Mr.  Mayer.  Yes,  Senator ;  and  in  addition  to  that,  that  is  the  ar- 
gument to  which  I  was  about  to  come.  About  one-half  of  the 
whisky  that  is  in  bond  was  manufactured  within  the  last  two  years. 
It  is  not  palatable  until  it  is  4  years  old.  What  dealer  or  whal  con- 
sumer is  going  to  withdraw  whisky  from  bond  when  he  knows  he 
can  not  use  it?  I  am  not  sa^'ing  '^  sell "  it,  because  he  can  not  sell 
it  after  July  1.  He  can  not  consume  it.  It  is  not  palatable.  It  is 
not  bottled  until  four  years ;  and  half  of  the  whistTy  that  is  in  bond, 
gentlemen,  was  put  there  during  the  last  two  years. 

Senator  Jones:  Would  it  relieve  the  situation  any  to  vary  the  tax 
with  the  respective  age  of  the  whisky? 

Mr.  Mayer.  I  would  like  .to  consult  just  a  moment.  I  am  not  a 
merchant  or  an  expert,  and  I  can  not  answer  that.  I  would  not  be 
able  to  say.  Mr.  Kessler  is  the  president  of  the  Distillers'  Securities 
Corporation.    He  says  it  would  not. 

Senator  Jones.  Whv  not? 

Mr.  Mayer.  I  can  not  answer  that.    Why,  Mr.  Kessler? 

Mr.  Kessler.  The  trade  considers  whisky  as  whisky  whether  it  is 
1  or  4  years  old.  The  values  are  the  same.  In  fact,  we  find  in  the 
trade  that  6  or  7-year-old  whisky  is  selling  for  less  money  in  bond 
than  2-year-old  whisky.  Whislrv  is  sold  on  its  original  gauge. 
There  is  an  outage,  or  a  loss.  Six  and  8-year-old  whisky  is  selling 
for  much  less  money  than  the  young  whiskys. 

Mr.  Mayer.  If  I  may  supplement  that  statement :  The  outage  law, 
the  so-called  Carlisle  law,  fixed  the  amount  for  which  a  rebate  is 
allowed.  A  man  not  only  was  buying  merely  space  in  the  barrel, 
but  was  paying  the  tax  and  paying  the  price  of  the  whisky 

Senator  Jones.  What  I  had  in  mind  was  this:  The  prospective 
consumer  of  whisky  who  is  paying  for  his  own  consumption,  if  he 
bought  1-year-old  goods  had  to  pay  some  tax  on  it.  If  he  houff^t 
4-year-old  goods,  he  would  be  paying  a  very  much  larger  tax  pro- 
portionately. Looking  at  it  simply  from  the  standpoint  of  the 
possible  individual  buyer  or  prospective  consumer — because,  as  I 
take  it,  the  only  hope  that  you  have  of  selling  this  1  and  2  vear  old 
whiskv  at  all  between  now  and  the  1st  of  next  Julv  i*^  to  sell  it  to  « 
possible  consumer? 

Mr.  Mayer.  Yes,  sir:  or  a  dealer  who  can  resell  it  it  a  con8um«r« 
iiecaiise  he  can  not  sell  it  after  the  Ist  of  July. 

Senator  Jones.  That  dealer  could  not  hope  to  resc»ll  it.  Therefore 
all  of  this  class  of  whisky  must  be  sold  to  a  prospective  ooDsniiiAr, 
and  if  he  must  pay  $8  a  gallon  on  1-year-old  whisky  and  it  will  have 
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to  be  held  four  or  five  years  before  he  can  use  it,  he  is  paying  more 
than  if  he  were  to  buy  whislnr  2  or  3  or  4  years  old. 

Mr.  Mayer  (addressing  Mr.  Kessler).  What  is  your  suggestion 
as  to  that? 

Mr.  Kessler.  The  laboring  man  gets  his  whisky  from  the  whole- 
saler through  the  retailer,  and  the  2-year-old  whiskies  are  taken  by 
the  wholesalers  and  rectifiers  and  reduced  and  made  palatable 
through  caramels,  sweetened  and  otherwise;  and  the  1-year-old 
whisky  is  made  palatable  in  that  way  to  be  sold  more  cheaply  to  the 
man  that  can  not  afford  to  pay  a  higher  price.  Therefore  most  of 
the  whiskies  that  are  withdrawn  as  2  or  3  years  old  are  rectified  and 
reduced  and  sweetened  and  made  palatable.  The  real  good  old 
whiskies  are  bought  by  the  richer  element  of  the  population  of  the 
country. 

The  Chairman.  I  find  that  there  is  only  one  other  gentleman  who 
desires  to  be  heard  this  afternoon.  He  says  he  will  take  only  10  or 
15  minutes.  I  suggested  to  him  that  I  disliked  very  much  to  call 
Senators  back  here  this  afternoon  to  hear  him,  and  the  committee 
was  broken  up  now,  and  he  has  very  kindly  consented  not  to  press 
for  a  hearing  this  evening,  but  with  the  understanding  that  we  will 
hear  him  when  we  first  meet  in  the  morning.  That  being  so,  we 
can  adjourn  until  half  past  10  o'clock  to-morrow  morning. 

(Whereupon,  at  1.25  o'clock  p.  m.,  the  committee  adjourned  to 
meet  at  10.30  o'clock  a.  m.,  to-morrow,  Wednesday,  September  11, 

i9ia) 
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WEDNESDAY,  SEPTEUBEB  11,  1918. 

Unitbd  States  Senate, 
committeb  on  finance, 

Washington^  D.  C. 

The  committee  met  pursuant  to  adjournment  at  10.80  o'clock  a.  m. 
in  the  committee  room,  Senate  Office  Building,  Senator  F.  M.  Sim- 
mons presiding. 

Present,  Senators  Simmons  (chairman),  Thomas,  Jones,  Grerry, 
Nugent,  Penrose,  Lodge,  McCumber,  Smoot,  Dillingham,  and  Town- 
send. 

The  committee  resumed  the  consideration  of  the  bill  (H.  B.  12868) 
^^  to  provide  for  revenue  and  for  other  purposes." 

The  Chairman.  When  we  adjourned  yesterday  morning,  Mr.  Weil 
was  to  have  been  heard  in  the  afternoon.  He  was  the  only  gentle- 
man asking  to  be  heard  in  the  afternoon,  and  by  arrangement  with 
him,  we  did  not  hold  an  afternoon  session,  with  the  understending 
that  he  should  be  the  first  one  this  morning.  If  Mr.  Weil  is  present, 
we  will  hear  him. 

ADMISSIONS. 

8TATEHEHT  OF  MB.  MILTON  WEIL,  501  PIFTH  AVENITE,  HEW 

TOBX  CITT. 

Mr.  Weil.  Mr.  Chairman,  I  represent  the  Music  Alliance  of  the 
United  States,  of  which  I  am  treasurer;  the  National  Music 
Mima^rs'  Association  of  the  United  States;  and  the  Musical 
America  Co.,  publishers  of  Musical  America,  a  periodical  published 
in  the  interest  of  music. 

This  is  an  argument  on  the  war  revenue  tax  amending  title  7, 
section  700,  of  the  act  of  October,  1917,  with  proposed  tiue  8,  sec- 
tion 800,  of  the  proposed  war  revenue  act,  on  amusement  admissions. 

I  am  here  representing  the  Music  Alliance  of  the  United  States, 
an  organization  of  which  I  am  the  treasurer,  which  was  formed  for 
the  purpose  of  coordinating  the  various  phases  of  musical  activities 
in  this  country,  which  practically  represents  the  interests  of  2,000,000 
workers  in  the  field. 

I  will  submit  in  my  brief  the  detailed  objects  of  the  alliance. 

I  also  represent  as  manager,  a  musical  paper  known  as  Musical 
America,  counting  among  its  readers  thousands  of  people  through- 
out the  entire  country,  who  are  actively  interested  in  music,  and 
regular  patrons  of  the  art. 

1  have  been  delegated  also  to  represent,  in  this  netition  the 
National  Musical  Managers'  Association  of  the  United  States,  which 
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embraces  pnictically  every  musical  manager  in  the  country,  repre- 
senting opera,  symphony  orchestras,  and  mdividual  artists. 

We  wish  to  submit  certain  self-evident  facts  with  regard  to  the 
musical  conditions  in  this  country,  so  that  you  will  see  the  exact 
relation  between  all  thi>>  musical  activity  and  its  taxable  capacity. 
We  also  wish  to  sliow  exactly  what  effect  the  proposed  20  per  cent 
tax  will  have  upon  the  i-evenue  derived  from  this  source. 

To  avoid  any  possible  confusion  in  your  minds  may  I  define 
the  field  represented  in  this  petition.  It  includes  all  pei'sons  and 
organizations  involved  in  the  giving  of  orchestral  and  band  con- 
certs, choral  and  oratorio  concerts,  song  and  instrumental  recitals  and 
concerts,  and  operatic  performances.  This  particular  petition,  I 
may  add,  is  connned  to  the  interests  of  those  engaged  in  providing 
music  of  the  highest  class  which  is  of  a  distinctly  cultural  and  educa- 
tional character  and  should  not  be  confused  with  entertainments  of 
a  superficial  nature  whose  sole  purpose  is  essentially  for  profit  and 
enteitainment  rather  than  edification  and  spiritual  uplift. 

Measured  by  gross  receipts,  from  70  to  80  per  cent  of  all  such 
musical  activity  of  the  country :  opera,  orchestra,  recital,  choral,  etc., 
is  on  an  idealistic  and  unselfish  basis  of  '^  art  for  art's  sake,''  and  it 
is  conducted  with  invariably  a  deficit  which  is  ma.de  up  by  devoted 
individuals — while  not  more  than  20  to  SO  per  cent  of  the  entire 
musical  activity  of  the  country  is  speculative  in  character.  Of  this 
nonspeculative  volume  of  business,  women's  clubs,  throughout  the 
United  States  contribute  more  than  50  per  cent  of  the  total  which 
is  on  a  nonprofit  basis.  These  clubs,  which  do  not  make  concert  giv- 
ing their  regular  or  continuous  vocation,  are  very  timid  in  their 
operations,  with  the  result  that  any  apparent  change  in  the  usual 
conduct  of  their  en^gements,  forces  thiem  into  discontinuance. 

With  this  situation  in  your  minds,  may  I  point  out  that  while 
there  is  no  definite  basis  upon  which  we  can  compare  the  total 
revenue  of  admissions  to  musical  performances  of  various  kinds 
before  our  entrance  into  the  war,  with  those  under  the  prevailing  10 
per  cent  tax,  there  is  overwhelming  evidence,  which  I  am  submitting 
111  my  detailed  brief,  to  demonstrate  that  the  present  10  per  cent 
tax  has  curtailed  concert  and  other  musical  activities,  to  the  extent 
of  15  per  cent  or  over.  Under  the  20  per  cent  tax,  considering  the 
characteristic  uncertainty  of  all  such  enterprises,  it  is  an  inevitable 
conclusion  that  further  curtailment  will  result  in  paralyzing  the 
activities  of  a  large  percentage  of  musical  enterprises,  ^because  of 
discontinuance,  this  class  of  public  performances  will  not  only  yield 
no  increased  revenue,  bwt  substantially  none  whatever. 

After  gathering  from  every  section  of  the  country  information 
through  every  available  source  on  this  subject,  we  are  forced  to  the 
conclusion  that  the  revenue  under  a  20  per  cent  tax  would  be  con- 
siderably less  than  the  present  10  per  cent  tax  has  yielded. 

While  this  curtailment  of  musical  activities  as  it  effects  the  earn- 
ing capacity  of  individual  musical  artists  might  not  seriously  affect 
a  few  of  the  more  successful  and  nationally  known  artists,  what 
would  be  its  effect  on  that  great  army  of  strugglinff  young  musical 
artists,  half  of  whom  are  women,  and  many  of  wnom  are  still  in 
the  formative  period  of  their  careers,  as  regards  their  means  of 
livelihood? 
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In  these  few  words  I  have  covered  merely  the  doUar-and-cents 

Aspect ;  behind  this  there  is  the  great,  big  ethical  question  involving 

*  nuisic,  with  so  many  ramifications  that  I  would  not  think  of  taking 

up  the  time  of  your  committee  to  go  into  it,  but  which  I  respectfully 

submit  in  the  form  of  this  brief. 

We  urge  that  music  be  encouraged  rather  than  restricted  in  these 
days  of  war  and  stress.  That  it  has  the  power  to  solidify  public 
sentiment  to  stir  our  patriotism  is  recognized  by  our  administration. 

A  short  time  ago,  Mr.  John  McCormack  went  to  President  Wilson, 
to  ask  permission  to  join  the  great  army  of  American  musicians  who 
are  singing  and  playing  for  our  boys  in  France,  and  the  response 
to  that  request  was  [reading]  : 

Th^  fountains  of  sentiment  nuist  be  kept  flowing  in  this  country,  and  no  one 
cmn  do  it  as  weU  as  you  through  music. 

In  conjunction  with  that,  while  dininjg  last  night  I  noticed  the 
statement  of  Gen.  Crowder  in  the  evening  paper,  which  I  would 
like  to  call  to  your  attention,  speaking  of  the  registration  which  takes 
place  to-morrow  under  the  new  draft  law,  as  follows  (reading)  : 

I  want  every  flag  flying  and  every  baud  playing  on  registration  day. 

In  this  morning  paper  Mr.  Walter  Damrosch  is  quoted  as  authority 
for  a  statement  to  which  I  would  like  to  call  the  attention  of  the 
committee,  as  follows  (I'eading) : 

BETTER    MUSIC    FOR    PERSHINC'S    ARMY. 

New  Yorlk.  Sept  10. — Gen.  PernUing  will  soon  establish  near  American  head- 
quarters in  France  h  school  for  bandmasters  and  musicians  in  order  that  tiie 
music  of  American  military  bands  may  he  of  a  highest  standard,  according 
to  Walter  Damrosch.  director  of  the  New  York  Symphony  and  Oratorio  So- 
ciety, who  has  Just  returned  from  France. 

Senator  Townsend.  Your  argument  applies  to  music,  for  instance, 
such  86  is  given  bv  universities  of  the  country  during  commence- 
ment week  and  otlier  times,  known  as  music  festivals.  We  have 
one  at  Ann  Arbor,  Mich.,  and  they  have  called  my  attenion  to  this, 
and  I  ask  if  you  afiirm  what  they  have  stated  to  me,  namely,  that 
their  entertainment  is  purely  educational,  and  their  charge  was 
with  an  idea  of  trying  to  cover  expenses,  but  never  did  cover  ex- 
penses. 

Mr.  Weil,  Never  did,  Senator,  and  rarely  do  any  of  those.  There 
are  thousands  of  musical  clubs  in  the  United  States  which  are  sup- 
ported by  women  with  great  big  ideas  for  the  uplift  of  their  locali- 
ties. They  engage  the  artists.  The  charges  for  admission  in  many 
cases  are  nominal,  bet^ause  they  deal  witli  people  of  very  meager 
incomes — ^stenographers,  bookkeepers,  and  people  of  that  class.  The 
tax  has  curtailed  many  of  those  musical  clubs,  at  least  15  per  cent 
or  over. 

Senator  Townsend.  Can  you  toll  how  much  tax  was  obtained  from 
the  10  per  cent  provision  under  the  present  law? 

Mr.  Weil.  I  can  not  believe  that  there  is  any  means  of  subdividing 
the  tax  taken  in  on  amusements.  I  have  tried  to  figure  the  thing 
out,  but  it  is  almost  impossible.  I  felt  the  question  would  be  asked 
me,  and  I  have  endeaVored  to  the  best  of  my  ability  to  try  to  find 
that.  I  believe  this,  that  if  the  10  per  cent  tax  is  left  on  music, 
with  the  activities  that  are  planned  for  this  coming  season,  such 
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activities  will  materially  increase.  But  if  the  tax  is  raised  to  the 
20  per  cent,  I  think  I  am  in  a  position  to  say  that  fully  50  per  cent, 
of  that  musical  activity  will  have  to  be  stopped  this  season.  For 
example,  the  other  day  at  Lockport,  N.  i.,  where  they  have 
one  of  these  musical  festivals,  under  the  auspices  of  several  rather 
patriotic  men  up  there  in  that  neighborhood,  they  have  the  course 
system,  by  which  people  in  meager  circumstances  for  $10  can  get 
a  ticket  that  takes  in  all  the  concerts.  Then  they  have  a  25-cent 
and  a  50-cent  admission,  by  which  the  people  can  buy  individual 
tickets,  as  for  a  violinist  or  pianist.  It  is  customary  for  many 
thousands  of  these  tickets  to  be  sold  to  these  people.  At  Lockport 
the  other  day,  through  Mr.  George  W.  Pound,  who  went  up  there 
to  speak  at  this  festival,  I  find  that  the  drawers  were  full  of  these 
$10  tickets.  The  people  had  not  taken  them  up  on  account  of  even 
the  10  per  cent  tax,  people  who  were  factory  workers,  and  fanners — 
music  lovers,  but  who  did  not  feel  they  could  pay  that  10  per  cent 
tax,  but  picked  out  individual  artists  that  they  could  get  for  50 
cents,  and  they  would  wait  until  the  next  one  they  wanted  to  hear, 
for  instance,  Mr.  Elman,  or  whomever  they  wanted  to  hear.  If  the 
20  per  cent  tax  was  on,  you  would  see  even  IcvSs  of  buying  of  those 
tickets.  And  that  represents  between  70  and  80  per  cent  of  the 
music  of  the  coxmtry,  and  would  probably  means  its  absolute  cur- 
tailment, if  not  wiping  it  out  entirely.  But  1  believe  that  with  the 
10  per  cent  tax  left  on  the  musical  activities  will  be  greater,  because 
the  demand  for  music  is  becoming  greater  and  greater  all  the  tirae^ 
as  it  is  the  greatest  spiritual  uplift  there  is,  and  I  believe  the  Oov- 
ernment  will  receive  more  on  a  10  per  cent  tax  than  they  ever  will 
on  a  20  per  cent  tax. 

Senator  Smoot.  In  your  brief,  do  you  propos(*  an  amendment  to 
those  titles  that  will  bring  about  the  result  you  desire? 

Mr.  Weh..  Senator,  I  have  also  given  that  a  groat  deal  of  con- 
sideration, and  I  can  not  see  how  the  tax  bill  could  be  subdivided  to 
take  the  speculative  and  nonspeculative  out;  and  besides,  the  specu- 
lative is  such  a  small  per  cent  of  the  whole  that  I  rio  not  think  it 
would  be  material  in  dollars  and  cents  in  the  tax  bill. 

The  Chairman.  Will  j-ou  just  let  me  interrupt  you  a  minute  2  I 
find  it  absolutely'  neccssiiry  for  me  to  be  al)sent  for  about  a  half  hour 
or  so,  and  I  am  going  to  ask  Senator  Thomas  if  he  will  not  take  the 
chair  during  my  absence.  I  suggest  that  if  meml>ers  of  the  committee 
have  not  any  engagement  over  in  the  Senate,  that  we  sit  until  1 
o'clock  to-day. 

(Senator  Thomas  thereupon  took  tlie  chair.) 

(Mr.  Weil  submitted  the  following  briefs  which  is  here  printed  in 
full:) 

BRIKF  KLUMimiiJI  BY  MK.  Mtl.ToN  WKll  ..KK1'KI'>KNTIN(}  TIIK  MUSICAL  At.UA:«CK  0» 
IHK  I'NITKD  HTATf-S,  THK  NATION  A  I.  Ml*  SI  (A!.  MANAGKKS  ASSOCIATION  W  TOK 
UNirEIJ  ST^T^:S  and  THK  MTSUAL  AMKRHA  CO..  PUIII-thHEKS  OF  •*  MT'KICAL  AMKB- 
ICA."  IN  CHINNKCTION  WITH  THK  STATKMKNT  AT  THK  rTKATHNO  RK>'(>KK  TIH!  MK^tATT 
riNANOK  OIM  M ITTI-3C 

Mr.  (^IIAJUM  \N  AND  (»KNTi  KMiiN  :  I  Im';:  I«*av<*  h»»iv  to  miliinit  to  you  In  11m»  U^tm 
of  a  brief  matters  Muppleiiientfng  my  talk  t>eforv  your  esteemed  oommittae^ 

It  is  conreded  tf>-day  In  tills  country',  ns  it  Is  In  ^very  one  of  the  wnfring 
nations,  and  even  In  the  neutral  omntrii^s)  of  the  world*  that  the  greatest  factor 
In  malntalnlnfc  nnd  f^tlroulntlnic  the  morale  of  the  people  at  home  has  beefi 
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music,  aiul  just  as  strongly  has  it  been  the  biggest  force  In  sustaining  the 
morale  of  the  Army  and  Navy'.  This  has  been  realized  to  such  an  extent  that 
General  Pershing  has  requested  that  all  bands  should  be  doubled  in  size,  and 
to-day  our  Army  when  they  march  into  battle  are  escorted  by  a  band,  and 
when  they  come  back  worn  out  and  tired  they  go  to  their  rest  camps  met  by  a 
band,  us  It  has  been  found  that  music  is  the  greatest  mental  recreation  and 
restorative  for  the  soldier ;  that  the  greatest*  stimulant  to-day  that  the  soldier, 
well  and  wounded,  is  receiving  in  France,  is  music  in  all  forms,  all  of  which 
is  officially  recognlssed  by  our  Government. 

The  tremendous  influence  of  music  on  the  morale  of  the  civilian  population  is 
no  less  than  has  been  demonstrated  on  the  strictly  military  side,  as  has  been 
evidenoeiJ  by  the  action  of  the  National  (vouncil  of  War  Defense  throughout 
this  country,  for  the  purpose  of  stimulating  patriotic  sentiment,  by  making  us 
a  "singing"  nation. 

Thoro  is  not  a  single  phase  in  the  production  of  this  great  world  war  work 
w^hich  is  not  essentially  helped  In  some  way  by  music.  It  begins  ^vith  the  re- 
cruiting of  the  soldier ;  it  develops  In  the  training  of  the  soldier  in  the  camp : 
it  is  essential  with  every  agency  for  the  raising  of  funds  for  the  conduct  of 
the  war.  ami  In  addition  every  war  charity  invariably  falls  back  upon  music. 

Can  we  afford  to  allow  this  agency  for  the  maintenance  of  morale  among 
both  onr  military  and  civilian  population  to  suffer? 

Can  we  afford  to  curtail  the  musical  activities  of  tlie  comitry  which  have 
done  so  much  for  the  upholding  of  the  morale  of  the  people,  and  by  their  cur- 
tailment strike  at  tlie  verj-  source  of  the  supply,  namely:  The  musical  artists 
and  their  ijerformances  that  have  meant  so  much  In  every  development  In  the 
carrying  on  of  this  war? 

It  is  the  pin-pose  of  this  brief  to  show  both  the  ethical  side  as  it  affects  the 
morale  of  the  Nation  and  also  the  practical  side  of  the  musical  situation,  as  w^ill 
appeal  to  you,  gentlemen,  from  the  stanilpolnt  of  war  revenue.  Our  belief  in 
this  crmtention  is  "base*!  upon  thorough  investigation  made  through  every 
available  .sour<*e  of  Information  on  this  subject  throughout  the  country,  and 
we  lay  Iwfore  you  the  following  exhibits  on  this  subjeci: : 

Exhibit  A.  Bulletin  issued  by  the  Musical  Alliance  of  the  l-nited  States. 

Exhibit  B.  No.  I.  Mr.  Charlton's  letter;  No.  2,  statement  of  Mr.  Edw. 
Zlegler,  husinc^ss  comptroller  of  Metropolitan  Opera  House;  No.  3,  letter  from 
Ohicfigv)  A|X}llo  <;iub,  Mi-ss  Mai  N.  Ilea;  No.  4,  letter  from  Pittsburgh,  Pa. 
Orchestra  Associatlou,  signed  by  Miss  May  Btn^gle:  No,  .'i,  letter  from  Albert 
Steinert,  Providence,  U.  I. :  No.  (3,  letter  from  Mr.  Tom  Ward,  Syracuse,  N.  Y. : 
No.  7,  letter  from  W.  A.  Frltschy.  Kansas  City,  Mo. ;  No.  8.  letter  from  Michi- 
gan Music  Teachers  Association,  Lansing,  signed  by  Kate  Marvin  Kedzle; 
No.  9,  letter  from  Mnx  Sv.  arthout,  Decatur,  111. ;  No.  10,  letter  from  St.  Ix>uls 
Orchestra  and  others,  as  tmblished  in  issue  of  the  24th,  signed  by  A.  .1.  Oalnes: 
No.  11,  letter  from  Geo.  ^V.  Andrews.  Oberlln,  Ohio ;  No.  12,  letter  from  W.  W. 
Norton,  University  of  North  Dakota  (published  in  issue  of  the  24th)  ;  No.  13. 
letter  fn«n  .\|)ollo  Club,  signed  by  Oeo.  L.  La  Vayea.  Minneapolis;  No.  14. 
letter  from  Mrs.  Norton  .iamison,  chairman  of  club,  Los  Angeles.  Cal. ;  No.  1.*), 
editorial  page  18  4»f  ^Iiisical  America,  issue  of  the  17th;  No.  10,  letter  from 
Frank  W.  Ilealy,  of  Sjin  Francisco;  No.  17,  California  Federation  of  Musical 
Clubs,  of  I*os  Angeles;  No.  IS,  Finleration  of  Music  Clubs  of  Texas,  letter;  No. 
19,  letter  from  Mrs.  (»(K)rge  Richards,  of  Duluth ;  No.  20,  letter  from  Ferdinand 
Duncley.  Seattle,  Wash.;  No.  21,  letter  from  Carl  Fique,  of  Brooklyn,  N.  Y. ; 
No.  22,  letter  from  the  Harmony  Club,  Fort  Worth,  Tex. ;  No.  23,  copy  of  letter 
signed  by  William  O.  Frizell,  chairman  oft  he  (Mvic  Music  I>eague  of  Dayton,  O. ; 
No.  34,  copy  of  telegram  by  F.  C.  Cojipicus.  mn linger  Metroi>olit{m  Musical 
Bureau;  No.  25,  letter  (copy)  from  the  St.  (^e<»ilia  (Mub  of  Grand  Rapids,  Mich.; 
No.  26.  copy  of  telegram  written  by  E.  R.  T^^lerman,  president  of  the  Associa- 
tion of  Presidents  of  Stnte  and  National  Music  Teachers  A.ssoclations. 

Exhibit  (;.  Alms  of  the  Musical  Alliance  of  the  United  States. 

We  have  not  submitted  naturally  all  the  replies  but  merely  give  you  sample 
letters  from  musical  clubs  connected  with  the  best  musieal  activities,  from  the 
mas8  of  replies  received  by  the  Musical  Alliance.  These  have  been  selected 
from  the  different  sections  of  the  country  and  are  unanimous  In  showing  that 
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the  proposed  tax  will  paralyze  musical  activities.  It  should  be  remembered 
these  replies  are  in  many  eases  from  persons  who  are  conducting  musical  activi- 
ties on  a  no-speculative  and  unprofitable  basis,  as  was  shown  in  the  hearing 
accorded  the  petitioner  before  your  committee. 

Exhibit  A. 
• 

The  Ways  vnal  Means  Committee  of  the  House  of  Representatives,  which  is 
revising  the  war  tax  schedule,  has  agreed  on  a  20  per  cent  tax  on  admission  to 
all  amusements,  which  included  opera  and  concerts.  This  includes  also  all  musi- 
cal performances  which  have  hitherto  been  looked  upon  as  educational.  Accord- 
ing to  the  judgment  of  many  concert  managers,  this  tax  is  prohibitive  and  will 
mean,  not  only  the  contraction  of  musical  schedules  throughout  the  country, 
but  in  many  cases,  the  total  elimination  of  such  concerts. 

The  Musical  Alliance  of  the  United  States  stands  squarely  behind  the  Govern- 
ment in  its  plan  to  win  the  war  by  the  quickest  possible  method. 

We  do  not  believe,  however,  that  the  20  per  cent  tax,  recommended  by  the 
Treasury  and  now  accepted  by  the  Ways  and  Means  Ck)mmittee,  will  serve  the 
purpose  for  which  it  was  devised.  It  will  so  reduce  the  musical  activities  of  the 
Nation  that  the  proceeds  from  the  tax  will  be  considerably  less  than  they  are 
under  the  prevailing  schedule. 

At  a  time  when  the  musical  forces  of  the  country  are  being  marshalled  to 
arose  patriotic  interest,  for  the  sale  of  Liberty  bonds,  for  the  raising  of  funcls 
for  the  Red  Cross,  to  stimulate  recruiting,  for  the  sale  of  war  saving  stamps 
and  principally  for  the  establishing  of  a  morale  and  relaxation  of  the  minds  of 
the  people  from  the  strain  of  the  war,  we  believe  that  this  tax  will  be  a  body 
blow. 

We  believe  that  it  has  been  accepted  by  the  legislators  without  due  consid- 
eration of  its  actual  significance. 

.  There  is  only  one  way  to  accomplish  a  revision  of  this  tax  measure  and  that 
is  by  a  concerted  effort  to  impress  the  legislators  at  Washington  that  the  wlude 
musical  interests  of  the  United  States  are  united  in  protesting  against  It  on 
the  ground  that  the  elimination  of  music  would  have  a  bad  effect  upon  the 
morale  of  the  Nation  as  a  whole. 

This  means  the  preservation  of  our  musical  life.  It  can  be  viewed  In  no  other 
light. 


Exhibit  B. 
B  1. 


New  York,  AuguMt  7,  J91fi. 


Musical  Allianck  of  the  Umted  States. 

501  Fifth  Avenue y  New  York. 

Gentlemen  :  I  inclo.«!e  you  herewith  copies  of  my  letters  to  Senator  Calder 
and  Congressman  Carew,  in  regard  to  the  proposed  increase  tax  on  admissions. 

Cordially,  yours, 

liOUDON  Charlton. 


August  7,  1918. 
Hon.  John  F.  Cabew, 

House  of  Reprene9Uatii'i\s, 

Washington,  J).  C. 

Dear  Sir  :  In  regard  to  the  proiM>8ed  aduilHsion  tax  of  20  iier  cent,  which  will 
apply  to  concerts  us  well  as  theatrical  performances,  moving  pictures,  etc.,  I 
wish  to  emphasize  the  fact  that  at  least  70  [)er  cent  of  all  the  concert  business 
(lone  in  the  ITnited  States  is  on  an  "  Art  for  Art  Sake  "  basis,  and  not  more  than 
30  por  cent  of  the  total  is  sjieculatlve  in  character  or  for  the  purpose  of  making 
pr<»tit.  A  great  mass  of  this  business  is  conducted  by  educational  instltutloas, 
wliose  only  object  is  to  jrlvo  their  student  bodies  the  advantage  of  hearing  the 
greatest  exponents  of  the  liest  music.  These  educational  Institutions  are 
already  hit  hard  by  various  war  exigencies  and  the  doubling  of  the  admission 
tax  will  put  this  class  of  business  out  of  commission. 

Women's  musical  clubs  throughout  the  United  States  conduct  at  least  50  per 
cent  of  the  total  concert  business  of  the  country,  all  of  which  Is  on  a  nonprofit 
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te«is.  These  clubs  are  very  timid  in  their  operations  and  doubling  the  admis- 
sion tax  will  likely  put  most  of  them  out  of  business  for  the  duration  of  the 
war. 

An  enormous  revenue  has  been  realized  from  concert  goers  on  the  10  per  cent 
tax,  but  I  am  ix>sltlve  that  the  imposition  of  any  tax  higher  than  10  per  cent 
will  result  in  killing  the  goose  that  lays  the  golden  taxes,  and,  therefore,  I  am 
convinceil  that  an  admission  tax  greater  than  10  per  cent  will  unquestionably 
reduce  the  national  revenue  from  this  class  of  business  instead  of  increasing 
it,  not  only  as  regards  concerts,  but  as  regards  the  theatrical  business  also. 
Because  of  Its  cheapness,  the  tax  on  moving-picture  admissions  might  stand 
an  increase  without  Jeopardizing  revenue.  But  the  present  tax  on  concert  and 
theatrical  tickets  is  all  the  traffic  will  bear,  and  any  increase  will  only  defeat 
the  purpose  of  such  increase. 
Yours,  very  truly, 


August  7,  1918. 
Hon.  W.  C.  Oauieb, 

United  States  Senator,  Washington,  7).  C. 

Deab  Sib:  In  regard  to  the  pmiwsed  admission  tax  of  20  per  cent,  which  will 
apply  to  concerts  as  well  as  theatrical  performances,  moving  pictures,  etc.,  I 
i^sh  to  emphasize  the  fact  that  at  least  70  per  cent  of  all  the  concert  busi- 
ness done  in  the  United  States  is  on  an  '*art  for  art  sake"  basis,  and  not  more 
than  30  per  cent  of  the  total  is  speculative  in  character  or  for  the  purpose  of 
lading  profit.  A  great  mass  of  this  business  is  conducted  by  educational 
tawtttutioDS,  whose  only  object  is  to  give  their  student  bodies  the  advantage  Of 
hearing  the  greatest  exponents  of  the  best  music.  These  educational  institu- 
tions are  already  hit  hard  by  various  war  exigencies  and  the  doubling  of  the 
admission  tax  -will  put  this  class  of  business  out  of  commission. 

Women's  musical  clubs  throughout  the  United  States  conduct  at  least  50  per 
cent  of  the  total  concert  business  of  the  country,  all  of  which  is  on  a  non- 
profit basis.  These  clubs  are  very  timid  in  their  operations  and  doubling  the 
admission  tax  will  likely  put  most  of  them  out  of  business  for  the  duration  of 
the  war. 

An  enormoQS  rev^tiue  has  been  realized  from  concert-goers  on  the  10  per  cent 
tax,  but  I  am  positive  that  the  imposition  of  any  tax  higher  than  10  per  cent 
will  resnlt  in  killing  the  goose  that  lays  the  golden  taxes  and,  therefore,  I 
nin  convinced  that  an  admission  tax  greater  than  10  per  cent  will  unquestion- 
ably reduce  the  national  revenue  from  this  class  of  business  instead  of  increas- 
ing it,  not  only  as  regards  concerts,  but  as  regards  the  theatrical  business  also. 
Because  of  its  cheapness,  the  tax  on  moving  picture  admissions  might  stand 
an  increase  without  jeopardizing  revenue.  But  the  present  tax  on  concert  and 
theatrical  tickets  is  all  the  traffic  will  bear,  and  any  Increase  will  only  defeat 
the  purpose  of  sndi  increase. 

Tours,  very  truly,  . 

B  2. 

[From  Mnsical  America,  Aug.  17,  1918.] 

WILL   raODUCB   SMALLER  BEVSmTE  THAN    A   10   PER   CENT   TAX,    SATS    MB.    ZIEOLEB, 

OF  METBOPOLITAN. 

The  Metropolitan  Opera  Ck>.  has  been  watching  the  tax  situation  with 
kMD  lBt«re8t  Bdward  Zlegler,  representing  the  business  interests  of  the  corn- 
puny,  toid  a  representative  of  Musical  America  on  Monday  that  as  yet  the  eom- 
INiny  was  not  prepared  to  make  an  official  statement  with  regard  to  its  method 
of  pirocedure  in  convincing  the  congressional  committees  that  the  20  per  oent 
tax  would  be  inadvisable,  "Yon  may  say  for  me,*'  declared  Mr.  Ziegler,  **that 
1  honestly  believe  that  the  Government  will  collect  less  money  on  a  20  per 
cent  tax  than  it  does  to-day  on  the  10  per  cent  tax." 


B  3. 

August  8,  1918. 
Trs  Musical  Alliance  of  the  UNrnm  States, 

501  Fifth  Avetiue,  Ne%o  York  City, 

Gxntlemsn:  Ton  will  find  herein  inclosed  copies  of  the  letter  to  Senator 
Sherman   and   telegram  to  Congressman   Wilson.     We  earnestly   trust  this 
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movement  on  your  part  may  have  the  desired  end,  for  we  certainly  do  not  want 
to  discontinue  our  work,  whicit  we  will  be  forced  to  do  if  this  law  goes  tbroncli. 
Very  truly,  yours, 

Mattdr  N.'  Rka. 


Chicago,  Ilt^,  August  S,  191S. 
Hon  W.  W.  Wilson, 

Congreasfnan,  ^Vas/lington,  I).  C: 

As  an  educational  body  we  most  earnestly  protest  against  the  20  per  cent 
concert  tax.  We  make  no  money  even  In  favorable  seasons,  existing  only  to 
advance  musical  standards.  Such  excessive  tax  will  kill  this  oldest  musical 
organization  of  Chi  en  go,  add  no  revenue,  and  cause  serious  setback  to  music 
generally. 

The  Apollo  Musical  Cluii. 


The  Apolfx^  Mitsical  Club  of  Chicago, 

August  8,  1918. 
Senator  Law»e>'ce  Y.  Shebman, 

Waahingtwi,  D.  C. 

Sib  :  You  will  find  inclosed  a  copy  of  telegram  we  have  just  sent  to  Congress* 
man  W.  W.  Wilson,  and  we  ask  that  you  give  this  matter  your  personal  con* 
sideration. 

As  a  musical  organization  we  have  existed  for  forty-seven  years,  and  have 
become  one  of  the  important  factors  of  Chicago's  musical  life,  but  this  tax  will 
be  our  deathblow.  The  war  will  not  always  last,  and  it  is  worse  than  folly  to 
pass  laws  that  will  destroy  our  home  institutions. 

Our   regular   season   carried    through   would   pay   something   toward    war 
revenues.    If  the  law  passes  we  give  no  concerts,  and  what  is  gained? 
Very  truly,  yours, 

Maudk  N.  Rka, 
Business  Mawiger. 

August   0,   1918. 

The  20  per  cent  Mmusemeut  tax  will  seriously  affect  the  musicar  situation 
in  this  country.  We  are  endeavoring  to  present  music  as  the  best  relaxation 
from  the  strain  of  war  and  believe  the  nation  must  have  music.  This  increased 
tax  will  make  it  prohibitive  for  majority.  Plea.se  endeavor  to  have  an  excep- 
tion made  In  tax  for  music. 

Pittsburgh  Obchebtba  Association, 
May  Bbegle,  Manager, 


M.  Stein ert  &  Sons  Co., 

August  5,  1918. 
The  Musical  Alliance  of  the  United  States, 

501  Fifth  Avenue,  New  York  City. 

Gentlemen  :  E2nclosed  please  find  copy  of  a  letter  which  I  sent  to  both  Senatoi 
Peter  F.  Gerry  and  Congressman  George  P.  O'Shaumiessey  of  Rhode  Island  in 
regard  to  the  proposed  20  per  cent  tax  on  amusements. 
Yours,  truly, 

Alrkrt  M.  Steinert. 

August  6,  1918. 
Hon.  Peter  G.  Gerry. 

Senator  from  Rhode  Islatid,  Washington,  D.  C. 

Dear  Senator:  As  manager,  financial  agent,  and  sponsor  for  the  Steinert 
series  of  <?oncerta  which  are  to  lie  given  In  New  England  cities  next  season,  I 
firmly  believe  that  a  mistake  would  be  made  in  raising  the  tax  on  amusements 
from  10  to  20  per  cent.  I  realize  that  every  effort  must  be  made  by  the  Govern- 
ment and  every  citizen  In  order  to  raise  money  so  that  the  ITnlted  States  will  suc- 
cessfully win  the  war  at  as  early  a  date  as  possible,  and  I  am  willing  to  make 
every  sacrifice  and  conform  with  every  regulation  and  rule  which  is  laid  down 
to  me  by  the  Government.  With  an  increased  rate  of  taxation  there  is  no  ques- 
tion but  what  numbers  of  people  would  not  go  to  amusements,  and  a  gi^eater 
revenue  will  l)e  <lerlvcHl  by  leaving  the  tax  as  It  is.  as  the  number  who  patronize 
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amuKenieots  on  the  10  per  cent  would  more  than  oKset  whnt  would  l>e  lost  on  tlie 
150  per  cent  basis ;  looal  managers  could  not  afford  to  employ  high-priced  artiste 
with  this  anticipated  increased  rate  of  taxation,  us  they  would  not  be  patronized 
by  the  public,  consequently  the  artist's  Income  would  be  materially  less  and  the 
fJovernnient  would  suffer  proportionately  on  their  income  tax. 

There  are  a  number  of  ar.i;uments  which  could  be  presented  to  Illustrate  the 
mistake  that  will  be  made  by  raising  the  rate  of  tax  10  per  cent  higher  than 
what  it  is  at  the  present  time,  and  I  hope  that  you  will  give  this  matter  your 
earnest  consideration. 

Yours,  very  truly. 

AuiKBT  M.   Stein  ERT. 


copy    OF    LBTTfiat    SKNT    TO    (X)NGKESSMAN    W.VLTER    W.    MA6KR    AND    BENATOS    J.    M. 

WAD8W0BTH. 

I  understand  that  the  Ways  and  Means  Committee  of  the  House  of  Repre- 
sentatives in  revising  tlie  war  tax  schedule  has  agreed  upon  a  20  per  cent  tax 
on  admission  to  all  amusements,  which  Include  concerts  and  musical  entertain- 
ments which  have  hitherto  been  considered  educational.  In  my  judgment  this 
tax  will  prove  to  be  prohibitive  and  in  most  t-ases  will  mean  the  total  elimina- 
ftion  of  such  concerts. 

The  singers  and  musicians  of  the  United  States  (with  few  exceptions)  have 
stood  and  will  stand  firmly  behind  the  Government  in  its  plans  to  bring  the  war 
to  as  speedy  an  end  as  possible,  but  most  of  us  believe  that  this  20  per  cent  tax 
will  so  reduce  the  musical  activities  of  the  Nation  that  the  pro<'eeds  from  the 
tax  will  be  less  than  Mioy  are  under  the  present  schedule.  The  musicians  of 
the  country  have  bet»n  callel  upon,  and  have  gladly  and  loyally  given  their  time 
and  talenta  to  arouse  patriotic  interest,  to  help  the  sale  of  Liberty  bonds,  to 
Emulate  recruiting,  and  especially  to  assist  in  establishing  a  morale  in  the 
minds  of  the  people,  and  relaxation  from  the  strain  of  war,  and  I  l)elieve  that 
to  them  this  tax  will  be  a  knwk-out  blow. 

I  also  believe  that  It  has  been  acc-opted  by  the  legislators  without  due  con- 
sideration of  its  actual  si  gnl  Ilea  nee. 

You  might  as  well  eliminate  religion  as  music,  and  if  this  tux  goes  through 
it  will  certainly  mean  just  that  thing,  and  I  shudder  to  think  tif  the  effect  it 
would  have  upon  the  morale  of  the  Nation  as  a  whole. 

Trusting  that  you  will  do  your  utmost  to  have  this  tax  considerably  modified, 
I  remain. 

Very  truly,  yours,  Tom  Ward, 

Con(tifctor  of  Central  Xcw  Ytprk  Muftir  Fcatii'^l  Associ^timi. 


Kansas  Oity,  Mo..  August  H,  WIS, 
The  Musical  Alliance, 

Neto  York  City,  N.  Y. 
Gentlemen:  Many  thanks  for  your  circular  letter  which  I  found  on  my  desk 
upon  returning  to  office  tills  mornluK.  The  inclose<l  copy  of  a  telegram  which  I 
have  sent  to  both  our  Congressman  and  Senator  will  answer.  I  sincerely  hope 
that  the  alliance  will  be  successful  In  their  imdertnking.  If  T  can  be  of  any 
service  to  you.  Just  say  the  word. 

Sincerely,  yours.  Fritschy  Conckiit  Direction  Co., 

l\y  W.  A.  Fbitschy. 


AroT-ST  8,  1918. 

Hon,  Wm.  Borland, 

Congrcfisman^  Wutthinffton,  I).  C: 
Music  is  the  principal  factor  In  establishing  the  morale  and  relaxation  of 
minds  of  the  people.  We  fear  that  the  20  per  cent  tax  on  concerts  will  mean  the 
conlTHction  of  musical  activities  and  in  nuiny  instances  total  elimination  of 
concerts.  We  are  also  convinced  that  the  returns  from  20  per  cent  tax  will  be 
far  le»  than  from  tixe  10  per  cent  tax,  as  for  the  majority  of  people  It  will  be 
prohibitive.  Although  loyal  to  the  Government,  we  ear  u-stly  hope  you  will 
see  this  in  the  true  light  and  not  curtail  the  musical  activities  of  our  country 
by  placing  a  20  per  rent  tax  on  concerts. 
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Lansing,  Mich.,  Auff.  €,  191fi, 
The  Musicai.  Aluance, 

501  Fifth  Avenue,  New  York.: 

Am  sending  copy  of  telegram  sent  to  local  Ck>ngressman  and  United  States 
Senator.  "  Increased  tax  on  concerts  should  be  opposed  by  you.  Music  pub- 
lic necessity  In  war  time.  In  behalf  of  *  Matinee  Musical*  of  Lansing  this 
objection  is  made.** 

Kate  Mabvin  Kedgie. 

Mrs.  F.  S.  Kedoie. 


Mhxikin  CJonsebvatby  of  Music, 

Decatur,  IlL,  August  7,  iP/8. 

The  Musical  Alliance  of  the  United  States, 

oOl  Fifth  Avenue,  New  York  City, 

Gentlemen  :  I  am  in  hearty  accord  with  the  proposal  as  expressed  in  your 
communication  of  recent  receipt  to  the  end  that  the  musical  interests  of  tho 
United  States  stand  squarely  against  the  enactment  into  a  law  of  the  proposed 
tax  on  concert  admissions. 

Accordingly  I  have  instructed  the  secretary  of  the  conservatory  to  wire  l)oth  • 
the  Senator  and  the  Congressman  representing  our  district,  requesting  their 
aid  in  the  defeat  of  this  feature  of  proposed  war- tax  measure  recently  agreed 
upon  by  the  Ways  and  Means  Ck)mmittee  of  the  National  House  of  Representa- 
tive&    A  copy  of  the  telegram  is  herein  inclosed. 

Thanking  you  for  the  courtesy  of  your  suggestion.  I  remain,  as  ever, 
Cordially,  yours, 

Max  v.  L.  Swarthout. 


Millikln  Conbervatory  at  Decatur  has  been  providing  a  series  of  high-grade 
artist  recitals  each  year  for  the  past  four  years,  intended  wholly  to  promote 
general  musical  appreciation  and  to  provide  wholesome  recreation  for  the 
music  lovers  of  the  city  and  community.  Elspecially  now  do  we  feel  that  such 
enterprises  as  these  should  be  encouraged  because  of  their  direct  and  helpful 
influence  on  the  morale  of  the  people  at  home.  No  funds  have  been  available 
for  these  concerts  other  than  those  provided  by  a  limited  subscription  ticket 
sale  and  by  single  admission.^.  The  proposed  tax  of  20  per  cent  on  sudi 
admissions  as  agreed  upon  recently  by  the  Ways  and  Meails  (Committee  of  the 
National  House  will  in  my  opinion  mean  the  giving  up  of  the  Millikln  series 
after  the  next  season  already  contracted  for.  Will  you  not  therefore  use  yoar 
good  influence  to  eliminate  the  proposed  tax  that  such  worthwhile  entertain- 
ment may  live  in  Decatnr? 

Max  L.  SWABTHOtTT, 

Director  of  MUUkin  Conservatory  of  Music^  Decaiur,IU. 


B.10. 


The  mnsicul  interests  of  St.  Louis  learn  with  regret  that  the  Ways  and 
Means  Oommittee  of  the  House  of  Representatlvee,  which  Is  revising  the  war 
tax  schedule,  has  agreed  upon  a  20  per  cent  tax  on  admissions  to  all  amuse- 
ments, Including  opera  and  concerts. 

All  loyal  Americans  believe  that  the  one  big  thing  of  to-day  Is  to  win  the  war. 

Music  Is  a  factor  to  this  end.  Music  has  played  an  Important  part  In  sns- 
talning  the  morale  of  the  Army  and  of  the  people  at  home,  in  arousing  patriotic 
Interest  In  every  form  of  recruiting.  In  aiding  In  the  sale  of  Liberty  bonds  and 
In  raising  a  fund  for  the  Red  Cross. 

Therefore,  would  it  not  be  disastrous  to  assess  a  20  per  cent  tax  os  oraslc, 
classing  music  among  the  nonessentials.  Such  action  would  reduce  the  moslesl 
activities  of  the  Nation  and  the  prm^eeds  from  the  proposed  tax  wlD  be  con- 
siderably less  than  they  are  under  the  prevailing  schedule. 
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May  we  ask  your  serious  consideration  of  the  matter  and  action  in  accord 
wltli  the  best  interests  of  our  beloved  country. 

C,  W.  Hughes,  Apollo  Club. 

Fredixick  Fischer,  Pageant  Choral. 

John  H.  Gundlach,  Faineant  Choral. 

(^HAS.  G.  Mulligan,  Knights  of  Columbus  Choral  Club. 

Arthur  J.  Gaines,  Manager  St.  Louis  Symphony  Orchestra. 

Elizabeth  Cxjeny,  Concert  Manager. 

St.  Louis,  Mo.»  August  10,  1918. 

The  St.  Louis  musicians  sent  tliis  letter  to  Secretary  Paul  V.  Bunn, 
of  the  Chamber  of  Commerce : 

E^BAB  Mr.  Buxn  :  The  musical  Interests  of  St.  T^ouis  have  learned  with 
nraeh  regret  that  the  Ways  and  Means  Committee  of  the  House' of  Representa- 
tives has  agreed  upon  a  20  per  cent  tax  on  admissions  to  all  amusements,  a 
tax  which  includes  operas  and  concerts. 

The  Division  of  Musicians,  Artist«i,  and  Allied  Arts  of  the  Chamber  of 
Commerce,  through  their  committee,  requests  the  board  of  directors  to  use 
tbeir  Influence  with  the  proper  authorities  to  have  this  tax  kept  on  the  10  per 
cent  basis  which  has  hitherto  been  in  effect. 

We  feel  that  on  a  20  per  cent  basis  the  musical  activities  of  the  Nation  will  be 
ao  reduced  that  the  proceeds  from  the  tax  will  be  considerably  less  than  they  are 
under  the  prevailing  schedule,  many  of  the  most  helpful  musical  organizations 
will  be  forced  to  suspend,  a  large  number  of  people  who  have  spent  years  of 
study  at  their  profession  be  thrown  out  of  labor,  and  the  entire  country  lose 
the  stimulating  and  refreshing  tonic  of  wholesome  recreation. 
Tours,  very  truly, 

Chauiman  Division  of  Musicians,  Artists,  anl  Allied  Abts. 

St.  Louis,  Mo.,  August  6,  1918. 

Bll. 

The  Musical  Alliance  of  the  United  States : 

Below  is  a  c<^y  of  letter  sent  to  the  Senator  and  Bepresentative 
from  this  district. 

Geobob  W.  Andrews. 

In  view  of  the  reported  plan  to  place  a  20  per  cent  tax  upon  public  amuse- 
mentSy  including  operas  and  concerts,  and  also  including  concerts  given  for 
educational  purposes,  may  I  respectfully  call  your  attention  to  the  facts  below? 

Tlie  Oberlln  Musical  union  is  the  choral  organization  of  Oberlin  College, 
Oooservatory,  and  community.  It  has  been  active  in  the  musical  life  of 
Oberlin  since  1860.  It  has  no  endowment,  it  has  sometimes  had  a  surplus,  and 
this  has  always  been  used  for  matters  of  public  need ;  at  present  it  has  a  debt 
of  91,200  or  more;  it  has  been  almost  upon  the  point  of  giving  up  its  worls, 
and  would  do  so  except  that  it  now  seems  possible  to  find  guarantors  to  enable 
OS  to  meet  our  expenses  for  the  present. 

If  the  proposed  tax  is  imposed  it  will  mean,  so  far  as  we  can  see,  the  abso- 
lute giving  up  of  our  educational  contribution  to  Oberlin,  so  long  continued. 

We  are  in  the  war  heart  and  soul,  but  It  seems  right  that  you  should  know 
these  fticts. 

Obeblin  Consbbvatobt  or  Music. 
Oberlin  Musical  Union. 

Obcslin,  Ohio,  August  8,  1918, 

B  12. 

Twenty  per  cent  tax  on  educational  musical  performances  is  a  body  blow 
to  the  greatest  means  of  maintaining  morale  and  promoting  patriotism.  Not 
only  prohibits  musical  activities,  thus  reducing  revenue  and  defeating  purpose 
of  tax,  but  also  eliminates  potent  factor  for  winning  war.  Serious  situation 
demands  careful  consideration.    The  North  Dakota  University  Male  Chorus, 
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Women's  Chorus,  Philhurmonlc  Orchestra,  Oratorio  and  Opera  Society,  band, 
Norton  Chautauqua  Orchestra  protest  nj?alnst  crippling  our  war  service. 

Wm.  W.  Norton, 
Director  o/  Mn9ii\  University  of  North  Dakota. 


B  1,^ 


To  the  Musical  Alliance  of  the  United  States: 

We  wish  to  acknowledge  with  sincere  thanks  the  receipt  of  your  coiuuittnl- 
cation  in  connection  with  the  proposed  20  per  cent  tax  on  all  amusements^ 
which  include  opera  and  concerts,  as  agreed  upon  by  the  Ways  and  Means 
Committee  of  the  House  of  Ilepresentatlves  at  Washington,  D.  G. 

We  inclose  herewith  a  carbon  copy  of  one  of  the  letters  we  have  written  to 
our  Senator. 

This  will  show  to  you  the  attitude  we  are  taking  In  the  matter  and  we  will 
endeavor  to  enlist  all  the  aid  we  can  bring  to  bear  in  order  to  secure  legisla- 
tion that  will  free  musical  organizations  from  an  unjust  taxation  and  at  the 
same  time  without  opposition  to  any  measure  that  should  fairly  be  taxed  to 
render  a  revenue  to  the  (xovernment  to  help  win  the  war. 

We  will  be  pleased  to  receive  from  you  at  all  times  any  information  upon 
such  subjects  as  the  above  and  will  gladly  render  such  a.s8lstance  uh.  we  can 
to  further  the  best  interests  of  your  alliance. 
Very  respectfully,  yours, 

Thk  Appolo  Club  of  Minnkafolis. 
(5eo.  Ti.  LaVayea, 

Chairman  of  Concert  Committer. 

MiNNEAPoiJs,  August  15,  1918. 


B  14. 


No  class  of  Americans  are  more  loya]  than  the  musicians  and  none  give  more 
freely  of  their  money  and  their  services.  They  respond  to  every  call  for  help 
from  every  department  of  war  activities  and  these  calls  are  almost  continuous, 
for  the  heads  of  departments  have  learned  that  it  Is  impossible  to  "put  over" 
anything  in  the  way  of  effort  without  music,  which  Is  not  only  an  attraction  in 
itself,  but  which  serves  as  a  dynamo  to  create  enthusiasm.  Every  part  of 
our  country  is  crying  for  more  music,  rather  than  less,  and  the  ppoposed  tax 
will  cripple  the  interests  of  musical  activities  until  it  will  lessen  our  uaefulneflB 
to  our  Government  in  the  time  of  its  greatest  need. 

We  ask  for  your  thoughtful  consideration  of  these  things  and  for  your  inter- 
vention in  favor  of  exempting  musical  activities  from  further  taxation,  which 
in  many  instances  would  be  prohibitive. 

Mrs.  Norton  Jamison, 
President  Los  Angeles  Afusic  Teachers  Associ^xtion. 

Ix)S  Anokles.  August  15,  191S. 


B  15. 

AN  OPEN  lATlEB  TO  THE  MEM1IRRS  OF  THE  WAYS  AND  MEANS  COMMrTrEE,  THE 
MEMBERS  OF  THE  HOUSE  OF  REPRESENTATIVES,  THE  SENATE  COMMITTEE  ON 
FINANCES,  AND  THE  UNITED   STATES   SENATE. 

Gentlemen:  Our  war  is  costing  us  $50,000,000  of  dollars  each  day.  A?e 
know  that  these  funds  must  be  raised  largely  by  taxation,  by  exacting  payments 
from  the  very  processes  of  our  daily  life — that  so  great  a  sum  of  money  can 
not  be  accumulated  in  the  National  Treasury  unless  you.  In  the  fulfillment  of 
your  duties,  exert  the  maxiuumi  |)ower  with  which  you  have  been  vested  to 
make  every  phase  of  our  activities  pay  a  proportionate  part  to  the  prosecution 
of  a  war  which  we  want  to  see  won  securely  if  it  finjilly  requires  the  last  drop 
of  blood  in  the  land. 

As  one  of  the  many  means  of  raising  this  tremendous  junonnt  of  money  you  are 
now  considering  the  proposal  to  place  a  20  per  cent  tax  on  every  ticket  to  a 
muflicnl  performance,  concert  or  operatic.     Your  purpose  in  doing  this  is  to 
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r^ise  money.    It  is  purely  a  revenue  'tax  and  implies  no  desire  on  the  part  of 
the  Government  to  discourage  attendance  at  such  performances. 

In  the  case  of  the  recent  railroad  mandate,  which  greatly  increased  the 
rates  of  transportation,  it  was  understood  that  the  purpose  was  twofold;  to 
raise  money  and  to  discourage  travel  that  is  not  absolutely  necessary. 

May  we  be  permitted  to  analyze  the  situation,  to  determine  whether  or  not 
this  20  per  cent  tax  will  serve  the  purpose  which  your  committee  has  in  mind, 
namely,  to  increase  the  governmental  funds  with  which  to  prosecute  the  war? 

Have  you  made  an  investigation  to  determine  the  conditions  that  aifect 
the  concert-giving  business  in  the  United  States?  Do  you  know  that  the  20 
per  cent  toll  you  purpose  placing  on  each  concert  ticket  will  cause  a  very  large 
number  of  concert  courses  throughout  the  United  States  to  be  eliminatf^, 
and  that  a  still  larger  number  will  be  so  curtailed  that  the  total  income  from 
the  tax  will  be  much  smaller  than  that  collected  during  the  last  season  on  a 
ten  per  cent  basis? 

This  conclusion  is  not  reached  haphazardly.  It  is  based  on  an  investigation 
made  Musical  America.  The  facts  will  be  found  in  the  statements  of 
musical  managers  printed  elsewhere  in  this  issue. 

For  Example:  I^t  us  say  that  the  average  monthly  income  in  New  York 
Oity  alone,  on  a  10  per  cent  basis,  from  all  tickets  to  concerts  and  operas, 
is  $100,000.  If  you  decrease  the  attendance  by  50  per  cent  and  double  the 
tax  y(»u  won't  Increase  the  Government's  revenue  and  you  will  deprive  a 
large  section  of  the  public  from  patronizing  a  form  of  diversion  that  has  dis- 
tinctive cultural  and  education  value  and  which  tends  to  relax  strained  nerves 
and  establish  a  healthy,  bouyant  spirit  among  the  people.  Is  It  sensible?  Is 
it  expedient? 

Have  you  made  an  investigation  to  ascertain  how  the  20  per  cent  tax  will 
affect  the  Incomes,  in  fact,  the  very  means  of  livelihood  of  thousands  upon 
thousands  of  musicians  whose  source  of  personal  revenue  lies  exclusively  in 
these  musical  performances  which  you  purpose  taxing  out  of  existence?  Do 
jou  \'row  that  it  wlil  bring  poverty  to  the  lowliest  orchestral  musician,  that 
it  will  bring  distress  to  the  large  arm  of  struggling  young  concert  artists,  that 
it  will  necessarily  be  a  hardship  to  the  large  number  of  music  teachers,  that 
it  will  greatly  curtail  the  Incomes  of  the  more  distinguished  artists? 

Do  you  realize,  gentlemen,  that  by  paralyzing  the  prosperity  of  this  vast 
army  of  workers  you  would  be  taking  the  heart  out  of  one  of  the  most  pa- 
triotic body  of  citizens  that  this  war  has  develoi>ed?  That  they  have  given 
bounteously  of  their  time,  talent  and  money  to  stimulate  the  public  sale  of 
Government  bonds,  of  W.ar  Savings  Stamps,  to  the  raising  of  funds  for  the 
Red  Cross,  for  the  Y.  M.  C.  A.,  the  Knights  of  Columbus,  to  Army  and  Navy 
recruiting  and  every  other  possible  agency  that  contributes  to  the  successful 
waging  of  war? 

Has  it  occurred  to  you  that  our  military  chiefs,  profiting  by  the  experience 
of  other  nations,  have  asked  for  more  music  in  the  Army  and  Navy  because 
they  know  that  the  psychological  elfecrt  of  massed  singing  and  the  playing  of 
bands  makes  for  better,  more  efficient  fighting  forces?  And  do  you  realize  that 
you  can't  encourage  that  musical  output  by  stifling  the  very  means  of  existence 
of  the  musician? 

When  you  tax  a  business  out  of  existence  it  is  self-evident  that  that  business 
will  not  longer  yield  the  funds  which  are  so  necessary  to  support  the  Govern- 
ment's program.  And  the  men  who  have  given  up  their  whole  lives  to  the 
musical  business  are  authority  for  the  stiitement  that  the  20  per  cent  tax  is 
virtually  confiscatory. 

Have  you  considered  the  question  of  the  morale  of  the  people? 

Behind  our  wonderful  army  of  fighters  In  France,  in  Italy,  and  Russia,  there 
must  be  a  nation  of  citizenry,  whose  morale  is  at  the  highest  point.  It  is  the 
knowledge  of  the  existence  of  this  morale  that  places  heart  into  the  heroic 
work  our  boys  are  doing  for  us  at  the  front.  They  go  into  battle  with  tiie 
consciousness  that  back  in  the  States  are  a  hundred  million  earnest,  sym- 
pathetic souls  watching  their  every  advance,  applauding  every  achievement, 
giving  unbegrudgingly  of  everything  that  will  hasten  rtie  end  and  bring  closer 
the  time  when  the  devastators  of  liberty  shall  he  brought  to  their  knees. 

This  morale  of  the  people  is  a  vital  thing.  It  is  developed  and  maintained 
largely  through  public  gatherings.  We  have  all  of  us  felt  the  contagion  of 
spiritual  uplift,  the  stimulus  of  love  for  our  country  and  its  ideals  which  spring 
so  spontaneously  from  these  inspiring  assemblages  of  the  masses.    It  has  been 
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through  this  very  means  that  many  of  us  have  been  constrained  to  our 
maximum  effort  to  help  win  the  war. 

And  in  the  assembling  of  the  people  the  musical  auditoriums  have  been  the 
very  centers.  Is  It  wise,  gentlemen,  to  curtail  that  tendency  of  our  citizenry, 
ti>  foregather  by  plaing  a  prohibitive  tax  on  the  privilege  itself?  Is  it  wise  to 
allow  the  insidious  seed  of  mental  discontent,  of  popular  restlessness,  to  suffer 
cultivation? 

Let*s  have  more  music,  better  music,  music  everywhere.  We  can  sing  our 
way  through  the  discomfiture  of  war  times  quite  as  well  as  our  brave  soldiers 
can  sing  their  way  into  victorious  battle. 

But  we  urge  upon  you  Members  of  Congress  to  reject  any  plan  which  would 
throttle  the  source  of  that  music.  It  won't  raise  more  money.  It  will  merely 
impose  upon  us  an  essentially  unnecessary  burden. 


B  16. 

I  am  told  that  the  Ways  and  Means  Committee  of  the  House  of  Kepresentfl- 
tlves  has  agreed  on  a  20  per  cent  tax  on  admission  to  amusements. 

Being  of  the  opinion  that  this  increase  in  the  ^^^ar  tax  would  reduce  the  gross 
receipts  and  the  Grovernment's  earnings,  I  beg  to  call  your  attention  to  the  good 
work  done  at  the  most  recent  concerts  given  under  my  management  in  San 
Francisco. 

On  May  12  and  19  I  had  concerts  by  Amelita  Galli-Curci  at  the  Exposition 
Auditorium.  From  the  receipts  of  these  concerts  I  paid  the  Government  $3,700 
for  amusement  war  tax,  and  as  Galli-Curci  created  the  greatest  enthusiasm,  we 
seized  the  opportunity  to  make  a  Red  Cross  c*ollection.  Thus,  at  but  one 
concert,  anil  by  proinislng  to  have  Galli-Ciircl  autograpli  all  checks  received,  we 
ran  the  total  up  to  $18,000.    I  believe  that  this  is  a  record  for  a  half  hour's  worlc 

Would  it  be  possible  for  us  to  get  $21,700  at  two  concerts  for  the  Government 
and  the  Red  Cross  if  the  amusement  tax  was  increased  to  20  per  cent?    I  am 
quite  sure  that  it  would  not,  and  sincerely  trust  that  you  will  use  your  influence 
to  see  that  "  well  enough  "  is  let  alone 
Sincerely, 

Fbanx  W.  Healt. 

B17. 

To  the  Musical  Alliance  of  the  United  States  : 

The  following  letter  was  sent  to  the  California  Representatives  at  Washing- 
ton from  the  California  Federation  of  Mnslcal  Clubs: 

*'The  California  Federation  of  Musical  Clubs  is  standing  squarely  back  of 
the  Government  in  every  way  for  a  speedy  winning  of  the  war.  We  sincerely 
believe,  however,  that  the  20  per  cent  tax  on  concerts  will  strike  a  serious  blow, 
particularly  to  the  far  West 

"  Music  can  hardly  be  considered  in  the  category  of  amusements.  It  is  mor« 
of  an  educational  force — Whence,  should  not  be  subjected  to  the  tax  levied  upon 
amusements  which  can  be  clamed  as  nonessentials. 

*'  Undoubtedly  you  are  aware  that  the  musicians  of  the  country  have  been 
importuned  upon  Innumerable  occasions  to  volunteer  their  services  to  stimu- 
late interest  in  all  war  activities  in  which  the  people  at  large  are  prone  to  show- 
little  interest.  Permit  me  to  particularly  call  your  attention  to  the  fact  Uuit 
the  service  these  people  render  is  their  livelihood,  and  as  you  know  they  have 
always  given  freely  and  unselfishly  of  their  talent 

"This  tax  will  also  have  a  tendency  toward  cutting  down  attendance,  even 
at  concerts  of  a  patriotic  nature,  which  tend  to  stimulate  the  national  spirit, 
which  is  akin  to  loyalty.  At  a  time  when  our  Government  and  all  musical 
organizations  are  fostering  these  activities  to  establish  the  morale  and  relaxa- 
tion of  the  people,  we  earnestly  petition  you  to  use  every  effort  to  discourage 
the  enactment  of  such  tax" 
Very  truly,  yours, 

Bessie  Bartlbtt  Fbankel, 
PreHde^t  Calif orrUa  Federation  of  Musical  ClHbs. 

Hollywood,  Cal.,  August  2,  X91S, 
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B  18. 

C0B8ICANA,   Tex.,   August  77,   1918. 

Hon.  John  C.  Pjieund, 

President  Musical  AlUance  of  the  United  States, 

New  York,  K.  Y. 

My  Deax  Mb.  Freund:  In  rt^ply  to  your  call  in  the  lust  issue  of  Musical 
America  a  telegram,  as  per  copy  inclosed,  was  sent  to  Texas  Senators  in 
Washington  and  to  our  Representative,  who  is  a  member  of  Ways  and  Means 
Committee.  Likewise,  letters  followe<l  to  other  Congressmen  from  our  State. 
The  Texas  Federation  of  Music  Clubs  heartily  indorses  this  and  all  other 
great  movements  which  you  are  supporting  in  the  interest  of  music,  and  we 
trust  that  your  future  plans  may  Include  the  opportunity  for  real  cooperation 
with  National  and  State  organizations. 

It  gives  me  great  pleasure  to  inclose  $1  for  an  individual  meml>ership  in  the 
Mnsical  Alliance  of  the  United  States. 
Most  cordially, 

(Miss)    Louise   Pace, 
President  Trxan  Federation  of  Music  Clubs. 


COPY  of  tklkgbam  sent  to  iexas  sknators  and  mkmbkk  of  congress  on  ways 

WAY^S  AND  means  COMMITTEE.  

The  Texas  Federation  of  Music  Clubs,  represent iu.j;  more  than  60  musical 
organizations  and  an  individual  membership  of  more  than  1,000,  pleads  with 
3^ou  to  Intercede  in  behalf  of  music  as  en<lanpere<l  by  the  i)roposed  20  r)er  cent 
tax.     In  this  time  of  .stress  we  need  music  as  never  before. 

(Signed)  Ix)ui8e  Pace. 

President  Texan  Federation  of  Music  (luhs. 


Texas  Federation  of  Misir  C'i.t'bs.  (>w;anizki>  (Vtober,  1015. 

Afniiated  with— 

National  Federation  of  Music  Clubs. — President,  Mrs.  A.  J.  Ochsner,  2106 
Sedgwick  Street,  Chicago,  111.  Southern  district  president,  Mi^.  H.  H.  Foster, 
UtUe  Rock.  Ark. 

Ocneral  Federation  of  Women's  Clubs. — President,  Mrs.  Eugene  Cowles,  lios 
Angeles,  Cal. ;  chairman,  music  department,  Mrs.  William  D.  Steele.  Sedalia,  Mo. 

Texas  Federation  of  Women's  Clubs. — I»n*sldent.  Mrs.  C.  W.  Connory  1530 
Cooper  Strwt,  Fort  Worth,  Tex. 

FOREWORD. 

In  View  of  the  fact  that  many  of  the  music  clubs  of  Texas  do  not  clearly 
onderstantl  the  relation  of  the  Texas  Federation  of  Music  Clubs  to  the  Texas 
Federation  of  Women's  Club<>,  a  few  words  of  explanation  seem  expedient. 

The  Federation  of  Music  Clubs  is  a  separate,  distinct  and  self-governing 
organization,  yet  a  department  of  the  Federation  of  Women's  Clubs,  thereby 
representing  music  throughout  the  State  for  that  organization. 

At  the  annual  State  and  district  meetings  of  the  Federation  of  Women's 
Clubs,  musical  programs  are  provided  by  the  Texas  Federation  of  Music  Clubs, 
this  organization  being  entitled  to  representation  at  these  meetings,  one  dele- 
gate for  every  six  clubs,  delegates  being  elected  by  the  executive  boani  of  the 
Music  Federation. 

Active  membership  dues  In  the  Texas  Federation  of  Music  Clubs  includes 
dues  with  the  following  organizations:  Texas  Fetieration  of  Music  Clubs, 
National  Federation  of  Music  Clubs,  Texas  Federation  of  Women's  Clubs, 
music  department  general  Federation  of  Women's  Clubs. 

•  Membership  in  the  State  federation  is  of  mutual  benefit  to  music  clubs,  and 
to  the  organization-  of  which  it  is  a  part,  for  in  unity  only  is  there  strength. 
The  Federation  exists  for  the  purpose  of  promoting  music  in  Texas,  which 
work  must  be  accomplished  through  cooperation. 
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President,  Miss  Louise  Pace,  1003  West  Third  Avenue,  CV^rslcana;  first 
vice  president,  Mrs.  F.  H.  Blankensliip,  3921  Kawlins  Street,  Dallas;  second 
vice  president,  Mrs.  J.  Lee  Penn,  Waxahachie;  recording  secretary,  Mrs. 
T.  H.  Wear,  610  Houston  Street,  Fort  Worth;  corresponding  secretary.  Miss 
Etorothy  Drane,  702  West  Second  Avenue,  Corsicana;  treasurer,  Mrs.  Beatrice 
Elkel,  Kidd  Key  College,  Sherman ;  auditor,  Mrs.  Elbert  Gibson,  4938  Cruteher 
Street,  Dallas. 

BOARD  OF  DIKECT01J8. 

Miss  Louise  Pace,  Corsicana ;  Mrs.  F.  H.  Blankeuship,  Dallas ;  Mrs.  J.  Lee 
Penn,  Waxahachie;  Mrs.  T.  H.  Wear,  Fort  Worth;  Miss  Dorothy  Dranc,  Cor- 
sicana; Mr.s.  Beatrice  Eikel,  Sherman;  Mrs.  Elbert  Gibson.  Dallas;  Mrs.  J.  F. 
Lyons,  Fort  Worth ;  Mrs.  Gae  Russell,  Sulphur  Springs ;  Miss  Ima  Ilogg,  Hous- 
ton; Mrs.  Gentry  Waldo,  Houston;  Mrs.  Eugene  McNutt,  Waco;  Mrs.  .Tames 
Hanibrick,  Tyler;  Mrs.  R.  T.  Sklles,  Dallas;  Mrs.  Henry  Roberts,  Hillsboro; 
Mrs.  W.  C.  Buie,  Marlln;  Miss  Phoebe  Garver,  Taylor;  ]Mrs.  D.  N.  Rice,  Cor- 
sicana; Mrs.  Eli  Hertzberg,  San  Antonio. 

DEPABTMENTS. 

Club  extension:  Chairman.  Mrs.  F.  H.  Blankenship,  Dulhis;  Mrs.  George 
Howard,  Houston;  Mrs.  H.  A.  Spellings,  Jefferson;  Mrs.  F.  W.  Snetzer.  San 
Angelo;  Mrs.  Otis  Truelove,  Araarillo. 

Artist  bureau:  Chairman,  Sirs.  Gentry  Waldo,  Houston;  Mrs.  1.  A.  Jahn. 
Dallas ;  Mrs.  A.  L.  Shuman,  Fort  Worth ;  Mrs.  Eli  Hertzberg,  San  Antonio ;  Mrs. 
Eugene  Haynie,  Austin. 

Community  music:  Chairman,  Mrs.  Eugene  McNutt,  Waco;  Mrs.  W.  L. 
Jones,  Paris;  Mrs.  M.  Folaom,  Wynne,  Dallas;  Mrs.  Rosser  Thomas,  Bonhara; 
Mrs.  T.  H.  Cheatham,  Waxahachie. 

Course  of  study  and  program  exchange:  Chairman.  Mrs.  .Tames  Hambrick, 
Tyler;  Mrs.  E.  P.  McConnell,  Dallas;  Mrs.  O.  L.  Lilienstern,  Mount  Pleasant; 
Mrs.  Arthur  Saft,  Austin ;  Mrs.  A.  L.  Manchester,  Georgetown. 

Library  extension :  Chairman,  Mrs.  R.  T.  Skiles,  Dallas ;  Mrs.  Edna  Saun- 
ders, Houston ;  Miss  Jeannette  Gunst,  Corpus  Christl ;  Mrs.  Katherlne  Peeples, 
San  Marcos;  Mrs.  K  N.  Davidson,  Jacksboro. 

Public  school  music:  Chairman,  Mrs.  Henry  Roberts,  Waxahachie;  Mrs.  N. 
V.  Turner,  Marshall;  Miss  Elfleda  Littlejohn,  Galveston;  Mrs.  A.  L.  WilUams, 
Sulphur  Springs;  Mr&  D.  E.  Sanders,  Wichita  Falls. 

Scholarship :  Chairman,  Mrs.  W.  C.  Buie,  Marl  in ;  Mrs.  Joseph  Morris, 
Groesbeck;  Mrs.  T.  S.  Ix)vette,  Belton;  Mrs.  J.  H.  Griffiths,  Taylor;  Miss 
Blanche  Foley,  Houston. 

Contest:  Chairman,  Miss  Phoebe  Garver,  Taylor;  Mr.  F.  Llebke,  Bmwn- 
wood;  Mra.  Wade  Walker,  Wichita  Falls;  Mrs.  J.  Allen  Kyle,  Houston;  Miss 
Aetna  Smith,  Cameron. 

Publicity:  Chairman,  Mrs.  D.  N.  Bice,  Corsicana;  Mrs.  Willie  Hutcheson, 
Houston;  Mrs.  Clara  Madison,  San  Antonio;  Mrs.  Earle  Behrends,  Dallas; 
Miss  Velma  Tlsdale,  Georgetown. 

Program:  Chairman,  Mrs.  Huberta  Nunn,  Houston;  Miss  Beulah  Duncan, 
Waco;  Mrs.  A.  D.  Bush,  Longvlew;  Miss  Constance  Weldon,  Sherman;  Miss 
Edith  R.  Salyer,  Navasota. 

SPECIAL   COMMITTEES. 

State  symphony  orchestra:  Chairman,  Mrs.  P^li  Hertzberg,  San  Antonio; 
Mrs.  E.  B.  Parker,  Houston;  Mr.  Carl  Venth,  Fort  Worth;  Mrs.  Alex  Coke, 
Dallas ;  Mr.  David  Holguln,  El  Paso ;  Mr.  .T.  S.  Cullinan,  Houston ;  Mr.  Louis 
Lipsltz,  Dallas. 

State  festival  chorus:  Chairman,  Mrs.  R.  L.  Cox,  Houston;  Mrs.  Rosser 
Thomas,  Bonham;  iSIrs.  W.  L.  Jones,  Paris;  Miss  Elizabeth  Crawford,  Dallas; 
Mrs.  Harvey  D.  Morris,  Port  Arthur ;  Mr.  J.  Emory  Shaw,  Paris :  Mr.  Julius  A. 
Jahn,  Dallas;  Mr.  Hu  T.  Huffmaster,  Houston. 

PROGRAM    COMMITTEE. 

IHstnct  mrctinf/s. — Texas  Fecleration  of  Women's  Clubs:  Miss  Northera 
Barton,  Denton:  Miss  Mamie  Stowers,  West;  Mrs.  Leon  Gross,  Fort  Worth; 
Mrs.  M.  K.  Jackson,  Colorado:  Mrs.  Jesse  T.  Cope,  Karnes  City;  Mrs.  A.  L. 
Wilfong,  Winsboro. 
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Army  music — Texas  cantonmentB:  Chairman,  Mrs.  Bugene  McNutt,  Waco; 
Mrs.  M.  Falsom  Wymie,  Dallas ;  Mrs.  T.  H.  Cheatham.  Waxahachie ;  Mrs.  John 
H«  Grant,  Houston;  Miss  Alice  K.  Holmnn,  Ban  Antonio;  Miss  Helen  I^ssiter, 
Fort  Worth. 

State  eleemosynary  institutions. — Chairman,  Mrs  Carolyn  Carpenter,  Fort 
Worth:  Mrsk  Wilbur  Gibbs,  Huntsville;  Mrs.  Charles  Sanders,  Austin;  Mrs. 
W.  A.  Ransom,  Corsicana ;  Mrs.  Roy  Wilkerson,  Hlllsboro. 

(!LUB    DIKECtOSY. 

Alpine. — ^Alpine  Music  Club:  President,  Mrs.  T.  B.  Glllett;  corresponding 
secretary,  Mrs.  John  Gentry. 

Ainarlllo. — Philharmonic  Club:  President,  Mrs.  Prank  M.  Rlbum;  corre- 
sponding secretary,  Mrs.  W.  H.  Flamm. 

Austin. — Mutiuee  Music  Club:  Presitlent,  Mrs.  Eugene  Haynle,  2511  Whltis 
Avenue :  Corresixintllug  secretary,  Mrs.  Eugene  Schooh,  2212  Nueces  Street. 

Bel  ton. — Baylor  College  Choral  *  Club :  President,  Mr.  T.  S.  I-.ovette;  corre- 
sponding secretnry.  Miss  Bessie  Boob. 

Belton  Music  Club:  President.  Miss  J.  S.  Goepplnger;  corresponding  secre- 
tary. Miss  Julia  B.  James. 

Bonham. — C/haminade  Club:  President,  Mrs.  Uos.Her  Thomas;  corresponding 
MHTetary.  Miss  Mary  Kenwly. 

Brownwood. — Brownwood  Music  Club :  President,  Mr.  Fretlerlck  Llbke,  How- 
ard Payne  College ;  Corresponding  secretary,  Mrs.  E.  M.  Andrews. 

Cameron. — Symphony  Club :  President,  Miss  Aetna  Smith ;  corresponding 
secretary.  Miss  Beth  .Jeter. 

Corsicana. — Nevln  Club:  President,  Miss  Dorothy  Prane;  corresponding  sec- 
retarj-.  Miss  Evelyn  McKle. 

Corpus  ChrLstl. — Harmony  Club:  President,  Miss  Jeanette  Gunst;  corre- 
(q)onding  secretary,  Miss  M.  Jort. 

Crockett. — Cadnian  (31ub :  President,  Miss  Evelyn  Wall ;  corresponding  si»cre- 
tary,  Mrs.  S.  L.  Murchlson. 

Dallas.— Schubert  Club:  .President,  Mrs.  K.  T.  Skiles.  Hill  Live  Oa/k  Stret»t; 
corresiMiudlng  secretary.  Miss  (irace  Anderson,  217  East  Twelfth  Street. 

Musi<!  Study  Club:  President,  Mrs.  Al€»x  Coke,  87<K)  Armstrong  Avenue;  corre- 
spondiug  secretary,  Mrs.  Charles  S.  Purnell,  4710  Live  Oak  Street. 

Wednes<lay  Morning  Choral  Club:  I'resident,  Mrs.  Julian  Wells,  4310  Thomas 
Avenue. 

Mickwitz  Club :  President,  Mrs.  Joseph  B.  Uucker,  3200  Douglas  Stn^t ;  corre- 
uponding  secretary,  Mrs.  D.  C.  Tallichet,  3004  Armstrong  Avenue. 

Tronltz  Club :  President,  Mrs.  Earle  P.  McConnell,  514  Sunset  Avenue ;  corre- 
sponding secretary.  Miss  Ix>ttle  Thomas. 

Mozart  Club:  President,  Mrs.  Earle  B.  Behrends,  4043  Victor  Street;  corre- 
sponding S4>cretary,  Mias  Ijlllie  Swann,  301  Hill  Avenue. 

Ennls. — Bertha  Freenum  Lewis  Club:  President.  Miss  Elizabeth  Van  Gi>rdon ; 
corresiiondlng  secretary.  Miss  Ina  King. 

El  Paso. — Music  Department,  Woman's  Club:  President,  Mrs.  K.  \\  Mos.son; 
corresfionding  .seiTetary,  Mrs.  F.  G.  Billings. 

Fort  Worth. — Harmony  Club:  President,  Mrs.  J.  F.  Lyons,  1411  Hemphill 
i^treet :  «*orresi Minding  secretary.  Miss  Willie  Pemberton,  820  Essex  Avenue. 

Euteri)ean  Club:  I'resident,  Mrs.  C.  W.  Connery,  1530  Cooper  Street;  coire- 
^ponding  se<Tetary,  ^flss  Ethel  BJdwards. 

Galveston. — Galveston  Choral  Club:  President,  Mrs.  Eugene  Rosenthal;  corre- 
sponding secretary,  Mrs.  Paul  E.  NicholLs,  1306  Avenue  N,  1-2. 

Georgetown. — Club  of  (^,lefs:  President,  «Mi8S  Velma  TIsdale. 

Musiic  Study  (^ub:  President,  Mrs.  A.  L.  Alanchester. 

Groesbeck. — Kid-Key  Music  Club:  President,  Mrs.  T.  F.  Olllver;  correspond- 
ing secretao'f  Mrs.  J.  P.  Morris. 

Gorman. — ^Music  Club :  President,  Mrs.  W.  L.  Hohnesly. 

HaskelL — Symphony  Club:  President,  Mrs.  Richard  Nolen;  corresponding 
iiecretary.  Miss  Vera  N^thery. 

Henderson. — Henderson  Music  Club:  President,  Mrs.  D.  E.  Del^amar;  corre- 
sponding secretary.  Miss  Lucy  Mae  Yates. 

HUlsboro.— MflcDowell  Olnb:  President,  Mrs.  Roy  Wilkerson;  corre^Mnding 
secretary,  Mrs.  J.  &  Roe. 

HoiiBton.---Woman's  Ohoral  Club:  President,  Mrs.  Bdna  Saondere,  12(B 
Irfimar  Avenue. 
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Girl's  Music  Study  Club :  President,  Mrs.  John  H.  Grant,  1113  Mafn  Aveoae ; 
corresponding  i*ecTetary,  Miss  Nina  Callen,  1603  Rusk  Avenue. 

Treble  Clef  Club :  President,  Mrs.  J.  Allen  Kyle,  Crawford  Street ;  correspond- 
In;;  secretary,  Miss  Helen  Saft. 

Jacksboro. — Harmony  Club:  President,  Mrs.  E.  M.  Davidson;  correspODdtng 
secretary,  Mrs.  J.  H.  Curtis. 

Jefferson. — ^Wednesday  Music  Club:  President,  Mrs.  H.  A.  Spellings;  cor- 
responding secretary,  Mrs.  G.  T.  Maggard. 

Karnes  City. — Karnes  City  Mu^ic  Club :  President,  Mrs.  Jesse  T.  Cope ;  cor- 
responding secretary,  Mrs.  A.  M.  Bailey. 

Lampasas. — Harmony  Club:  President,  Mrs.  R.  S.  Mills;  corresponding  sec- 
retary, Mrs.  B.  C.  Greenwood. 

Lockhart. — Lockhart  Music  Club :  President,  Mrs.  John  Lipscomb ;  correiqxMid- 
ing  secretary,  Miss  Beatrice  Moher. 

Longvlew. — Longview  Music  Club :  President,  Mrs.  A.  D.  Bush ;  correq^mding 
secretary,  Mrs.  Paul  Bramlette. 

Marlin. — ^Wednesday  Matinee  Music  Club:  President,  Miss  Ijalla  Branson; 
corresponding  secretary,  Miss  Bernadlne  Frank. 

McKinney. — ^Junior  Etude  Club :  President,  Miss  Ruth  McKlnney ;  correspond- 
ing secretary,  Miss  Ruth  Finch. 

Marshall. — ^Marshall  Music  Club :  President,  Mrs.  O.  E.  Busby ;  corresponding 
secretary,  Miss  Luclle  Jones. 

Mount  Pleasant. — Euterpean  Club:  President,  Mrs.  R.  J.  Davis;  correspond- 
ing secretary,  Mrs.  T.  M.  Flemming. 

Mexla. — Harmony  Club:  President,  Mrs.  Ben  Jackson;  corresponding  secre- 
tary, Mrs.  George  Peyton. 

Navasota. — Music  Study  Club :  President,  Miss  Ira  Blackshear ;  corresponding 
secretary.  Miss  Edna  Brlgance. 

Ozona. — Music  Department  Woman's  Club :  President,  Mrs.  W.  E.  Newton. 

Paris. — Etude  Club:  President,  Mrs.  W.  L.  Jones;  corresponding  secretary, 
Mrs.  James  Yost. 

Port  Arthur. — Symphony  Club:  President.  Mrs.  Harvey  D.  Morris;  corre- 
sponding secretary,  Miss  Jessie  C.  Miller. 

San  Angelo. — ^Music  Department,  Woman's  Club:  President,  Mrs.  A.  A.  De- 
Berry  ;  corresponding  secretary,  Mrs.  Culberson  Deal. 

San  Antonio. — Tuesday  Musical  Club:  President,  Mrs.  Eli  Hertzberg;  corre- 
sponding secretary.  Miss  Florence  Winters. 

San  Marcos. — Southwestern  Conservatory  Choral  Club:  President,  Mrs. 
Katherlne  B.  Peeples. 

Sherman. — KIdd-Key  Music  Club:  President,  Miss  Mozelle  Montgomery;  cor- 
responding secretiiry.  Miss  George  Berry  Llndsey. 

Stephenville. — John  Tarlton  College  Choral  Club:  President,  Mrs.  Day  Ca^; 
corresponding  secretary,  Mrs.  F.  A.  Curtis. 

Taylor. — Wtnlnesday  Music  Club:  President,  Mrs.  John  H.  Griffiths;  cor- 
responding secretary,  Mrs.  E.  J.  Douglas. 

Tylor.--<;^oterie  Club:  President,  JWrs.  A.  P.  Baldwin;  corresponding  86cre< 
tary.  Mrs.  Thel  Wllllama 

Waxahachie. — MacDowell  Club:  President,  Miss  Julia  Solon;  correspoadlai; 
secretary,  Mrs.  E.  A.  Dubose. 

Waco. — Ii3uterpean  Club:  President,  Miss  Beulah  Duncan;  corresponding 
secretary  Mrs.  H.  W.  Nevln. 

Wichita  Fails.— Musicians'  Club:  President,  Mrs.  N.  M.  Clifford.  1414 
Eleventh  Street ;  corresponding  secretary,  Mrs.  E.  H.  Maupin,  2315  Ninth 
Street. 

ASSOCIATB   MEMBERS. 

« 

Capt.  Chas.  H.  Allyn,  C-orsicana;  Capt.  James  Garltty,  Corslcana;  Mr.  S.  A. 
l*ace,  Corslcana;  Mrs.  J.  E.  Whiteselle,  Corslcana;  Mrs.  Frank  Drane,  Cor- 
slcana ;  Mrs.  Florence  C.  Flore,  Cleburne ;  Mr.  Albert  Linz,  Dallas ;  Mr.  Herbert 
Marcus,  Dallas;  Mr.  Alex  Sanger,  Dallas;  Mr.  Edward  Tltche,  Dallas;  Mr. 
R.  P.  Wofford,  Dallas ;  Mrs.  Rita  Zane-Cetti,  Forth  Worth ;  Mrs.  J.  S.  Cnllinan. 
Houston;  Mrs.  W.  B.  Sharp,  Houston;  Mr.  Ellison  Van  Hoose.  Houston;  Mr. 
J.  r..ee  Gammon.  Waxahachie;  Mr.  W.  A.  Crow,  Waxahachie;  Mr.  J.  Lee  Ben, 
Waxahachie;  Mr.  Roland  Harrison,  Waxahachie;  Dr.  T.  H.  Cheatham;  Dr.  C. 
W.  Simpson,  Waxahachie;  Mrs.  George  W.  Coleman,  Waxahachie;  Mrs.  W.  D. 
Anderson,  Waxahachie;  Mrs.  S.  E.  Fowler,  WaxahAcble;  Mrs.  Homer  GhayoiAii. 
Waxahachie;  Mrs.  T.  A.  Ferris,  Waxahachie;  Mrs.  R.  W.  Getzendaner,  Waxa- 
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hachie;  Mrs.  J.  L.  McCnrtDey,  Wuxataachle;  Mrs.  H.  D.  Timmons,  Waxahacble; 
Mr8.  W,  k.  Warren,  Waxnhachle;  MIas  Alpha  Penn.  Waxahachle. 

HONORABY   MEMBERS. 

Mrsw  Henry  B.  Fall,  Houston;  Mrs.  Percy  V.  Pennybacker,  Austin;  Mrs.  J. 
C  Terrell,  Marshall. 

CONSTITUTION. 

Abticijc  I. — Nanie. 

The  name  of  this  organization  shall  be  the  "Texas  Federation  of  Music 
OluUs." 

Article  II. — Obfect, 

Its  object  shall  be  to  form  an  established  center  for  the  musical  organizations 
of  the  State,  that  they  may  be  brought  Into  communication  with  one  another  for 
mutual  help  and  for  the  advancement  of  music  in  Texas. 

Article  III. — Membership. 

Section  1.  There  shall  be  three  classes  of  membership,  active,  associate,  and 
honorary. 

Sec.  2.  All  musical  organizations  of  Texas  are  eligible  to  active  member- 
ship, UHmely,  music  study  clubs,  choral  societies,  festival,  and  orchestral 
associations,  etc. 

Organizations  desiring  to  Join  the  federation  shall  make  application  to  the 
first  vice  president  and  send  to  treasurer  dues  for  the  current  fiscal  year. 

Sec.  3.  Musicians  or  those  interested  -in  the  advancement  of  music  in  Texas 
and  not  afUllated  with  local  musical  organizations  shall  be  received  as  associate 
members.  They  may  enjoy  all  the  privileges  of  the  federation  except  the 
right  of  voting.  Application  for  associate  membership  must  be  made  to  the 
second  vice  president 

Sec.  4.  Honorary  membership  may  be  conferred  by  the  unanimous  vote  of 
those  present  at  any  annual  meeting. 

Sec.  5.  Musical  sections  of  department  clubs  may  become  federated,  provided 
they  ipomply  with  the  requirements  of  the  constitution  And  pay  dues  as  in- 
dividual clubs. 

Article  IV. — Officers. 

Section  1.  The  ofl!icers  of  this  federation  shall  be  a  president,  two  vice 
presidents,  a  recording  secretary,  a  corresponding  secretary,  a  treasurer,  and 
an  auditor.  The  offlcei-s,  together  with  three  other  elected  members  thereof, 
shall  constitute  the  executive  board. 

Sic.  2.  All  officers  shall  be  elected  by  ballot,  biennially,  a  majority  of  votes 
cast  being  necessary  to  constitute  an  election. 

Sec.  3.  No  member  shall  hold  the  same  office  more  than  two  consecutive 
years. 

Sec.  4.  Vacancies  in  office  may  be  filled  by  the  executive  board  until  such 
time  as  an  election  Is  held. 

Article  V. — MeeiinQM, 

Section  1.  Regular  meetings  shall  occur  annually,  place  and  date  of  meeting 
to  be  decided  by  the  executive  board. 

9kc  2.  The  executive  board  shall  meet  semiannually,  time  and  place  to  be 
decided  by  the  board.  Special  meetings  may  be  called  by  the  president  or 
corresponding  secretary  upon  request  of  five  members. 

Article  VI. — Repre4ientatUfn. 

Section  1.  The  voting  body  at  annual  conventions  shall  consist  of  the  mem- 
bers of  the  executive  board,  the  chairmen  of  standing  committees,  and  the 
president  or  her  appointee,  and  one  delegate  from  every  federated  club. 

Sbc.  2.  The  chairman  of  standing  committees  shall  attend  all  meetings  of  the 
cocerutlve  board  and  shall  be  entitled  to  vote. 

Sec.  3.  This  organization  shall  be  represented  at  annual  meetings  of  the 
State  Federation  of  Womens*  Clubs  by  one  delegate  for  every  six  clubs. 

81608—18 11 
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Sbc.  4.  Mnsic  clubs  are  entitled  to  representation  at  biennials  of  National 
Federation  of  Music  Clubs  by  the  president  of  each  club  or  her  appointee  and 
one  delegate. 

Abticle  VII. — Quorum, 

Section  1.  A  majority  of  the  enrolled  delegates  at  the  annual  meeting  shall 
constitute  a  quorum. 

Sec.  2.  Five  members  of  the  executive  board  shall  constitute  a  quorum  for 
board  meetings. 

Abticle  VIII. — Amendments. 

Section  1.  This  constitution  may  be  amended  at  any  regular  meeting  by  a 
two-thirds  vote,  the  proposed  amendments  having  been  submitted  to  the  clubs 
of  the  federation  by  the  corresponding  secretary  at  least  one  month  prior  to  the 
annual  meeting. 

Sec.  2.  Amendments  may  also  be  made  at  any  annual  meeting,  without  pre- 
vious notice,  by  the  unanimous  vote  of  all  delegates  present. 

Sec.  3.  By-laws  and  standing  rules  may  be  adopted,  amended,  or  repealed  at 
any  regular  annual  meeting  by  a  two-thirds  vote. 

BY-IAWS. 

Abticle  I. — Dties, 

Section  1.  The  annual  dues  of  clubs  shall  be  a  per  capita  tax  of  25  cents 
for  active  members. 

Sec.  2.  Orchestral  and  festival  associations,  artists*  series,  or  any  other  musi- 
cal organisations  governed  solely  by  a  board  of  directors  shall  pay  a  flat  rate 
of  $10  per  annum  for  membership  in  the  federation. 

Sec.  3.  Associate  membership  dues  shall  be  $5  biennially. 

Sec.  4.  The  Federation  shall  pay  to  the  State  Federation  of  Women's  Clubs, 
as  a  department  of  that  organization,  dues  at  the  rate  of  50  cents  per  club, 
25  cents  of  this  amount  to  be  paid  as  the  assessment  to  the  General  Federation 
of  Women's  Clubs,  and  dues  as  required  shall  be  paid  to  the  National  Federa- 
tion of  Musical  Clubs. 

« 

Abticue  II. — Offlcers. 

Section  1.  The  regular  term  of  office  of  all  officers  shall  commence  at  the 
adjournment  of  the  annual  meeting  at  which  they  are  elected. 

Sec.  2.  The  duties  of  officers  shall  be  such  as  are  implied  by  the  respective 
titles  and  as  specified  in  these  by-laws. 

Sec.  3.  The  president  shall  preside  at  all  meetings  of  the  federation  and  of 
the  executive  board  and  shall  be  a  member  ex  officio  of  all  committees. 

Sec.  4.  The  first  vice  president  shall  perform  the  duties  of  the  president  In 
her  absence,  shall  serve  as  chairman  of  the  executive  committee  and  receive 
all  applications  for  active  membership. 

Sec.  5.  The  second  vice  president  shall  receive  application  from  those  deslr^ 
ing  to  become  associate  members. 

Sec.  6.  The  recording  secretary  shall  keep  a  correct  enrollment  of  all  dube, 
organizations  and  associate  members,  shall  keep  the  minutes  of  all  meetings 
of  the  federation  and  the  executive  board,  and  shall  be  the  custodian  of  dob 
reports  and  other  papers  belonging  to  the  federation. 

Sec  7.  The  corresiwnding  secretary  shall  conduct  the  correspondence  of  the 
federation. 

Sec.  8.  The  treasurer  shall  be  the  custodian  of  all  funds  of  the  federatioo 
and  shall  pay  out  money  only  upon  vouchers  authorized  by  the  executive 
board  and  sljmed  by  the  president  and  secretary.  She  shall  give  bond  In  some 
bonding  company  approved  by  the  executive  committee,  and  at  the  expense  of 
the  federation,  for  the  faithful  discharge  of  her  duties.  The  amount  of  bond 
shall  be  de<lde<l  by  the  exe<'utive  committee.  Accounts  shall  be  audited  an- 
nually and  a  report  made  at  the  annual  mtvting  of  the  federation  and  at  the 
semi-annual  ni<HHlng  of  the  ox(*cutive  board. 

Set.  0.  The  auditor  shall  audit  all  bills  and  accounts  of  the  treasurer  and 
reiMtrt  In  writing  t boron  at  annual  meetings. 

Sec.  10.  The  i'xi»cutlve  lK)iird  shall  have  supervision  over  all  plans  for  ex- 
tending, unifying,  and  rendering  efficient  the  work  of  the  federation. 
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Abtiglb  III. — Committees. 

Section  1.  There  shall  be  the  following  committees,  consisting  of  five  mem- 
bers  each,  to  be  appointed  by  the  executive  board : 

Course  of  study  and  program  exchange,  community  music,  library  extension, 
public-school  music,  artist  bureau,  scholarship,  program,  contest,  club  ex- 
tension, publicity,  and  pres& 

Sec.  2.  The  course  of  study  and  program  exchange  shall  assist  dubs  in 
preparing  their  year's  course  of  study  and  supervise  the  exchange  of  dub 
calendars. 

Sec.  3.  Community  music  committee  shall  encourage  the  organization  of 
choral  clubs  throughout  the  State,  with  the  object  of  eventually  organizing  all 
choral  societies  into  a  State  festival  association,  and  shall  assist  in  the  pro- 
motion of  good  music  in  all  public  places  operating  under  municipal  license. 

Sec.  4.  Library  extension  committee  shall  assist  in  the  establishment  and 
enlargement  of  music  departments  in  public  libraries,  and  shall  direct  a 
traveling  musical  library  for  circulation  among  the  smaller  towns  and  rural 
districts. 

Sec.  5.  Public-school  music  committee  shall  encourage  and  assist  com- 
munities in  enlisting  the  interest  of  school  boards,  that  music  may  become  a 
part  of  school  curriculum. 

Se».  6.  The  artist  bureau  shall  assist  clubs  in  engagement  for  recitals,  that 
better  prices  may  be  obtained,  and  shall  form  an  exchajige  of  talent  among 
clubs  in  near-by  vicinities. 

A  list  of  Texas  artists  who  are  active  or  associate  members  of  the  federa- 
tion shall  be  compiled  for  the  mutual  advantage  of  both  clubs  and  artists. 

Sec.  7.  Scholarship  committee  shall  place  the  free  scholarships  given  to  the 
federation  and  shall  assist  and  encourage  those  to  whom  they  have  been 
awarded. 

Sec.  8.  Program  committee  shall  arrange  all  programs  for  annual  meetings 
and  provide  musical  numbers  for  district  meetings  of  the  State  federation  of 
women's  clubs. 

Sec,  9.  Contest  committee  shall  conduct  all  contests  of  the  federation, 
original  compositions,  young  professionals,  contest  for  the  National  Federa- 
tion of  Musical  Clubs,  etc. 

Sec.  10.  Clubs  and  extension  committee  shall  assist  in  the  organization  of 
music  clubs  and  interest  such  organizations  in  the  State  federation. 

Sec.  11.  Publicity  and  press  committee  shall  attend  to  the  printing  of  all 
gtation^ry,  circulars,  reports,  and  annular  proceedings. 

ASTICLE  lY. 

The  fiscal  year  shall  close  April  1. 

Abticle  Y 

All  meetings  of  the  federation  and  of  the  executive  board  shall  be  con- 
ducted according  to  parliamentary  rules,  as  given  in  '*  Parliamentary  Usages " 
by  Emma  A.  Fox.  

B  19. 

Deab  l^lR.  MiiXER :  I  see  by  the  papers  that  the  Ways  and  Means  Committee 
of  the  House  of  Representatives,  which  is  revising  the  war-tax  schedule,  has 
agreed  upon  a  20  per  cent  tax  on  admission  to  all  operas,  concerts,  etc.,  in- 
duding  all  musical  performances  which  hitherto  have  beex\  looked  upon  as 
educational. 

Now.  Mr.  Miller,  this  tax  is  prohibitive  and  will  mean  the  total  elimination 
of  such  concerts.  The  people  will  reluctantly  pay  the  10  per  cent — ^now 
scheduled — but  to  add  anything  more  means  that  the  concert  manager  must 
retire  from  business. 

We  do  not  believe,  however,  that  the  20  per  cent  tax,  recommended  by  the 
Trea.sury  Department  and  now  accepted  by  the  Ways  and  Means  Committee, 
will  serve  the  purpose  for  which  it  was  devised.  It  will  so  reduce  the  musical 
activities  of  the  Nation  that  the  proceeds  from  the  tax  will  be  considerably 
less  than  they  are  under  the  prevailing  schedule. 

At  a  time  when  the  musical  forces  of  the  country  are  being  marshaled  to 
arouse  patriotic  Interest,  for  the  sale  of  Liberty  bonds,  for  the  raising  of 
funds  for  the  Red  Cross,  to  stimulate  recruiting,  for  the  sale  of  War-Savings 
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Stamps,  and  principally  for  the  establishing  of  a  morale  and  relaxation  of  the 
minds  of  the  i)eople  from  tlie  strain  of  the  war,  we  believe  that  this  tax  will 
be  a  body  blow. 

The  great  army  of  stay-at-home  soldiers — ^the  wives,  mothers,  and  friends  of 
the  boys  "  over  there  '* — must  have  the  relaxation  and  inspiration  gained,  from 
the  uplift  of  good  music.  When  all  the  wnrld  is  distressed  and  sorrCM^fttl, 
music  is  the  great  source  of  comfort.  Gen.  Pershing  says,  '*  Music  and  enter- 
tainment are  as  essential  to  the  soldiers  as  food  and  sleep." 

The  Matinee  Musicaie  of  Duluth  and  all  the  musical  activities  of  the  city 
are  united  in  protesting  against  this  added  war  tax,  for  the  musical  life  of  our 
country  is  at  stake. 

We  look  to  you,  Mr.  Miller,  as  our  Congressman,  to  do  all  in  your  power  to 
veto  this  bill,  and  thereby  preserve  the  musical  life  of  our  Nation. 

Mrs.  Chaxlbs  S.  Sasobnt,  President  Matinee  Musical  Club. 
Mrs.  Geo.  8.  Richabds,  Promoter  AU-Star  Concert  Course, 
Pebd.  G.  Bbadbuby,  Promoter  Popular  Artists*  Course. 

Duluth,  Minn..  Aug.  12,  1918. 

B  20. 

606-608  Chickerinq  Hall, 
Seattle,  Wash.,  August  16,  19iS. 

The  Musical  Alliance  of  the  United  States  (Inc.), 

501  Fifth  Ave.,  New  York, 

Deab  SiBs:  Herewith  X  inclose  copy  of  my  letter  to  our  Representative  In 
Congress,  copies  of  which  also  go  to  our  Senators,  in  response  to  your  urgent 
appeal  received  yesterday  concerning  the  proposed  20  per  cent  tax  on  all  musi- 
cal entertainments. 

If  the  Musical  Alliance  succeeds  in  averting  this  impending  disaster  to  the 
musical  life  of  the  Nation,  it  will  have  brilliantly  justified  its  existence  and 
the  vision  of  its  founder. 

Not  having  yet  Joined  its  ranks,  though  having  viewed  it  with  favor  from 
the  first,  I  now  inclose  my  dollar  for  membership. 

Yours,  very  truly, 

Febdinand  Dunklky. 


B  20. 

606-608  Ohickkrino  Hall, 
Seattle,  Wash.,  August  16,  191%, 

As  a  memt>er  of  the  national  patriotic  song  committee.  Community  Hinging 
and  Choral  Society  director,  I  respectfully  beg  to  declare  my  conviction  that 
music  is  essential  to  the  maintenance  of  the  morale  of  the  people  during  this 
war,  and  should  be  encouraged  by  every  means  possible  The  proposed  20  per 
cent  tax  would  undoubtedly  prove  prohibitive,  and  thus  defeat  Its  purpose  of 
raising  war  revenue.  Not  only  that,  but  the  repression  of  thousands  of  must- 
!«!  entertainments  throughout  the  country  in  which  patriotic  music  plays  a 
big  part  would  tend  very  largely  to  dampen  the  patriotic  spirit  of  the  poc^a 
which  many  of  us  have  been  working  to  arouse  and  sustain.  I  feel  sure  that 
due  consideration  has  not  been  given  to  the  fact  that  an  injury  to  the  country's 
musical  forces  would  prove  no  inconsiderable  aid  to  the  enemy. 

Tours,  truly, 

FkBDnf  AKD  DutiKurr. 

(Author  of.  and  one  of  the  conductors  of  community  singing  In  Seattle  foa- 
tered  by  the  Seattle  Chamber  of  Commerce  and  Commercial  Club;  condiicCor 
Tacoma  St  Cecilia  Club,  and  Chehalls  Choral  Society.) 


B  21. 


Dbab  Sbnatob  Caloeb:  If  the  20  per  cent  war  tax  on  concerts  should  go 
Into  effect,  I  will  have  to  suspend  my  educational  concerts,  and  music  stadeolii 
will  be  the  sufferers. 

I  know  that  you  can  conirlnce  your  colleagues  that  there  Is  a  %*afft  dlff^^rsocp 
between  a  cabaret  and  a  classical  concert. 
Education  Is  ammunltioo. 

Your  fellow  Rotarlan, 

(Uel  Piquk. 
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B  22. 

Harmony  ('lub. 
Fort  Worth,  Te,mn,  September  J,  1918. 
MrftiCAL  Alltanck  of  the  United  States  : 

We  hnVe  handled  a  coiiwrt  course  In  onr  city  succesHfully  for  several  years, 
bnt  feel  that  a  20  per  cent  tax  will  prove  prohibitive. 

Habmont  Club, 
Mrs.  a.  L.  Siiuman,  Hn^inena  Manager^ 


B  28. 


We  all  want  to  win  the  war  quickly,  and  so  favor  all  proper  taxc^s,  but  the 
proposed  20  per  cent  tax  on  admissions  to  concerts  would  probably  prohibit  con- 
certs rather  thnn  increase  the  revenues. 

Almost  every  wide-awake  community  has  some  enthusiastic  local  patriots  who 
volunteer  their  services  in  puttinf;  on  an  annual  concert  course  for  the  purpose 
of  bringing  the  worUr's  best  music  within  the  easy  reach  of  all,  and  then  at  the 
end  of  the  season  these  same  volunteers  usually  chip  in  to  pay  the  deficit.  Here 
In  Dayt(»n  we  have  the  C'lvic  Music  League,  which  undertakes  to  foster  music  In 
our  community-  and  to  give  the  finest  concerts  at  the  lowest  prices.  No  officer 
Is  paid,  and  any  surplus  is  used  in  providing  more  music  for  the  communty. 
Man3'  cities  have  similar  organizations.  The  10  p^r  cent  tax  is  now  a  burden, 
but  we  can  stand  it ;  a  20  i)er  cent  tax  would  be  prohibitive.  Can  you  not  help 
to  avert  It? 

Further.  I  would  call  your  attention  to  the  exception  in  section  700  in  the 
present  war-revenue  tax  of  1917,  in  regard  to  tax  on  admissions.  It  provides : 
'*  No  tax  shall  be  levied  under  this  title  in  respect  to  any  admissions  all, the  pro- 
ceeds of  which  inure  exclusively  to  the  benefit  of  religious,  educational,  or  chari- 
table institutions,  societies,  or  organizations,  or  admissions  to  agricultural 
affairs,  none  of  the  profits  of  which  are  distributed  to  stockholders  or  members 
of  the  association  conducting  the  same." 

tender  this  exception,  as  a  lawyer,  I  thought,  and  believe  that  Congress  must 
have  so  thought,  that  a  civic  music  organization  with  no  profits,  such  as  ours, 
and  similar  ones  in  other  cities,  would  be  exempt  as  an  educational  organiza- 
tion, but  the  department  at  Washington  ruled  that  we  were  simply  an  amuse- 
ment organization,  and  even  required  us  to  pay  a  tax  on  the  25-cent  tickets  to  the 
**  Messiah,**  given  by  combined  church  choirs  on  a  Sunday  afternoon  before 
Christmas,  at  our  Memorial  Hall. 

As  a  former  legislator,  I  know  that  it  is  difficult  for  a  member  of  a  legislative 
body  to  draft  an  exception  to  a  revenue  bill  that  has  any  teeth  in  it  after  a 
zealous  head  of  a  department  gets  through  interpreting  it,  but  the  thought 
comes  to  me  that,  with  your  legislative  experience,  you  might  draw  an  effective 
exception  that  would  really  exempt  dvic  music  and  community  lecture  and  con- 
cert eotkrses  as  fully  as  agricultural  fairs  are  now  excepted  and  exempted. 

In  behalf  of  our  Civic  Music  league  and  the  thousands  of  music  lovers  in 
Dayton,  to  wliom  the  world's  best  music  at  popular  prices  is  both  a  treat  and  an 
edueaflon,  I  ask  that  your  thoughtful  attention  be  given  to  the  new  tax  law  on 
admissions. 

Yours,  very  truly, 

WtLUAM  G.  Frizell, 
Chairtnan  Civic  MuHc  lAfiguc  ArtUit  Concert  Committee. 


B  24. 


The  following  telegram  was  sent  on  Monday  to  the  Ways  and  Means  Com- 
mittee by  the  Metropolitan  Musical  Bureau: 

"Honored  Gentlemen:  The  Metropolitan  Musical  Bureau  salutes  you  and 
stands  squarely  behind  the  United  States  in  winning  the  war  as  quickly  as 
poaalble.  We  sincerely  believe,  however,  that  with  a  20  per  cent  tax  on  concerts 
there  will  be  practically  no  musical  life  in  the  country  outside  of  twenty-five 
principal  dtlea.  We  urge  you  to  spare  this  great  morale  building  influence  and 
the  thousands  of  musicians  who  have  been  giving  their  services  to  the  Red 
cross,  liberty  loan,  training  camps  and  war  stamps.  This  clause  will  particu- 
larly Impoverish  struggling  young  American  musicians.  We  point  with  ap- 
proval to  the  wise  course  of  our  neighbor,  Canada,  in  this  matter. 

**  The  Metropolitan  Musical  Bubeau, 

"  SS  Ww/  FortV'Se<rond  Street." 
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B  25. 

To  the  Musical  Alliance  of  the  United  States : 

Following  is  a  copy  of  the  telegram  sent  by  Mrs.  William  S.  Rowe  to  Senator 
William  Alden  Smith  and  Ck)ngressman  Carl  E.  Mapes.  Telegram  is  as  fol- 
lows: 

"In  behalf  of  the  St.  Cecelia  Society  of  Grand  Rapids  and  the  Bflchlgan 
Music  Teachers'  Association,  I  earnestly  protest  against  the  proposed  20  per 
cent  tax  on  operas  and  concerts  recommended  by  the  Treasury  Department 

"  We  believe  this  tax  to  be  prohibitive  and  that  the  elimination  of  music  at 
this  time  would  have  a  deterrent  effect  upon  the  morale  of  the  Nation. 
"  Sincerely,  yours, 

"  Helen  Bakeb-Bowb.** 


B  26. 

/  SEPBE8ENT   TWENTY-EXGHT   OBGANIZATIONS. 

The  following  copy  of  a  telegram  Is  self-explanatory ; 

M.  D.  Foster,  Congressman, 

Washington',  D.  C. : 

The  Association  of  Presidents  of  State  and  National  Music  Teachers*  Asso- 
ciations, with  membership  representing  28  State  organizations.  Implores  yon 
to  exert  your  Influence  so  that  the  present  tax  of  10  per  cent  on  musical  i)er- 
formances  may  remain  as  it  is  and  not  be  raised  to  20  per  cent,  as  proposed 
by  the  Ways  and  Means  Committee.  Our  reason  for  asking  your  assistance 
in  this  matter  is,  that  we  fear  the  truly  educational  musical  performances 
would  be  almost  entirely  eliminated  and  that  we  believe  the  revenue  for  our 
Government  would  thus  be  less  than  at  present.  Our  association  stands 
squarely  behind  the  Grovernment  in  all  its  plans  to  win  the  war,  and  our  protest 
is  caused  from  purely  patriotic  motives. 

£.  R.  Ledkbman, 

President. 

Centbaua,  III.,  August  15,  1918. 


BzHEBrr  C. 

the   musical  alliance  of   the  UniTEO   STATES    (iNC.) 

John  C.  Freund,  president;  Milton  Well,  treasurer. 

Founded  to  unite  all  Interested  In  music  and  in  the  musical  industries  for 
certain  specific  aims: 

1.  To  demand  full  recognition  for  music  and  for  all  workers  in  the  musical 
field  and  musical  industries  as  vital  factors  in  the  national,  civic  and  home  Ufew 

2.  To  work  for  the  introduction  of  music  with  the  necessary  musical  Instru- 
ments into  the  public  schools  with  proper  credit  for  efllciency  In  study. 

3.  To  Induce  municipalities  to  provide  funds  for  music  for  the  people. 

4.  To  aid  all  associations,  clubs,  societies  and  individuals  whose  purpose  is 
the  advancement  of  musical  culture. 

5.  To  encourage  composers,  singers,  players,  conductors  and  music  teachers 
resident  in  the  United  States. 

0.  To  oppose  all  attempts  to  discriminate  against  American  music  or  Ameri- 
can musicians — regardless  of  merit — on  account  of  nationality. 

7.  To  favor  the  establishment  of  a  national  conservatory  of  music. 

8.  To  urge  that  a  department  of  fine  arts  be  estabUshc<l  In  the  National 
Government  and  a  Secretary  of  fine  arts  be  a  member  of  the  cabinet 

Application  for  membership  by  those  in  sympathy  with  the  aims  of  tbe 
alliance,  accompanied  by  $1  for  annual  dues,  should  be  sent  to  Bamett  Braslow, 
Secretary.  501  Fifth  Avenue,  New  York.  Checks,  Post  Office  or  Express  Orders 
should  be  made  payable  to  the  Musical  Alliance  of  the  United  States,  (Inc.). 
Banker's  Trust  Co..  depository. 
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FIRS  BRICK. 

The  Chairman.  Mr.  R.  P.  M.  Davis  will  now  address  the  com- 
mittee. 

STATEMENT  OF  HB.  B.  P  K.  DAVIS,  OF  HOUHT  TTIIION,  PA. 

Mr.  Davis.  I  do  not  believe  any  of  us  are  real  speakers,  Mr.  Chair- 
man.   We  are  manufacturers. 

Senator  Penrose.  In  what  business  are  you? 

Mr.  Davis.  I  am  president  of  the  Mount  Union  Befractories  Co.,  at 
Mount  Union,  Pa. 

Senator  Penrose.  And  you  speak  for  the  other  two,  do  you? 

Mr.  Davis.  I  have  not  Jbeen  appointed  to  speak  for  them,  but  it 
seems  as  if  they  are  pushing  me  forward. 

Senator  Penrose.  Who  are  the  other  two  ? 

Mr.  Davis.  Mr.  Thomas  Kurtz,  President  of  the  Standard  Befrac- 
tories Co.  at  Claysburg,  Pa. ;  and  Mr.  E.  G.  Moburg,  treasurer  of  the 
McPheely  Firebrick  Co.  at  Latrobe,  Pa. 

Senator  Penrose.  Will  you  state  briefly  what  part  of  the  bill  you 
address  yourselves  to? 

Senator  Thomas.  Do  you  speak  now  for  the  three,  or  does  each  of 
you  wish  to  be  heard  ? 

Mr.  Davis.  I  speak  for  the  three  of  them.  We  wish  to  speak  in 
reference  to  the  interpretation  of  the  term  ^'  capital  investment,"  as  it 
apples  particularly  to  our  industry. 

We  started  to  appear  before  the  conmiittee  as  representing  only 
ourselves,  but  in  talking  last  week  to  Senator  Penrose  he  suggested 
we  might  take  this  up  with  those  who  are  also  interested  in  our  own 
industry,  with  those  who  are  affected  in  the  same  manner  that  we  are. 
These  are  manufacturers  who  come  from,  I  presume,  about  twelve 
States  of  the  Union.  On  account  of  the  fact  that  we  were  unable  to 
write  to  them  until  last  Saturday  or  Sunday,  they  have  not  been 
heard  from  yet.  But  I  requested  that  they  write  directly  to  Senator 
Penrose,  and  I  would  like  to  know  if  their  letters  could  be  recorded 
with  this  hearing.    Is  that  permissible  ? 

Senator  THOMAa  Certainly. 

Mr.  Davis.  They  will  represent  about  twelve  to  fifteen  States. 

Senator  Thomas.  You  want  to  address  yourself  to  section  325  ? 

Mr.  Davis.  Yes. 

Senator  Penrose.  These  concerns  are  chiefly  brickmaking  con- 
cerns? 

Mr.  Davis.  They  are  manufacturers  of  brick;  yes,  fire  brick. 

Senator  Penrose.  Through  what  States  are  they  chiefly  scattered  f 

Mr.  Davis.  They  are  chiefly  in  New  Jersey,  ±*ennsylvania,  Mis- 
souri, Illinois,  Indiana,  Ohio,  Kentucky.  Then  they  go  out  into  the 
far  West. 

Senator  Thomas.  I  think  that  business  is  almost  universal. 

Mr.  Davis.  The  fire  brick  business  is  confined,  I  would  say,  to  about 
twelve  or  fifteen  States  of  the  Union. 

Senator  Thomas.  My  State  produces  a  great  deal  of  them. 

Mr.  Davis.  In  the  fire-brick  mdustry  there  is  an  association,  what 
is  called  the  Befractors'  Association.    It  includes  almost  all  of  the 
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manufacturers  of  fire  brick.  I  might  state  that  at  the  meeting  in  the 
association  the  various  manufacturers,  in  personal  conversation  with 
one  another,  discovered  that  the  law  as  it  stands  on  the  statute  books, 
interpreting  capital  investment  in  the  manner  in  which  it  is  now 
interpreted,  took  from  the  hirgest  of  our  number,  from  the  most 
powerful,  20  per  cent,  aproximately,  of  their  profits  in  taxes,  and  it 
took  from  the  smallest  of  our  number  and  from  the  weakest,  about  56 
per  cent  of  our  profits  in  taxes,  with  hardly  an  exception.  That  was 
about  the  way  the  rule  stood.  Whereas  if  capital  investment  had 
been  in  the  law  in  such  a  manner  that  an  exemption  w^as  not  given 
to  water  and  real  money,  but  only  to  real  money  invested,  the  Gov- 
ernment would  have  received  more  money  in  the  form  of  taxes.  It 
would  have  received  it  alike  from  the  small  and  from  the  large 
industries. 

I  was  one  of  the  managing  director  in  one  of  the  large  industries, 
myself,  before  I  went  into  business  for  myself,  and  therefore  I  know 
pretty  well  that  with  the  largest  inthistries  the  law  permit-^  them 
to  get  exemptions  on  a  capital  investment  which  consists  to  a  great 
extent  of  water,  whereas  the  conservative  numufacturer,  who  has  no 
water  in  his  plant,  is  exempted  for  only  the  real  money. 

The  result  of  that  is  that  in  the  fire-brick  business  there  is  a  varia- 
tion as  regarding  the  amount  of  taxes  paid,  according  to  the  capital 
investment,  of  irom  $20  per  thousand  brick  annual  output,  which 
some  pay,  to  $123  per  thousand  annual  output.  What  I  mean  by  that 
is  this,  when  we  were  discussing  this  together,  we  wondered  how  we 
could  get  at  some  way  whereby,  as  far  as  our  industry  was  con- 
cerned— and  I  can  not  to  save  my  life  see  why  it  could  not  apply  to 
every  industry,  but  there  may  be  reasons — how  we  could  get  some 
equitable  way  to  determine  taxes  so  that  we  would  be  treated  the 
same  way,  nearly  alike.  Take,  for  illustration,  a  fire-brick  industry 
which  is  standard,  in  other  words,  one  that  has  been  recently  oon* 
structed,  one  that  is  representative  of  all  the  industries  to  a  con- 
siderable degree,  and  appraise  that  one  brick  works,  have  appraisers 
appraise  it,  and  then  tney  would  say  that  that  plant  was  woith  so 
many  dollars,  had  a  capital  investment  of  so  many  dollars  per  thou- 
sand annual  output  for  that  plant. 

Senator  Townsend.  I  do  not  quite  understand  what  you  mean 
by  that. 

Mr.  Davis.  One  plant,  we  will  sav^  has  an  output  of  50/KM),000 
brick,  and  they  would  say  it  has  a  valuation ;  they  would  appraise  it 
and  get  its  valuation. 

Senator  Townsend.  According  to  the  output  ? 

Mr.  Da^s.  No.  They  would  get  what  its  actual  valuation  waa, 
first.  They  would  say  that  plant  is  worth,  we  will  say,  a  million 
dollars. 

Senator  Penrose.  A  typical  mo<lern  plant? 

Mr.  Davis.  A  tvpical  modem  plant.  They  would  say  it  is  worth  a 
million  dollars.  That  is  what  it  is  worth  according'  to  appraisal. 
Now,  what  is  its  output?  Its  annual  output  is  50.000,000.  TTien 
what  is  it  worth  per  thousand  brick?  That  is  what  that  plant  is 
worth.  That  is  the  standard.  Then  just  swing  that  over  the  entire 
industry,  and  you  have  appraised  only  one  plant,  but  yon  have  a  fair 
distribution  for  over>-  plant  in  tlie  entire  United  States. 
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Senator  Smoot.  The  same  thing  applies  to  overv  business  in  the 
United  States? 

Mr.  Davis.  Every  business  in  the  United  States. 

Senator  Smoot.  That  can  not  be  done  so  easily  with  other  busi- 
nesses. 

Senator  Penrose.  Senator  Smoot,  of  course  all  the  members  of  the 
committee  recopiize  the  difficulties  encountered  in  the  definition  of 
C4ipital.  Rut  these  gentlemen  represent  a  very  peculiar  situation. 
Two  or  three  very  large  concerns  get  off  with  a  nominal  tax,  com- 
paratively speaking,  and  the  bulk  of  them,  independents  of  moderate 
fcrize,  have  a  tax  three  or  four  times  that,  and  it  is  not  amiss  to  have 
in  the  record  a  glaring  case  of  inconsistency  in  our  definition  of 
capital. 

Senator  Smoot.  Tliero  are  thousands  of  them. 

Senator  Penrose.  Yes.     The^e  gentlemen  understand  that. 

Mr.  Davis.  Yes;  it  is  l:)ecause  there  are  thousands  that  we  feel  that 
those  thousands  in  some  way  should  have  a  voice. 

Senator  Penrose.  Their  competitor  is  the  trust,  and  the  trust  gets 
off  with  20  per  cent  tax,  and  they  pay  60  or  70  per  cent  tax. 

Senator  Town  send.  Do  you  have  a  brick  trust? 

Mr.  Davis.  We  would  not  place  on  record  the  statement  that  there 
is  a  brick  trust.  But  there  is  one  large  corporation  that  is  very  much 
larger  than  any  other  manufacturer  in  the  business. 

Senator  Thomas.  Let  me  see  if  I  understand  your  contention. 
These  large  concerns  are  favored  because  of  the  fact  that  they  have 
issued  a  lot  of  fictitious  capital? 

Mr.  Davis.  I  would  not  put  it  in  that  word.  I  will  be  specific. 
The  industry  that  I  formerly  was  connected  with,  which  was  organ- 
ized in  1900,  bought  a  large  number  of  old  plants,  for  which  they 
IMtid  three  and  four  times  their  real  value.  Tliey  also  bought  some 
new  plants,  for  which  they  paid  two  or  thi-ee  times  their  real  value. 
One  plant  I  know  had  never  made  a  brick,  and  they  paid  them  about 
two  and  a  half  times  what  they  had  paid  into  their  plant. 

Senator  Townsend.  How  did  they  pay  them — ^by  stock  ? 

Mr.  Davis.  By  part  stock  and  part  cash. 

Senator  Penrose.  They  capitalized  the  goodwill,  as  they  woold 
emllit 

Senator  Thomas.  Then  the  capitalization  of  the  company,  after 
these  purchases,  was  larger  than  the  combined  capital  of  the  coiutit- 
uejits? 

Mr.  Da\is.  It  was  for  some  time.  To-day  I  presume  it  represents 
about  40  per  cent ;  not  larger  than  the  combined,  but  it  represents,  I 
pmsume^  of  the  total  business,  about  40  per  cent. 

Senator  Jones.  ^Vhat  i^  the  investment  in  the  ordinary  smaller 
plant? 

Mr.  Davis.  That  has  a  great  range,  Senator.  There  are  in  our 
association  plants  that  would  have  a  capital  investment  of  probably 
$150,000.  The  firm  I  speak  of  has  a  capital  investment  of  abont 
thirty  five  million. 

Senator  Jones.  The  reason  I  ask  that  Question  is  that  in  the  House 
hearings  it  was  suggested  by  some  that  tnere  should  be  a  distinction 
made  as  to  the  exemption  between  a  0mall  investment  concern  and  a 
large  investment  concern,  deeming  Uiat  the  small  investment  con- 
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cem  depended  largely  for  its  earnings  on  the  ddll  of  the  management. 

Mr.  Dayib.  I  do  not  believe  that  would  apply  in  our  industry*  I 
think  I  can  make  this  proposition — ^if  I  am  not  taking  too  much 
time — ^just  a  little  bit  clearer,  by  getting  ri^ht  down  to  concrete  cases, 
and  that  comes  to  my  own.  The  Mt.  Union  Befractories  Company 
is  a  comparatively  new  company.  We  started  in  1912,  and  we  have 
expanded  very  rapidly.  We  were  allowed  by  the  law  last  year  a 
capital  investment  of  less  than  $600,000,  according  to  the  originaJ 
reading  of  the  law.  We  changed  that — ^which  I  will  not  dwell  upon, 
because  it  does  not  apply  to  this  case. 

We  have  a  modern  plant.  We  have  a  large  amount  of  raw  material, 
and  in  proportion  to  our  output  we  believe  larger  than  the  largest 
manufacturer  in  the  business.  We  have  everything  that  he  has,  ac- 
cording to  our  output,  according  to  our  size;  that  is,  the  number  of 
brick  we  make  per  thousand.  We  have  everything  he  has.  We  were 
allowed  originally  a  capital  investment  of  $6(K),000,  and  it  was 
changed  afterwards,  and  we  were  granted  a  larger  sum  than  that, 
about  a  million  four  hundred  thousand.  Our  taxes  represented  be- 
tween forty  and  fifty  per  cent  of  our  total  profite.  The  largest  indus- 
try in  the  business  was  allowed  a  capital  investment  of  ^3,000,000. 
In  other  words,  against,  say,  a  million  four  hundred  thousand,  there 
was  allowed  thirty-three  million.  That  is  his  capital  investment. 
How  much  larger  was  it  than  we  were?  It  was  eight  times  our  /size. 
It  did  not  have  anything — I  say  this  flat-footedly — ^it  has  not  any- 
thing behind  it  whereby  it  has  any  right  to  more  than  eight  times 
as  large  a  capital  investment  as  we  have. 

Senator  Smoot.  They  give  them  over  15  times. 

Mr.  Davis.  They  give  them  over  15  times. 

Senator  Jones,  i  suppose  that  comes  from  the  fact  that  the  people 
who  now  own  the  larger  concern  actually  put  into  it  that  amount  of 
money. 

Mr.  Davis.  They  bought  these  old  works. 

Senator  Jones.  Yes,  and  actually  paid  for  them  more  than  they 
were  worth. 

Mr.  Davis.  They  paid  for  them  in  stock. 

Senator  McCumber.  Bight  on  that  particular  point,  it  does  not 
seem  to  me  that  the  case  ^ou  mention  would  be  taken  as  the  actual 
capital  invested.  I  mean  in  any  case  where  property  is  bought  for 
several  times  its  value  and  paid  for  in  stock  and  in  cash.  If  you 
will  take  section  326  you  will  find  this  [reading]  : 

As  used  In  this  title  the  term  "  Invested  capital  *'  means    *    •    « 

(1)  Actual  cash  bona  fide  paid  In  for  stock  or  share; 

(2)  Actual  cash  value  of  tangible  property,  other  than  cash,  bona  fide  paid 
In  for  stock  or  shares,  at  the  time  of  such  payment. 

It  would  seem  to  me,  under  that  definition,  that  if  the  officers  of 
the  Government  performed  their  duty,  they  would  not  allow  a  capi- 
talization upon  a  basis  of  property  purchased  for  two  or  three  times 
its  value. 

Mr.  Davis.  I  do  not  pretend  to  state  here  how  that  capital  invest- 
ment was  secured,  how  that  was  gotten  about,  because  I  have  never 
made  it  my  business  to  fijid  out,  as  far  as  any  of  my  competitors  were 
concerned. 

Senator  Jones.  You  are  reading  from  the  proposed  law.  Senator, 
are  you  notf 
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Senator  McCttmber.  Yes ;  this  is  what  we  are  discussing. 
Senator  Smoot.  In  paragraph  4  of  that  same  section  it  reads : 

(4)  Intangible  property  bona  fide  paid  in  for  stock  or  shares  prior  to  March  8, 
1017,  in  an  amount  not  exceeding  (a)  the  actual  cash  value  of  such  property  at 
the  time  paid  in;  {b)  the  par  value  of  the  stock  or  shares  issued. 

Senator  Jones.  The  witness  was  calling  our  attention  to  the  opera- 
tion of  the  present  law,  and  not  the  proposed  law. 

Senator  Smoot.  They  are  virtually  the  same. 

Senator  Jones.  Are  they  the  same? 

Senator  Smoot.  There  is  hardly  any  difference. 

Mr.  Davis.  The  point  we  were  trying  really  to  bring  up  was 
thiSj  that  there  are  m  our  business  certain  industries  where  the  capi- 
tal investment  is  as  low  as  $20  per  1,000  annual  capacity,  and  with 
others  as  high  as  $123  per  1,000  annual  capacity. 

Senator  Smoot.  How  much  cash  did  you  pay  into  your  concern? 

Mr.  Davis.  In  our  cbncem  we  put  straight  cash  throughout. 

Senator  Smoot.  How  much? 

Mr.  Davis.  We  put  all  of  our  profits  right  back  into  our  plant. 
We  not  only  did  that,  but  we  did  not  even  show  them  all  on  our 
books,  because  we  were  trying  to  run  it  .very  conservatively. 

Senator  Smoot.  You  do  not  answer  the  question  yet.  How  much 
cash  did  you  put  into  the  business? 

Mr.  Davis.  In  our  own  business,  you  mean? 

Senator  Smoot.  Yes. 

Mr.  Davis.  I  can  not  answer  that  offhand,  because  I  do  not  know. 

Senator  Smoot.  That  is  all  right  if  you  do  not  know. 

Senator  Penbosb.  You  say  it  represents  an  investment  of  $600,000! 

iSr.  Davis.  Yes. 

S^iator  Penrose.    Did  you  put  that  amount  in  ? 

Mr.  Davis.  Oh,  yes. 

Senator  Smoot.  The  other  $800,000  was  profits? 

"Mr.  Davis.  It  was  profits  and  raw  matenaL 

Senator  Smoot.  They  would  not  allow  you  to  take  raw  materiaL 
By  raw  material  do  not  mean  your  beds  of  clay  ? 

Mr.  Davis*  Yes. 

Senator  Smoot.  You  paid  your  money  for  them,  did  you  not! 

1&.  Davis.  Yes,  we  paid  money  for  them. 

Senator  Smoot.  They  allowed  you,  then,  the  increased  value  after 
your  purchase? 

Mr.  Davis.  Yes. 

Senator  Smoot.  I  do  not  know  how  they  could  even  do  that  under 
this. 

Mr.  Davis.  I  do  not  know  whether  they^  can  or  not.  There  is  noth- 
ing we  did  to  hide.  We  did  everything  in  the  open.  But  the  point 
stul  remains  that  we  are  still  about  one-third  of  our  capitalization 
against  our  competitors. 

Senator  Penbosb.  Under  this  present  definition  yon  pay  two- 
thirds  more  tax  per  unit  output  than  your  competitor? 

Wr.  Davis.  I  would  say  about  between  two  and  two  and  a  half 
times  as  much. 

Senator  Smoot.  As  8  is  to  15. 
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HINERAIJ9. 

The  Chairman.  I  underetand  Mr.  Callbreath  desires  to  be  heard 
now,  so  we  can  hear  him. 

STATEMENT  OF  ME.  J.  F.  CALLBEEATH,  SECEETAEY  OF  THE 

AMEEICAN  MINING  CONGEESS. 

Mr.  Callbreath.  My  home  is  in  Denver,  Colo.,  and  I  am  secre- 
tary  of  the  American  Mining  Con«-ess. 

Senator  Thomas.  You  speak  in  behalf  of  the  precious-metal  mines  f 

Mr.  Callbreath.  In  a  general  way  regarding  the  whole  industry. 
I  have  prepared  my  statement  in  ord^r  to  conserve  the  time,  and  will 
present  it  to  you.  I  want  to  say,  though,  that  I  can  not  speak  for 
the  American  Mining  Congress  because  of  the  fact  that  we  are  hold- 
ing no  convention  during  the  war  period,  but  what  I  have  to  say 
reflects,  as  well  as  I  can  gather  it,  the  sentiment  of  various  confer- 
ences which  have  been  held. 

Mr.  Chairman  and  gentlemen,  we  are  engaged  in  the  most  costly 
war  which  the  world  has  ever  known — so  far  as  this  country  is  con- 
cerned, the  first  great  unselfish  war  in  history.  The  responsibility 
of  providing  the  expense  which  is  necessary  to  carry  on  this  war 
is  one  of  great  gravity.  The  Government  must  have  a  simi  of  money 
so  stupendous  that  the  average  mind  can  scarcely  comprehend  it. 

Your  first  concern  will  be  to  provide  the  required  amount  of  funds ; 
your  second,  to  levv  that  tax  so  that  no  industry  producing  necessary 
war  materials  shall  be  unduly  burdened.  The  production  of  minerals 
is  of  fundamental  importance  to  all  industry  at  all  times  and  is  par- 
ticularly essential  to  war  operations.  It  is  not  only  an  essential  to 
all  activities  at  the  battle  front,  but  it  is  essential  to  the  production 
of  the  food  and  supplies  which  are  required  to  maintain  the  Army. 
It  therefore  becomes  particularly  important  that  this  tax  shall  be  so 
levied  as  not  to  decrease  the  production  of  necessary  war  and  indus- 
trial minerals. 

Mining  is  a  wasting  industry.  To  the  extent  that  it  produces,  it 
reduces  the  original  estate.  Its  invested  assets  are  continually  grow- 
ing less.  It  is  peculiar  in  another  sense,  in  that  it  is  a  short-lived 
industry  and  an  industry  carrying  ^reat  hazards.  All  of  the  possible 
supply  of  minerals  for  all  future  time  is  now  in  existence.  A  mine 
with  a  life  of  10  years,  each  year  sells  one-tenth  of  its  original  hold- 
ing. The  proceeds  of  that  sale  appear  to  be  a  profit.  That  part  of 
such  proceeds  which  represents  the  value  of  the  ore  is  not  profit  but 
rather  a  transfer  of  property  from  one  form  to  another — ^i.  e.,  a  sale 
of  one-tenth  of  the  estate. 

I  call  attention  to  these  peculiar  conditions  concerning  the  mining 
industry,  as  a  basis  for  some  concrete  illustrations  which  I  lielieve 
will  aid  your  committee  in  reaching  a  conclusion  as  to  how  the  min- 
ing industry  can  be  made  to  pay  its  full  share  of  the  tax  required  and 
at  the  same  time  so  apply  this  tax  as  to  stimulate  that  high  produc- 
tion of  the  minerals  which  are  necessary  to  the  effective  prosecution 
of  the  war. 

Every  business  to  be  profitable  must  be  able  to  earn  a  reasonable 
return  on  the  capital  invested  and  during  the  time  of  its  operation 
pay  back  the  original  expenditure.    This  rule  applies  to  all  lines  of 
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alike.  A  business  which  is  continuous  in  its  operation  has 
a  longer  period  in  which  to  amortize  its  investment.  The  shorter 
lived  the  operations,  the  largjer  must  be  the  amortization  fund.  A 
zinc  mine  in  the  Joplin  district  has  an  active  life  of  approximately 
two  and  one-half  years — ^i.  e.,  a  mill  by  two  and  one*nalf  years  of 
continuous  operation  can  prepare  for  market  all  of  the  ore  within 
economic  hauling  distance.  A  mill  with  no  ore  mav  be  worth  for 
j^emoval  elsewhere  10  per  cent  of  its  original  cost.  It  follows  that 
to  make  a  zinc  mine  profitable  it  must  be  able  to  earn  approximately 
60  i)er  cent  annually  for  two  and  one-half  years,  to  pay  back  the 
original  investment  and  a  reasonable  profit  thereon.  Such  a  com- 
pany must  be  permitted  to  amortize  the  original  investment  during 
the  life  of  its  operation.  Otherwise,  a  war-profits  tax  or  an  excess* 
profits  tax«  as  provided  by  the  bill  under  consideration,  not  only 
takes  all  of  the  profit  but  a  considerable  percentage  of  the  original 
capital. 

under  the  war-profits  provision  of  this  bill  deduction  is  limited  to 
JO  per  cent  of  invested  capital  (p.  57,  sec.  812 — par.  (6),  sul^di vision 
2) ;  and  under  the  excess-profits  method  deduction  is  limited  to  8 
per  cent  (p.  58,  sec  316) . 

We  believe  that  this  deduction  is  entirely  inadec^uate  in  all  short- 
lived mines.  To  so  levy  a  tax  as  to  take  the  original  investment 
under  the  ffuise  of  profits  would  be  to  paralvze  many  mining  dis- 
tricts and  shut  off  the  supply  of  minerals  needed  for  war  and  indus* 
trial  purposes.  The  Joplin  district  has  a  population  of  approxi- 
mately 225,0()0  people — 176,000  of  whom  defend  absolutely  and  en- 
tirely up<m  the  zinc-mining  industry.  Any  condition  which  will  pre- 
vent development  of  new  mines  will  in  a  short  time  put  an  end  to 
the  industry.  This  would  result,  first,  in  a  very  serious  injustice  to 
the  people  who  live  there;  second,  it  would  make  that  communitv 
unable  to  pay  a  tax  in  the  future;  and,  third,  it  would  so  disturo 
the  zinc  marxet  as  to  bring  great  burdens  to  the  Government  because 
of  the  lack  of  an  important  war  material.  The  Joplin-Miami  dis- 
trict produces  more  than  40  per  cent  of  the  zinc  of  the  Nation. 
Before  the  war  competitive  conditions  had  depressed  the  market 
price  of  zinc  below  the  average  cost,  and  the  production  capacity 
of  the  zinc  mines  had  been  greatly  decreased.  During  the  early  days 
of  the  war,  because  of  the  scarcity  thus  created,  the  price  of  spelter 
in  the  domestic  markets  went  to  a  point  above  80  cents  per  pound. 
To  take  from  the  market  40  per  cent  of  our  usual  supply  would 
necessarily  increase  the  price  to  a  point  which  would  be  very  burden- 
some to  the  Government  needing  directly  and  indirectly  large  sup- 
plies of  zinc.  * 

A  mine  or  an  oil  well  is  a  very  different  property  from  any  other. 
Owners  of  mines  and  wells  must  seek,  find,  and  extract  their  product 
from  beneath  the  earth,  and  finding  a  commercially  productive  mine 
or  well  is  so  rare  that  many  fail  where  one  succeeds.  The  process 
of  seeking  and  finding  ore  in  a  mine  requires  an  immense  expenditure 
for  development  work  which  is  not  carried  to  capital  account  In 
the  case  of  a  great  majority  of  the  smaller  enterprises,  each  mine 
is  owned  by  a  separate  company,  and  can  not  add  to  the  purchase 
price  of  its  properties  the  expenditures  for  development  work  and 
losses  sustained  m  proving  other  properties  to  be  valueless,  an  advan- 
tage possessed  by  Uie  large  corporation. 


174  3X>  FBOVIDB  BBVBNUJfi  FOB  WAB  FUBP0SE8. 

The  investment  needed  to  eartxact  and  reduce  ore  varies  greati^ 
with  its  mineral  contents.  When  the  ore  is  mined  out  the  capital  is 
absolutely  gone.  All  these  facts  are  taken  into  account  by  investors 
which,  recognizing  the  hazards  of  these  businesses,  require  an  actual 
income  of  £om  12  to  15  per  cent  to  establish  a  market  value  of  par, 
fully  double  the  ordinary  interest  rates  required.  The  Internal 
Bevenue  Bureau  of  the  Treasury  Department  has  recognized  this 
distinction,  and  I  believe  it  to  have  been  as  liberal  as  it  could  possi- 
bly be  under  the  law  in  attemi)ting  to  make  the  present  law  meet  the 
Governmental  requirements  without  exacting  from  owners  of  mines 
and  wells  a  greater  tax  proportionately  than  other  lines  of  business. 
The  i)eculiar  nature  of  mines  and  wells  is  not  fully  recognized  in 
the  bill  under  consideration.  It  defines  their  "invested  capital*' 
just  as  that  of  other  corporations,  giving  them  no  benefit  whatever 
from  the  discovery  and  development  of  new  ore  bodies. 

So  far  as  mines  are  concerned,  the  definition  of  "  invested  capital,^' 
section  325  of  the  present  bill  sets  a  premium  on  the  discredible 
devices  of  the  past  20  years  intended  to  work  out  and  inflate  book 
values  as  the  basis  for  the  issue  of  watered  stock,  while  legitimate 
mining  companies  of  many  years  standing,  which  have  charged  off 
their  expenditures  against  operations  on  the  theory  that  a  mine  is 
a  wasting  property,  will  be  penalized  for  having  done  so. 

I  desire  to  call  attention  to  one  provision  of  the  present  law  which 
has  worked  much  of  injustice  to  small  companies  and  possibly  has 
lost  the  Government  much  larger  sums,  which  overcapitalized  com- 
panies have  escaped.  Section  326  of  the  proposed  act,  subdivision 
"a,"  subsection  2,  contains  the  following  language:  "But  in  no 
case  to  exceed  the  par  value  of  the  original  stock  or  shares  spe- 
cifically issued  therefor." 

To  Imiit  " invested  capital"  to  the  par  value  of  the  stock  taken  in 
exchange  for  property  at  the  time  of  its  acquisition  is  peculiarly 
unjust  m  the  case  of  the  smaller  mining  companies  which,  in  most 
cases,  are  organized  to  own  a  single  mine  after  its  promoters  have 
spent  large  sums  in  prospecting  and  developing.  These  owners  have 
in  many  instances  acquired  and  developed  a  large  number  of  worth- 
less properties  before  they  have  developed  a  productive  mine  and 
have  expended  large  sums  to  put  this  mine  on  a  paying  basis,  not  by 
sitting  and  watcMnff  it  grow,  but  by  the  expenditure  of  large 
amounts  of  money.  Tabor,  and  energy.  It  has  by  this  means  in- 
creased the  value  of  this  property  and  should  in  all  justice  be  per- 
mitted to  utilize  this  increased  value  in  determining  its  invested 
capital.  Under  this  part  of  the  section,  a  company  which  issues 
stock  conservatively  in  an  amount  less  than  the  real  value  of  the 
property  would  be  limited  to  such  amount  even  though  the  property 
had  an  actual  value  much  in  excess  of  the  face  value  of  the  stock, 
while  a  corporation  which  was  grossly  overcapitalized  at  the  time 
of  the  purchase  of  its  property  for  stock  would  get  the  benefit  of 
the  increased  value  of  tne  property  up  to  the  par  value  of  the  stock 
issued.  This  inequity  is  cured  where  stock  is  issued  with  no  par 
value  (sec.  325,  par.  B,  p.  61),  but  where  the  fiction  of  a  corporation 
is  used  as  a  convenient  means  for  dividing  the  interest  of  business 
associates  and  a  share  of  stock  represents  a  certain  interest  in  the 
property  of  the  corporation  entirely  uninfluenced  by  its  face  value, 
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it  seems  entirely  evident  that  this  limiting  clause  can  not  but  work 
injustice.    A  specific  instance  will  illustrate : 

A  few  years  ago  the  executor  of  a  New  York  estate,  in  order  to 
divide  among  the  heirs  a  mining  property  which  could  not  then  be 
properly  liquidated,  organized  a  corporation  with  a  capital  stock  of 
^10,000  to  which  the  mining  property  was  transferrea  and  divided 
the  shares  in  proper  proportions  among  the  heirs.  In  the  year  1916 
that  corporation  paid  taxes  on  a  capital  valuation  of  $2,700,000. 

Under  a  strict  construction  of  the  present  revenue  law  and  under 
the  proposed  law,  the  invested  capital  of  this  company  upon  which  it 
could  make  deduction  is  limited  to  $10,000,  while  its  actual  invested 
capital  is  $2,700,000.  Under  the  proposed  law  this  company  is  liable 
to  pay  8  per  cent  of  $2,690,000,  or  $215,200  more  than  it  would  have 
been  required  to  pay  had  its  capital  stock  been  fixed  at  the  fair  value 
of  its  property. 

It  is  understood  that  the  revenue  department,  recognizing  this  in- 
justice, has  in  some  instances  permitted  this  excess  value'  to  be  treated 
as  "  paid  in  or  earned  surplus,"  and  by  this  device  has  avoided  the 
unjust  technical  requirement  of  the  law.  But  what  assurance  can  be 
given  that  future  Treasury  officials  will  be  as  fair  in  the  administra- 
tion of  the  law  as  those  who  now  serve  in  that  capacity  with  so  much 
of  satisfaction  to  the  public  ? 

It  would  seem,  in  view  of  the  large  latitude  of  authority  given  to 
the  Treasury  Department  to  fix  the  value  of  property  where  the  face 
value  of  the  capital  stock  exceeds  the  value  of  the  property,  that  it 
can  be  relied  upon  to  fix  a  fair  value  where  the  face  value  of  the 
capital  stock  is  less  than  the  value  of  the  property.  In  other  words, 
the  same  power  in  the  Treasury  Department  which  is  authorized  to 
fix  the  value  of  the  property  of  an  overcapitalized  corporation  may 
be  and  should  be  intrusted  with  power  to  fix  the  value  of  the  property 
of  an  undercapitalized  corporation. 

It  seems  proper  to  also  suggest  that  settlements  made  by  the 
Treasury  Department  in  good  faith  and  where  all  the  facts  have  been 
presented  by  the  taxpayer  should  be  considered  as  final  settlements. 
It  seems  but  fair  to  business  interests  after  meeting  all  requirements 
to  know  that  the  matters  are  finally  determined. 

The  strict  application  of  this  provision  is  likely  to  work  an  equal 
injustice  to  the  Government.  Let  us  assume  that  a  mining  company 
had  invested  $500,000  in  a  property  and  that  75  per  cent  of  its  reserve 
had  been  worked  out  prior  to  January  1,  1917,  so  that  during  the 
taxable  year  the  company  had  but  25  per  cent  of  its  original  invest- 
ment involved.  During  the  year  1917  this  company  might  have  made 
an  unusual  profit,  but  under  the  provision  referred  to  it  would  be 
permitted  to  deduct  8  per  cent  of  the  $500,000  originally  invested, 
instead  of  8  per  cent  upon  the  $125,000  actually  invested. 

Much  inequity  has  resulted  from  the  custom  of  the  revenue  depart- 
ment in  valuing  ore  bodies  at  the  purchase  price  "  at  the  time  of  such 
pa^rment,"  as  required  in  section  326,  line  10,  page  61.  The  result  of 
this  is  to  fix  different  values  upon  property  in  all  respects  absolutely 
equal  in  value.  Companies  A  and  B  own  adjoining  sections  of  land 
oi  equal  but  nominal  value,  for  which  they  respectively  paid  $10 
per  acre.  Each  at  an  expense  of  $100,000  develop  ore,  oil  or  coal 
reserves  worth  $1,000,000.  Company  B  sells  its  holdings  to  company 
C  for  $1,000,000.    Company  A  is  entitled  to  a  deduction  of  8  per 
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cent  on  cost  of  land  ($6,400)  and  coat  of  improvements  ($100,000), 
total  $106,400.  Company  C  is  entitled  to  a  deduction  on  cost  of 
property  of  $1,000,000. 

Tnis  IS  an  abstract  illustration,  but  inc^quities  of  this  sort  will  be 
found  in  many,  if  not  all,  coal  districts.  This  grows  out  of  the  pro- 
posal that  an  ore  body  is  worth  just  what  it  costs,  without  regard  to 
the  losses  in  the  development  of  worthless  properties,  without  regard 
to  the  hazardous  nature  of  mine  development,  and  without  regard  to 
actual  value  of  the  property.  We  submit  that  there  will  be  a  few  gam- 
blers at  the  table  where  most  men  lose  and  where  the  winner  is 
immediately  divested  of  the  rewards  of  his  lucky  chance ;  in  other 
words,  that  the  development  of  new  mining  properties  absolutely 
essential  to  maintaining  our  mineral  supply  will  not  be  made  except 
this  inequity  is  provided  for  and  the  successful  operator  is  allowed  a 
reward  proportionate  to  the  hazard  involved  in  his  enterprise. 

I  might  say  that  if  you  desire  it  I  would  be  glad  to  furnish  you 
with  numerous  instances  of  coal  mines  located  absolutely  side  by  side, 
the  properties  absolutely  the  same  in  every  respect,  where  one  com- 
pany is  able  to  take  out  three  or  four  times  as  much  as  the  other. 

Senator  Penrose.  Has  not  this  matter  of  depletion  in  connection 
with  mining  companies  been  taken  up  with  the  Treasury  Depart- 
ment and  this  Adams  Commission? 

Mr.  Callbreath.  Yes. 

Senator  Penrose.  Have  they  ever  come  to  any  conclusion  yet  upon 
the  subject? 

Mr.  Callbreath.  Of  depletion?  They  have  administered  the 
present  law  in  a  way  that  I  believe  has  been  counted  fair  by  most  of 
those  who  have  settled  with  the  Treasury  Department. 

Senator  Penrose.  Would  not  this  general  question  you  are  touch- 
ing on  come  under  that  process  of  adjustment  in  the  department? 

Mr.  Callbreath.  Except  this,  there  is  no  assurance  that  a  settle- 
ment made  with  the  department  under  these  provisions  which  does 
not  conform  with  the  law  is  a  final  settlement,  and  there  is  no  reason 
why  a  future  secretary  of  the  Treasuiy,  or  some  ambitious  politician 
who  desires  to  make  a  name  for  himself 

Senator  Penrose.  There  are  none  such  around,  are  there? 

Mr.  Callbreath.  There  may  be. 

Senator  Penrose.  Not  under  the  present  administration^  anyhow. 

Mr.  Callbreath.  The  fact  is  that  there  is  no  assuranoe  that  those 
settlements  are  final,  and  if  a  settlement  is  made  and  a  deduction  is 
allowed  which  the  law  does  not  authorize,  then  the  people  have  no 
assurance  that  the  settlement  is  final. 

Senator  Penrose.  Then  the  mining  interests  are  fairly  well  satis- 
fied with  the  equitable  adjustment  made  up  to  date  on  their  taxies, 
are  they? 

Mr.  Callbreath.  As  compared  with  the  inequitable  law  under 
which  the  settlements  were  made.  We  believe  the  Treasury  Depart- 
ment has  done  the  very  best  they  could  to  meet  the  situation,  and  Iu8 
in  some  instances  gone  arouna  the  strict  provisions  of  the  law  in 
order  to  do  justice. 

Senator  Penrose.  Then  your  only  apprehension  is  that  the  settle- 
ment is  not  final,  and  that  some  one  later  on  could  ask  for  a  readjust- 
ment of  the  tax? 
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Mr.  Caixbbbath.  That  is  true,  and  another  reason  is  that  in  many 
instances  one  man  will  adjust  himself  to  the  strict  letter  of  the  law, 
while  another  man  will  apply  to  the  Treasury  Department  and  get  9. 
reduction,  which  works  an  injustice  between  the  two  parties. 

Senator  Penrose.  Would  there  be  any  way  of  appealing  these  cases 
to  the  court,  and  if  the  court  affirms  tM  Treasury's  decision,  would 
not  that  be  final? 

Mr.  Callbreath.  I  presume  that  would  be  true.  Those  cases  arc 
so  numerous  that  an  appeal  to  the  courts  of  all  those  who  might  be 
aggrieved  would  burden  the  courts  unduly. 

Senator  Smoot.  You  have  been  assessed  upon  interpretations  of 
the  law  rather  than  the  law  itself? 

Mr.  Callbreath.  Yes. 

An  extreme  case  will  illustrate  the  absurdity  of  a  strict  application 
of  this  limitation. 

Two  men  each  own  an  undivided  one-half  of  a  certain  property. 
These  two  ownerships  were  necessarily  of  the  same  value  and  earning 
the  same  income.  Each  of  these  men  organizes  a  corporation  to  take 
over  his  holdings,  each  exchanging  his  rights  in  the  property  for 
all  of  the  capital  stock  of  the  company  which  he  organized.  One 
organized  a  company  with  a  large  amount  of  capital  stock.  The 
oth^  organized  a  company  with  a  small  amount  of  capital  stock. 
The  property  earned  a  profit  of  8  per  cent  upon  the  actual  invested 
capital.  One  of  these  companies  was  obligea  to  pay  a  lar^e  excess- 
profit  tax,  while  die  other  pays  no  excess-profits  tax  at  all. 

Another  suggestion  as  to  the  proviso  in  section  30,  page  81,  line 
22.  A  tax  01  12  per  cent  is  levied  against  net  income  in  excess  of 
the  amount  distributed  in  dividends  or  paid  in  discharge  of  out- 
Btandinjg  interest-bearing  obligations,  while  profits  not  so  utilized 
are  subject  to  a  tax  of  18  per  cent.  This  places  a  penalty  of  6  per  cent 
upon  funds  held  either  for  necessary  working  fund  or  invei^bed  in 
lioerty  bonds. 

We  are  expecting  to  place  liberty  bonds  probably  to  the  amount 
of  $16,000,000,000  durinc  the  coming  year.  A  large  part  of  these 
subscriptions,  much  the  larger  part,  must  come  from  the  large  busi- 
ness interests.  Bonds  bearing  4|  per  cent  are  to  be  sold  to  these  cor- 
porations and  a  penalty  of  1^  per  cent  is  levied  against  those  who  meet 
their  patriotic  duty.  ^  It  would  seem  that  this  provision  should  be  so 
amended  as  to  permit  corporations  to  hold  necessary  operating  ex- 
penses and  to  purchase  liberty  bonds  without  the  inniction  of  a 
special  penalty. 

It  would  seem  that  a  distinction  must  be  made  in  assessing  a  tax 
upon  the  earnings  of  an  exceedingly  short-lived  enterprise,  as  com- 
pared with  enterprises  of  longer  Tiie  or  permanent  in  their  nature. 
A  bill  recently  passed  by  the  House  of  Representatives,  H.  R.  11259, 
known  as  the  war  minerals  bill,  had  for  its  purpose  the  stimulation 
of  production  of  certain  minerals  necessary  in  war  work,  which 
heretofore  have  been  imported  from  foreign  countries  and  of  which 
there  is  now  a  shortage  because  of  the  withdrawal  from  foreign 
service  of  the  vessels  heretofore  engaged  in  the  importation  of  these 
ores.  We  have  been  importing  aTOve  2,000,000  tons  of  manganese, 
chrome,  and  pyrites  from  Brazil,  New  Caledonia,  and  Spain.  These 
minerals  are  absolutely  essential  in  the  manufacture  of  steel  and 

81608—18 ^12 


178  TO  PEOVIDB  BEVENtJB  FOE  WAB  PTJBPO&EB. 

explosives.  The  fact  that  the  supply  of  these  minerals  had  hereto- 
fore come  almost  entirely  from  foreign  countries,  affords  some  proof 
that  these  industries  can  not  thrive  at  home  under  normal  condi- 
tions unless  protected  by  compensating  import  duties.  No  one  can 
predict  what  the  tariff  policy  of  the  Unitea  States  will  be  after  the 
war.  In  consequence  no  one  is  justified  in  expending  a  large  sum 
of  money  for  the  development  of  a  mine,  or  the  construction  of  a 
treatment  plant  in  order  to  supply  a  temporary  market.  If  the 
demand  for  these  minerals  shall  be  terminated  m  two  years,  then 
it  is  plam  that  a  plant  now  erected  must  amortize  the  original  invest- 
ment during  these  two  years  in  addition  to  earning  the  ordinary 
profit.  The  deductions  for  depreciation  can  not  be  made  to  meet  the 
situation  because  at  the  end  of  the  two  years  a  plant  might  be  at 
least  80  per  cent,  in  which  case  a  20  per  cent  deduction  for  deprecia- 
tion for  the  two  years  would  be  fair  but  the  remaining  value  would 
be  entirely  valueless  unless  market  conditions  justified  continued 
operation. 

I  do  not  feel  justified  in  suggesting  that  these  enterprises  shall 
be  exempted  from  war  taxes,  but,  I  do  urge  that  full  authority  shall 
be  given  and  that  this  revenue  law  shall  anticipate  that  deductions 
for  depreciation  of  plants  engaged  in  short-lived  enterprises  shall 
be  sumcient  to  amoitize  the  cost  of  construction  and  development 
during  the  working  period  of  the  enterprise.  Operations  developed 
for  the  purpose  of  supplying  these  rare  minerals  which  are  needed 
for  war  purposes  can  be  more  nearly  compared  to  the  Government 
constructed  housing  facilities  and  plants  constructed  for  war  pur- 
poses only,  which  at  the  conclusion  of  the  war  will  be  practically 
valueless.  These  plants  are  constructed  by  the  Government  because 
private  enterprise  can  not  possibly  be  induced  to  create  these  facilities 
for  the  short  time  during  which  they  may  be  operated.  The  same 
principle  applies  to  the  £ort-lif  e  mining  operations  and  unless  pro- 
visions are  made  for  apparently  excessive  depletion  deductions,  uiese 
enterprises  can  not  and  will  not  be  developed.  The  same  reasoning 
should  apply  to  all  short-lived  enterprises  whether  operations  are  to 
be  terminated  by  the  want  of  a  market  or  by  the  exhaustion  of  the 
ore  bodies. 

Senator  Penkose.  You  refer  to  this  bill  in  the  Senate.  Does  your 
association  advocate  that  measure! 

Mr.  Caixbrbath.  The  association  has  not  spoken  on  that  subject. 

Senator  Penbose.  From  your  knowledge  of  the  general  sentiment 
among  your  mining  associates,  do  you  thmk  they  are  in  favor  of  it! 

Mr.  Caixbreath.  They  are  very  much  in  favor  of  the  general 
proi>osition  involved  in  that  bill ;  that  is,  the  purpose  for  which  the 
bill  is  planned. 

Senator  Penrose.  It  carries  $50,000,000,  a  small  sum  nowadays, 
but  it  is  $50,000,000. 

Mr.  CALtiBREATH.  But  not  too  much,  if  the  Government  shall  un- 
dertake to  purchase  the  supply  of  these  minerals  which  are  required. 

Senator  Penrose.  Have  you  examined  the  bill? 

Mr.  Callbreath.    Yes,  sir. 

Senator  Penrose.  Personally  do  you  approve  of  the  bill  in  its 
details) 

Mr.  Caixbreath.    I  do  not 
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Senator  Penrose.  I  only  ask  these,  questions,  Mr.  Chairman,  be- 
cause we  know  we  are  called  upon,  by  grinding  taxes,  to  raise  this 
money  from  the  taxpayers,  and  I  tniiDk  maybe  we  can  make  an 
incidental  reference  to  some  of  the  expenditures. 

Senator  Thomas.  I  think  the  question  is  quite  pertinent. 
Mr.  Callbbeath.  I  should  be  very  glad  to  discuss  that  bill. 
^  Senator  Penrose.  I  personally  should  like  to  have  some  illumina- 
tion on  that. 

Mr.  Callbreath.  My  thought  is  that  all  of  these  minerals  which 
are  essential  to  the  country  at  this  time,  which  can  not  be  produced 
under  ordinary  conditions,  should  be  provided  by  the  Government  in 
that  way ;  and  that  those  minerals  can  be  produced.  New  enterprises 
can  not  be  created  for  a  period  of  a  few  months  or  a  year  or  two  unless 
some  plan  is  devised  by  which  the  cost  of  the  plant  can  be  amortized 
during  the  period  of  tne  life  of  that  oDeration.  That  would  be  im- 
possible under  a  two  or  three  year  plant,  unless  the  amortization 
ftmd  be  very  large.  We  have  been  importing  from  Brazil  approxi- 
mately a  million  tons  annually  of  manganese  ores.  We  have  abun- 
dant supplies  of  manganese  ores  in  this  country  but  of  low  grade,  and 
it  will  De  necessary  to  treat  that  ore  in  order  to  bring  it  up  to  the 
high  standard  required  by  the  steel  industry,  and  the  cost  of  the 
treatment  and  the  development  of  the  processes  for  treatment  are 
expensive.  It  would  be  bad  business  for  any  private  concern  to 
undertake  to  build  a  plant  and  work  out  the  processes  of  treatment 
and  reduction  for  a  market  which  two  years  from  now  could  be  taken 
away  by  cheaply  mined  ore  bodies  in  Brazil,  with  a  freight  rate  of 
$2  per  ton  to  our  shores. 

senator  Penrose.  Why,  in  this  one  crisis,  when  labor  is  very  scarce, 
is  it  not  economically  wise  to  purchase  this  material  from  Brazil, 
which  is  a  nation  with  which  we  are  at  peace? 

Mr.  Caij[<breath.  If  we  can  get  it. 

Senator  Penrose.  You  say  we  are  getting  it. 

Mr.  Callbreath.  .We  have  been  gettmg  it,  but  that  supply  has  been 
shut  oflf  because  the  ships  which  have  heretofore  transported  it  have 
been  put  into  foreign  service. 

Senator  Penrose.  Then  this  bill  is  in  a  measure  to  protect  Ameri- 
can industry  at  home? 

Mr.  Callbreath.  I  would  not  call  it  that. 

Senator  Penrose.  It  savors  of  that.    It  has  that  aroma. 

Mr.  Callbreath.  It  is  a  bill  to  develop  industries  at  home  which 
can  not  stand  after  the  war  unless  protection  is  afforded. 

Senator  Penrose.  Then  it  is  our  duty  during  this  war  crisis  to 
bolster  up  some  defunct  mining  propositions  so  that  they  can  stand 
on  their  feet  after  the  war.    Is  that  it? 

Mr.  Callbreath.  No,  Senator.  My  thought  is  that  the  low-grade 
manganese  ores,  nmning  15  to  18  per  cent,  of  the  great  ranges  in 
Minnesota,  which  can  be  developed  to  meet  our  requirements  here 
at  home,  should  be  developed,  and  if  I  were  to  express  my  personal 
opinion,  I  would  say  that  after  the  war  is  over  such  a  protective  tariff 
should  be  levied  as  to  enable  those  activities  to  continue. 

Senator  Penrose.  I  heartilv  agree  with  you.  But  the  present 
party  in  power  disagrees  witn  jrou. 

Senator-  Lodge.  I  know  something  about  the  matter  of  manj^anese, 
which  is  just  as  you  have  stated.    I  should  like  to  ask  you  if  your 
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sssociation  regards  fuller's  earth,  chalk,  kaolin,  and  sulphur  as  un- 
usual minerals  which  require  Goyemment  aid! 

Mr.  Callbreath.  It  seems  to  me  that  there  are  manj^  elements 
included  in  the  provisions  of  that  bill  which  ought  to  be  eliminated. 

Senator  Smoot.  I  shall  offer  an  amendment  to  eliminate  them 
lo-day. 

Senator  Pekrose.  Are  there  many  that  ought  to  be  included  that 
are  omitted  ? 

Mr.  Callbreath.  I  think  not,  Senator. 

Senator  Penrose.  I  kind  of  suspected  you  did  think  there  were 
6ome. 

Mr.  Callbreath.  No.  My  belief  is  it  should  be  confined  to  the  war 
minerals 

Senator  Penrose.  I  am  glad  my  mind  is  relieved. 

Mr.  Callbreath.  Which  we  are  not  able  to  import  at  this  time. 

Senator  Nugent.  Do  I  understand  that  in  your  judgment  that 
statement  represents  the  opinion  of  the  gentlemen  engaged  in  the 
mining  industry  of  this  country? 

Mr.  Callbreath.  I  think  it  does  represent  a  large  percentage.  Of 
course,  there  is  a  difference  of  opinion  as  to  the  wording  of  the  bill, 
but  I  think  the  belief  was  practically  universal  that  the  Government 
should  undertake  to  supply  minerals  in  the  best  way  that  it  could  to 
meet  the  requirements. 

Senator  Townsend.  Do  you  understand  that  some  of  these  minerals 
are  produced  necesarily  as  a  sort  of  a  by-product,  or  in  cmmection 
with  other  minerals,  and  that  Government  control  over  some  of  these 
minerals,  for  instance,  some  qualities  that  are  obtained  from  iron, 
would  also  mean  the  taking  over  of  the  iron  mines? 

Mr.  Callbreath.  I  would  think  not.  But  I  should  certainlv  want 
the  bill  to  be  so  worded  that  it  could  not  be  supposed  to  do  that,  even. 

Senator  Smoot.  I  have  an  amendment  that  I  will  offer  to-day, 
which  I  think  will  be  accepted,  that  will  take  care  of  that. 

Senator  Jones.  I  would  like  to  state  in  this  connection  that  the 
purpose  of  that  bill,  among  others,  was  to  provide  for  the  increased 
supply  which  is  necessary  during  the  war  of  many  of  these  metals, 
and  which  will  not  be  necessary  after  the  war.  There  are  a  good 
many  of  those  metals  which  are  used  in  very  much  larger  quantities 
during  the  war  than  will  be  necessarj*  after  the  war  is  over. 

Mr.  Callbreath.  That  is  true. 

Senator  Jones.  And  the  purpose  of  the  bill  is  to  provide  largely 
for  that  situation. 

Senator  Penrose.  Do  you  think  gold  and  silver  ought  to  be  in- 
cluded in  the  bill? 

Mr.  Callbreath.  I  do  not. 

Senator  Penrose.  Do  anv  of  your  associates? 

Mr.  Callbreath.  I  thinK  not.  I  am  just  about  to  come  to  a  dis- 
cussion of  the  gold  situation. 

Senator  Thomas.  Your  time  has  really  expired,  but  we  have  been 
interrogating  you,  and  you  can  have  10  minutes  more,  with  the  con- 
sent of  the  committee. 

Mr.  Callbreath.  Gold  mining  is  the  one  business  which  is  bur* 
d^ed  by  prosperity  in  other  lines.  When  financial  sfystems  can  be 
80  arranged  that  gold  is  not  the  basis  of  credit,  this  will  beccnne  a 
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matter  of  /nnall  concern  to  the  public.  So  long,  however,  as  gold  is 
the  basis  of  our  currency,  it  becomes  essential  tiiat  the  proper  ratio 
between  credit  money  and  gold  shall  be  maintained  in  order  that  our 
credit  at  home  and  abroad  may  be  preserved. 

At  the  present  time  gold  production  throughout  the  world  is  fall- 
ing off  at  a  rapid  pace.  Wiui  the  exception  ox  a  very  few  high-grade 
gc^d  mines,  the  production  of  gold  (except  in  association  with  other 
minerals)  is  rapidly  coming  to  a  standstill.  The  cost  of  gold  mining 
m  the  Western  States  has  increased  fully  60  per  cent  during  th& 
last  three  years.  The  value  of  the  product  remains  the  same.  The 
gold  production  of  the  United  States  during  the  last  three  years  is 
a3  foUows:  1915,  101,068,700;  1916,  92,816,100;  1917,  64,456,600;  a 
falling  off  of  approximately  10  per  cent  annually.  The  decrease  dur* 
ing  the  present  year  will  greatly  exceed  the  ratio  of  the  last  three 
years. 

My  own  belief  is  that  it  will  be  fully  three  times  as  great  as  the 
ratio  of  the  last  three  years. 

Senator  Thomas.  The  ratio  will  decrease  ? 

Mr.  Callbreath.  Yes ;  the  percentage  of  decrease.  . 

Senator  Lodge.  What  do  you  estimate  would  be  the  total  produc- 
tion of  gold  in  the  United  States  and  Alaska ! 

Mr.  CAixaREATH.  I  think  it  would  be  less  than  sixty  millions  an- 
nually from  this  time  on. 

The  great  low-grade  gold-producing  mines  of  the  country  must 
eloee  unless  some  special  aid  is  given  them,  because  they  can  not  con- 
tinue operation  under  the  present  increased  cost  without  any  increase 
in  production. 

Senator  Penrose.  Why  would  it  not  be  a  good  idea  to  aid  those 
low-grade  mines  in  this  bill  and  let  them  share  in  the  benefactions 
of  the  $50,000,000  fund? 

"Mr.  Caujbkeath.  I  do  not  think  $50,000,000  would  be  sufficient  to 
cover  the  situation. 

Senator  Penrose.  We  could  add  two  or  three  hundred  millions  to 
it — ^just  raise  the  taxes  a  little  more. 

Senator  Smoot.  One  of  the  objections  to  this  bill  is  that  it  does 
not  have  enough  appropriations. 

Senator  Penrose.  We  could  extend  the  war  appropriation  for  six 
months  and  maybe  get  enough  money  to  keep  the  gold  mines  open. 

Mr.  Callbreath.  Thi^  situation  as  to  low-grade  gold  mines  will 
not  be  affected  by  the  proposed  revenue  bill,  because  these  mines  have 
no  profits  to  tax.  Gold  must  command  the  serious  attention  of  your 
committee. 

A  foundation  sufficient  to  sustain  a  certain  structure  of  credit 
may  be  found  entirely  unable  to  sustain  a  vastly  increased  credit. 
The  United  States  is  more  fortunate  than  any  other  nation  in  the 
world  in  having  a  surplus  share  of  the  world's  gold  reserves.  It  will 
need  to  guard  that  resen^e  with  intelligent  foresight. 

In  the  enactment  of  a  revenue  law  providing  for  the  collection  of 
a  tax  amounting  to  80  per  cent  of  the  total  gold  in  the  world  and 
two  and  one-hali  times  our  own  gold  reserve,  every  possible  precau- 
tion must  be  made  to  keep  up  the  replenishing  stream  of  gold  produc- 
tion.   There  are  those  who  advocate  that  gold  mining  shall  be  ex- 
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empted  from  the  excess  and  war  profit  taxes.  I  would  rather  urge 
you  to  so  assist  the  gold-mining  industry  that  it  shall  be  able  to  pay 
taxes.  If  your  committee  can  not  see  its  way  clear  to  give  serious 
consideration  to  some  future  legislation  of  this  character,  then  I 
believe  that  gold  mining  should  be  exempted  from  the  requirements 
of  this  bill.  High-grade  gold  bodies  are  not  numerous  and  are  usu- 
ally developed  as  the  resuft  of  very  great  expense  and  long  and  tedi- 
ous operations.  Then,  the  high-grade  gold  body  is  exhausted  in  a 
very  short  time.  An  ore  body  which  has  been  sought  for  10  years 
and  which  may  be  exhausted  in  one  is  a  losing  proposition  if  that 
production  shall  have  been  made  at  a  time  when  tne  Government 
takes  80  per  cent  of  the  net  operating  revenue  as  a  tax.  If  that  pro- 
duction had  been  scattered  during  the  10  years  of  development  work, 
there  could  be  no  objection  to  making  that  business  stand  its  full 
share  of  tax  in  proportion  to  other  lines  of  industrv,  but,  when  the 
returns  of  10  years'  effort  are  charged  only  with  tne  expenses  of  1 
year,  the  injustice  is  self  evident. 

I  believe  your  committee  may  well  consider  that  phrasing  of  the 
proposed  bill  as  will  enable  the  owner  of  such  a  mine  to  amortize  the 
original  capital  and  investment  during  the  life  of  the  mine.  While 
this  subject  is  not  under  consideration  at  the  present  time,  I  am 
willing  to  go  upon  record  with  the  prediction  that  before  many  years 
not  only  this  county  but  other  countries  will  find  it  expedient  to  pro- 
vide special  inducements  for  the  production  of  gold  from  low-grade 
deposits,  in  order  that  a  stable  foundation  may  oe  provided  for  the 
rapidly  expanding  credits  which  are  necessaiy  in  our  industrial  Ufe, 
and  which,  because  of  war  conditions,  are  being  accelerated  with 
frightening  rapidity.  A  million  dollars  in  gold  taken  from  the 
ground  forms  a  reasonably  stable  basis  for  $8,000,000  of  currency. 

I  hope  your  committee  will  pardon  this  reference  to  a  condition 
perhaps  outside  the  domain  of  your  present  consideration,  but  one 
which,  in  my  judgment,  will  command  your  attention  in  the  near 
future. 

In  order  that  the  suggestions  which  I  have  made  may  be  in  practi- 
cal form,  I  desire  to  submit  concrete  suggested  amendments  which 
will  cover  the  points  referred  to  and,  as  we  believe,  add  to  th^  effec- 
tiveness as  a  revenue  measure  of  a  bill  possessing  many  features  to 
commend  it. 

(The  suggested  amendments  referred  to  above  are  here  printed  in 
full,  as  foUows:) 

I.  The  6  per  cent  differential  tax  on  undistributed  profits  should  be  eliminated. 
(See  sec.  230.) 

The  tax  of  6  per  cent  additional  on  undistributed  earnings  penalizes  the  corpo- 
ration that  Invests  its  surplus  in  Government  bonds  or  retains  it  in  the  business. 
The  provisions  of  the  present  law  should  stand,  aUowing  the  investments  in 
business  or  the  reasonable  requirements  therefor  or  in  Government  obligations 
without  extra  tax.     (See  sec*  10  b  of  present  law.) 

II.  The  proposed  law  fails  to  allow  to  new  corporations  a  credit  of  the  normal 
profits  limiting  it  to  10  per  cent  on  capital  invested.  This  discriminates  against 
aU  corporations  with  no  prewar  record  and  takes  80  per  cent  of  their  profits 
over  10  per  cent.    An  example  wiU  make  this  clear : 

Two  corporations  with  invested  capital  of  $1,000,000  each,  (1)  one  with  pre- 
war earnings  of  15  pet  cent,  and  a  taxable  income  of  15  per  cent,  (2)  the  oUier 
without  a  prewar  record  but  with  similar  income. 
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The  tax  computed  as  follows  (specific  exemption  omitted  for  simplicity) : 

(1)  Old  company  would  not  be  taxed  under  the  war  profit  method  and  the 
tax  under  the  excess  profits  method  would  be  as  follows : 

New   Income $150, 000 

Credit  8  per  cent  of  capital .      80, 000 

Income  taxable  at  rate  of  35  per  cent 70, 000 

Tax    24.  500 

(2)  New  company  will  be  taxed  under  war  profit  method  as  producing  a 
higher  tax: 

Net   earnings $150, 000 

Credit  10  per  cent  of  capital 100, 000 

Taxable  at  80  per  cent 50, 000 

Tax 40, 000 

This  amendment  gives  credit  for  all  cash  or  tangible  property  paid  in  for 
stock  or  otherwise. 

V.  New  ore  bodies. 

The  life  of  a  mining  corporation  depends  on  the  continued  discovery  and  de- 
Telopment  of  new  ore  bodies.  This  is  a  corrollary  from  its  wasting  nature.  It 
exists  by  consuming  its  deposits.    It  must  obtkin  new  ore  bodies  or  die. 

Therefore  mines  should  be  allowed  in  *'  invested  capital "  the  value  of  newly 
developed  field&  These  new  ore  bodies  are  not  an  appreciation  in  value  of  old 
capital  assets.  They  represent  new  capital  produced  by  the  skill,  energy,  and 
•expenditures  of  the  miner  and  prospector. 

We  suggest  an  amendmeut  that  remedies  the  defect 

Amend  section  326  (a)  by  adding  to  subdivision  (3)  the  following  words: 

*'  Provided,  That  in  the  case  of  mines,  oil  and  gas  wells  there  shall  be  in- 
cluded in  surplus  a  reasonable  amount  to  represent  the  value  of  after  developed 
ore  bodies  or  deposits;  said  amount  to  be  determined  under  rules  and  regula- 
tions to  be  prescribed  by  the  commissioner  with  the  approval  of  the  Secretary." 

VI.  The  tax  when  assessed  and  paid  In  good  faith  should  be  final. 
We  propose  an  amendment  to  s€K*tion  1201  that  secures  this: 
Amend  section  1201  to  read  as  follows: 

"That  the  Secretary  or  the  commissioner  may  and  on  the  request  of  any 
taxpayer  directly  interested  shall  submit  to  the  board  any  question  relating 
to  the  interpretation  or  administration  of  the  internal-revenue  laws,  or  involv- 
ing the  assessment  or  determination  of  any  tax  thereunder,  and  the  board 
shall  report  its  findings  and  recommendations  to  the  Secretary  or  the  commis- 
sioner, as  the  case  may  be,  and  such  findings  on  any  question  Involving  the 
determination  or  assessment  of  the  tax  shall  when  approved  by  the  commis- 
sioner be  final  unless  set  aside  by  a  court  of  competent  jurisdiction." 

VII.  Section  336  of  the  proposed  bill  prohibits  consolidated  returns. 

This  should  be  stricken  out  and  some  proper  provision  adopted  permitting 
aflOliated  returns.  Many  mining  corporations  are  subsidiary  operating  com- 
panies with  identical  ownership  and  intertransactions  with  a  parent  company 
making  it  all  one  business.  The  Treasury  Department  has  recognized  the  neces- 
sity of  such  by  article  77  of  regulations  41. 

There  is  no  reason  for  such  discrimination.  Neither  makes  a  war  profit 
Whatever  figures  are  adopted  this  discrimination  follows. 

We  propose  the  following  amendment,  which  will  place  new  corporations  on 
an  equal  basis : 

Amend  section  312,  subdivision  (b),  to  read  as  follows: 

**  If  the  corporation  were  not  in  existence  during  the  prewar  period,  or  if  It 
had  no  net  income  for  the  prewar  period,  then  the  war-profits  credit  shall  be 
the  sum  of: 

1.  A  specific  exemption  of  $3,000 ;  and 

2.  An  amount  which  bears  the  same  ratio  to  the  net  income  of  the  corpora- 
tion for  the  taxable  year  as  the  war-profits  credit,  under  paragraph  2  of  sub- 
division (a)  of  representative  corporations  for  the  taxable  year,  engaged  In 
like  or  similar  trade  or  business,  and  having  net  income  in  the  prewar  years, 
bears  to  the  net  income  of  such  representative  corporations;  but  in  no  event 
to  be  less  than  10  per  cent  of  the  invested  capital  of  the  corporation  for  the 
taxable  year.** 
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III.  The  proposed  law  fails  to  recognisse  the  extra  hazard  incident  to  znining. 
The  mining   Industry   presents  two  marked   characteristics   which   distin- 
guish it : 

(1)  Its  wasting  nature. 

C2)  The  extra  hazard. 

The  law  makes  a  satisfactory  provision  for  the  first  by  a  depletion  allowance 
(see  sec.  234,  subdivision  9).    It  ignores  entirely  the  risk. 

The  following  proposed  amendment  permits  a  classification  of  mines  accord- 
ing to  the  hazard : 

Amend  section  316  by  adding,  at  line  22,  the  following  words: 

**  Provided,  That  in  the  case  of  mines,  oil  and  gas  wells,  the  excess-profit 
credit  shall  consist  of  a  specific  exemption  of  $3,000,  plus  an  amount  not  less 
than  ten  or  more  than  twenty-five  per  centum  of  Invested  capital,  such  per- 
centage credit  to  be  determined  by  the  Ck>mmlssioner  of  Internal  Revenue 
under  such  rules  and  regulations  as  he  may  prescribe." 

IV.  The  limitation  of  the  Invested  capital  to  the  par  value  of  the  stock 
should  be  stricken  out. 

To  effect  this  we  suggest  the  following  amendment : 

**  Section  326.  Amend  subdivision  (a)  by  substituting.  In  lieu  of  subdivisioui 
(1)  and  (2),  the  following: 

"(1)  Actual  cash  paid  in; 

"(2)  Actual  cash  value  of  tangible  property,  other  than  cash  paid  in  at 
the  time  of  such  payment,  but  if  paid  in  prior  to  January  1,  1914,  the  valoe 
as  of  such  date." 

This  amendment  also  restores  the  provision  in  the  present  law  providing 
properties  of  older  companies  as  of  January  1,  1914. 

The  invested  capital  of  all  of  the  older  corporations  has  been  already  arrtved 
at  by  the  Treasury  Department.  The  bill  as  proposed  will  require  a  reap- 
praisement  and.  In  many  cases,  at  a  remote  date  when  data  is  unavailable. 

Senator  Lodge.  Vix.  Callbreath,  speaking  to  you  as  a  man  familiar 
with  mining  and  with  metals,  I  should  iSke  to  ask  you  about  son:^ 
of  these  which  are  classed  here  as  rare  and  unusual  elements. 

Chalk  is  mentioned.  I  never  heard  it  called  a  rare  and  tmusual 
element  before.    I  always  supposed  it  was  plentiful. 

Mr.  Callbreath.  I  would  consider  it  so.  But  I  am  not  posted  as 
to  the  reasons  why  the  War  Industries  Board  believes  that  those 
elements  should  be  included. 

Senator  Penrose.  Is  chalk  a  military  necessity? 

Mr.  Callbreath.  I  do  not  know  what  the  purpose  of  it  is. 

Senator  Lodge.  Then  we  have  phosphorus,  which  I  know  exists  in 
this  coimtry  in  great  quantities;  fuller's  earth,  which  I  suppose  ex- 
ists in  every  State. 

I  am  picking  out  some  of  these  that  strike  me  as  war  necessities, 
being  referred  to  as  rare  or  unusual  elements. 

Mica.  That  we  are  familiar  with  in  connection  with  the  tariff. 
It  exists  in  North  Carolina  in  large  amounts;  also,  to  a  certain 
extent,  in  New  Hampshire.  Of  the  others,  of  course  some  of  them 
are  obviously  rare.    Phosphorus,  pyrites,  sulphur 

Senator  Snoof .  Do  not  forget  sulphur. 

Senator  Lodge.  Kaolin,  of  which  I  suppose  there  are  mountains  in 
this  country. 

Do  those  strike  you,  as  a  mining  man,  as  rare  and  unusual  ele- 
ments? 

Mr.  Callbreath.  I  feel  that  there  is  no  reason  why  those  should 
be  included  in  this  bill  unless  there  is  some  shortage  of  which  I  am 
not  aware. 

Senator  Lodge.  Of  course  we  all  know  that  tungsten  and  uranium 
and  vanadium  are  rare  metals. 
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Senator  Jones.  There  has  been  more  trouble  about  sulphur  than 
almost  any  one  of  the  other  metals  mentioned  in  the  bill. 

Senator  Smoot.  It  is  a  question  of  transportation. 

Senator  Lodob.  The  question  of  sulohur  is  one  of  the  most  trouble- 
some things  that  we  have  to  deal  with. 

Senator  Smoot.  Transportation  and  cost. 

Senator  Lodge.  It  is  not  rare  and  imusual. 

Senator  Smoot.  Oh.  no. 

Senator  Penrose,  i  ou  say  that  you  favor  in  a  general  way  this 
pending  proposition? 

Mr.  Callbrbath.  Yes,  sir. 

Senator  Penrose.  Do  you  refer  more  particularly  to  the  House 
bill  or  the  Senate  bill  ? 

Mr.  Cajllbreath.  I  was  very  much  in  favor  of  what  was  known  at 
one  time  as  the  Henderson  bill,  which  left  out  very  much  that  is  in 
the  present  bill. 

Senator  Lodge.  This  is  the  Henderson  bill. 

Mr.  Callbreath.  This  was  another  Henderson  bill. 

Senator  Penrose.  With  all  due  respect  to  Mr.  Henderson,  this  is 
the  Baruch  bill. 

Mr.  Callbreath.  It  was  prei)ared  largely  by  the  War  Industries 
Board,  and  Mr.  Henderson's  original  suggestion  was  added  to  very 
largely,  and  many  ingredients  interpolated  and  a  different  method 
of  administration  of  the  bill  proposed.  I  was  heartily  in  favor  of 
the  first  bill,  and  I  feel  doubtful  as  to  this,  although  I  do  believe, 
gentlemen,  that  it  is  absolutely  necessary  that  this  Government  shall 
provide  the  means  by  which  those  elements  which  are  needed  now 
for  war  purposes  shall  be  provided,  and  I  do  not  think  it  is  possible 
for  independent  enterprises  to  build  a  plant  and  to  provide  for  the 

eroduction  of  the  ore  when,  at  the  end  of  two  years,  the  market  will 
e  at  an  end. 

Senator  Lodge.  I  mentioned  sulphur  and  mica  in  connection  with 
the  tariff.  I  happen  to  know  that  there  are  great  quantities  of  it. 
I  know  that  in  Louisiana  they  have  stepped  aside  a  little  from  the 
true  faith,  and  I  am  afraid  that  North  Carolina  was  a  little  weak 
on  mica. 

Senator  Thomas.  In  other  words,  the  tariff  is  a  local  question. 

Senator  Lodge.  Very  largely. 

Senator  Penrose.  Do  you  know  whether  there  is  any  alarming 
scarcity  in  grinding  pebfeles? 

Mr.  Callbreath.  Yes,  sir ;  that  is  a  very  important  proposition. 

Senator  Penrose.  Where  are  they  found? 

Senator  Thomas.  They  are  found  chiefly  in  Belgium  and  Holland. 

Senator  Penrose.  Are  there  none  in  America? 

Senator  Thomas.  There  are,  but  comparatively  few  that  are  suflS- 
ciently  hard  for  the  purpose.  They  are  getting  some  of  them  now 
on  the  Pacific  coast.  They  Avere  also  using  steel  balls  up  to  the  time 
it  was  necessary  to  cut  them  off  because  of  the  demand  ror  steel  else- 
where. But  the  Belgian  and  Holland  sea  pebbles  are  the  only  natural 
ro(*k  that  had  been  tound  hard  enough  for  that  purpose. 

Mr.  Callbreath.  I  thank  you,  gentlemen,  very  much  for  listening 
to  me  so  patiently. 
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Senator  Thomas.  Now,  Mr.  Thompson,  we  can  give  you  15  min- 
utes.   It  is  our  intention  to  take  a  recess  at  12  o'clock. 

STATEMENT  OF  HK.  A.  SCOTT  THOMPSON,  ATTOBNEY  AT  LAW, 

MTAMT,  OKLA. 

Mr.  Thompson.  Mr.  Chairman  and  gentlemen  of  the  committee, 
my  name  is  Thompson.  I  speak  here  this  morning  for  the  lead  and 
zinc  producers  of  three  counties,  known  as  the  Joplin-Miami  mining 
district.  Ottawa  County  is  in  Oklahoma,  Cherokee  County  is  in 
Kansas,  and  Jasper  County  is  in  Missouri.  That  is  known  as  the 
Joplin-Miami  zinc  and  lead  field.  The  bulk  of  the  production  of 
zinc  in  that  district  to-day  is  being  produced  in  my  home  county 
in  Oklahoma.  It  is  comparatively  a  new  field  that  is  producing. 
Three  counties  produce  40  per  cent  of  the  zinc  in  the  United 
States  to-day. 

In  behalf  of  those  producers  I  want  to  contend  that  the  lead  and 
zinc  mining  in  that  field  is  of  such  a  character  that  it  is  entirely 
different  from  the  ordinary  business,  because  of  its  hazards,  because 
of  the  risks  incident  to  that  business. 

I  have  here,  which  I  would  like  to  have  placed  in  the  record, 
a  statement  that  has  been  carefully  prepared  by  representative 
operators  in  my  district,  showing  the  brief  financial  history  of  all 
completed  mines  in  that  district. 

There  are  175  mining  ventures  in  my  district  that  have  been  com* 
pleted  and  reached  the  producing  stagje.  I  offer  this  for  the  purpose 
of  confirming  my  statement  that  mining  in  this  district,  while  it  is 

Eroducing  large  quantities  of  zinc,  averages  to  be  a  very  hazardous 
usiness. 

This  statement  will  show  to  you  the  moneys  actually  put  into  each 
venture,  giving  the  name  of  the  venture,  the  location  of  the  district, 
giving  you  the  time  that  the  propertv  was  operated  after  it  reached 
the  point  of  production,  showmg  the  loss  or  the  profit  in  each  venture 
and  the  disposition  of  the  plant. 

And  in  this  table  I  want  to  call  your  attention  to  the  fact  that 
the  calculations  are  based  upon  the  profit  or  loss,  merely  the  produc- 
tion profit  or  loss.  No  allowance  is  made  whatever  lor  depletion, 
depreciation,  or  amortization. 

Mining  in  our  district,  like  a  great  many  other  districts,  does  not 
pay  or  has  not  heretofore  paid  much  attention  to  technical  account- 
ing, and  this  is  an  account  of  just  the  result. 

In  each  of  the  176  mines  that  we  furnish  vou  the  financial  histoi^ 
of  there  was  something  over  five  millions  of  dollars  invested.  This 
record  shows — certifiea  bv  a  responsible  man — ^that  that  total  invest- 
ment netted  a  net  profit  of  $6,600,  or  an  average  profit  of  $S7 

per  mine. 

Less  than  10^  per  cent  of  the  mining  ventures  in  our  district  reach 
the  producing  stage.  Less  than  25  per  cent  of  those  which  do  reach 
the  producing  stase  get  their  capital  returned  to  them. 

I  do  not  want  tne  committee  to  understand  that  we  have  no  good 
mines;  that  we  have  no  mines  that  do  not  yield  substantial  returns. 
They  do.  But  I  am  speaking  of  the  average.  I  think  the  extreme 
life  of  any  individual  mine  in  our  field  would  be  six  years. 
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In  presenting  that,  gentlemen,  we  are  objecting  to  ^being  classed, 
for  the  purpose  of  deduction,  with  the  stable  substantial  business  of 
banking.  With  this  record  I  hardly  think  that  there  would  be  very 
much  banking  if  the  financial  history  existed  in  that  institution  as 
in  mining. 

Senator  Townsend.  What  you  say  in  reference  to  lead  applies  to 
«yery  mine,  more  particultarly  to  coal  in  Missouri.  The  amount  of 
money  invested  in  the  mining  ventures  is  a  great  deal  more  than  the 
total  output  that  comes  to  investors? 

Mr.  Thompson.  I  think  so;  yes  sir.  But  there  is  a  distinction  in 
our  district  even  with  reference  to  lead  properties.  For  instance,  in 
reference  to  the  lead  properties  in  southeast  Missouri,  the  deposits 
are  much  more  uniform  and  larger  in  extent.  The  life  is  many, 
many  times  what  the  lead  deposits  are  in  our  field.  Our  life  is  ex- 
tremely short.    The  average  hfe  is  two  and  three-fifths  years. 

What  we  urge  is  this,  m  our  amendments,  that  we  object  very 
seriously  to  the  definition  of  invested  capital  bein^  limited  to  the 
ca^  paid  in  for  stock  and  property  exchanged  for  stick  not  to  exceed 
the  par  value  of  the  stock.  We  urge  in  the  amendments  offered  by 
Mr.  Callbreath  that  invested  capital,  not  alone  in  mines  but  every 
property,  pay  the  cash  put  in  and  the  value  of  the  property  in  the 
investment 

I  fail  to  see  wherein  there  is  any  justification  at  any  time  for 
limiting  the  value  of  property  to  the  par  value  of  the  stock.  We 
have  many  small  ventures  in  our  district  where  the  capitalization  is 
nominal,  not  to  exceed  $6,000.  Yet  the  property  is  worth  a  half- 
mJUion  of  dollars,  exchanged  for  the  stock.  ^ 

With  this  technical  limitation  and  with  a  deduction  of  8  or  10  per 
cent  on  the  par  value  of  the  stock,  the  deduction  amounts  to  nothmg 
on  a  property  value 

Senator  Jones.  You  say  that  is  the  value  of  the  property  now. 
Was  it  the  value  of  the  property  when  the  company  was  organized ! 

Mr.  Thompson.  Oh,  yes.  That  is  all  we  contend  for,  Senator,  that 
we  have  the  value  of  the  property  at  the  time  of  payment  or  transfer 
to  the  company.    That  is  all  we  are  asking  for. 

Senator  Jones.  But  what  are  you  going  to  do  with  the  prospector 
who  has  a  mere  prospect  which  he  is  developing,  and  he  su<mfflily 
comes  upon  a  very  valuable  body  of  ore.  Do  you  not  think  that  the 
law  as  it  is  in  its  definition  of  capital  worl^  an  injustice  to  that 
fellow  ? 

Mr.  Thompson.  There  is  not  any  question  about  that,  Senator. 

Senator  Jones.  There  is  that  feature  which  you  want  us  to  con- 
sider carefully,  and  I  think  you  are  quite  right  in  making  the  re- 
quest. 

Now,  your  next  point  is  that  the  mining  industry  as  a  whole  is  a 
hazardous  business ; 

Mr.  Thompson.  Yes,  sir. 

Senator  Jones.  And  that  the  exemption  from  an  excess  profit  tax 
or  a  profit  tax  should  take  the  hazardous  character  of  the  business 
into  consideration  in  allowing  the  exemption? 

Mr.  Thobcpson.  Yes.  We  offer  one  amendment  to  the  exemption 
or  the  deduction  clause  of  the  present  bill,  providing  for,  in  the  case 
of  mines  and  oil  and  gas  wells,  a  deduction  of  from  10  to  25  per  cent 
to  be  assessed  within  the  discretion  of  the  Treasury  Department 
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Senator  Jones.  Do  you  think  it  advisable  for  us  to  enumerate  in 
this  bill  the  different  industries  and  fix  the  amount  of  exemptioa 
for  each  line  of  industry,  or  do  you  think  it  advisable  that  some 
tribunal  be  created  or  tne  Treasury  Department  delegated  wiUi 
authority  to  ascertain  the  usual  normal  incomes  of  these  various 
lines  of  industry  which  they  should  ordinarily  receive,  which  would 
be  a  reasonable  return  in  normal  times  of  the  industiy,  taking  into* 
consideration  its  hazardous  character  and  allow  exempti(»is  upon 
that  basis? 

Mr.  Thompson.  To  answer  that.  Senator,  I  would  much  prefer 
that  the  power  be  conferred  upon  the  Treasury  Department  or  some 
board  authorized  to  investigate. 

Senator  Jones.  I  also  see  in  your  statement  that  in  the  lead  in- 
dustry a  pai*t  of  it  has  become  stabilized  by  the  finding  of  large 
bodies  of  ore,  working  on  a  regular  output  basis  and  having  a  fixed 
cost,  whereas  other  lead  mines  are  in  largely  the  development  period,, 
and  with  different  classes  of  deposits  and,  necessarily,  are  more 
hazardous  than  the  other  class  of  lead  producers.  You  think  there 
should  be  some  means  established  whereby  a  distinction  could  be 
made  even  as  between  the  lead  producers? 

Mr.  Thompson.  Oh,  yes.  For  instance,  in  our  field  we  have  a  zinc 
property.  The  normal  return  on  a  successful  plant  is  far  in  excess 
of  10  per  cent.  The  life  is  short.  Taking  into  consideration  the 
hazard  of  the  general  business,  we  in  normal  times  would  have  50  or 
75  oer  cent  return  on  the  actual  capital  in  that  particular  investment. 

There  are  zinc  mines  in  other  parts  of  the  country  where  the  de- 
posits are  more  uniform  and  equal  and  larger  in  extent,  where  posisi- 
oly  10  per  cent  normal  return  would  be  more  nearly  correct. 

So^  tnen,  there  must  be  a  classification,  and  I  think  it  is  impossible 
withm  the  bill  to  classify  the  business.  I  should  think  that  die 
English  system  is  more  nearly  correct,  that  a  board  of  referees  be 
allowed  to  extend  to  these  classes  additicmal  deductions. 

Just  one  point  that  I  wanted  to  raise  with  regard  to  the  provision 
in  the  war  profits  provision  which  allows  an  old  corporation  actual 
prewar  earnings  and  a  new  corporation  10  per  cent  on  capital  in- 
vested. In  my  field  95  per  cent,  because  of  the  short  life  of  the  prop- 
erty, are  new  operations.  They  have  all  come  into  production  since 
the  war.  That  is  a  very  unfair  discrimination  against  new  corpora- 
tions, because  the  old  corporation  in  our  field  must  make  a  great 
deal  more  than  10  per  cent. 

We  suegest  in  one  of  our  amendments  that  new  coi*porations  be 
allowed  the  same  credit  that  a  representative  corporation  with  a  pre: 
war  record  that  was  similarly  circumstanced  secures.  Justness  re- 
quires that  they  have  an  equal  credit.  As  a  matter  of  fact,  I  hav« 
figured  out  in  the  present  bill  that  all  new  corporations  will  fall 
under  the  war  profits  plan. 

Just  one  other  feature  that  is  particularly  applicable  to  my  State, 
Our  constitution  prohibits  corporations  owning  real  property  out- 
side of  cities  and  incorporated  towns.  Jnst  why  that  was  done,  I 
do  not  know;  but  that  is  part  of  the  constitution.  Tliat  makes  it 
impossible  for  corporations  to  own  real  property,  own  the  fee,  own 
possibly  a  mining  lease  excepting  such  as  they  are  actually  conduct* 
ing  operations  upon.  The  result  is  that  as  the  companief»  gro^  tti«T 
are  forced  to  form  holding  companies  to  hold  their  lioklings^  and 
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then  they  develop  a  piece  of  property,  usually  not  to  exceed  40  acres, 
to  determine  its  minerals,  and  they  organize  a  subsidiary  company 
owned  by  the  same  men.  I  know  some  very  good  mines  out  there, 
and  I  know  one  organization  that  has  these  operating  mines  sepa- 
rately incorporated,  the  operating  end  of  it.  None  of  them  are 
organized  for  more  than  $6,000  capital  stock,  par  value— corpora- 
tions that  have  paid  as  high  as  6,200  per  cent  dividends  in  the  last 
two  or  three  years. 

This  bill  prohibits  the  filing  of  a  consolidated  return,  although 
that  is  the  ori^nal  business  owned  by  the  same  men  in  the  same  pro- 
portions. This  bill  at  page  61  prohibits  the  filing  of  a  consolidated 
return,  and  we  certainly  think  that  the  system  followed  by  the  de- 
partment in  trying  to  carry  out  the  present  bill  should  at  least  be 
permitted.  If,  under  the  definition  of  invested  capital,  these  operat- 
ing companies  are  limited  to  the  par  value  of  the  stock,  say  $6,000, 
with  an  8  per  cent  return,  which  is  $480 

Senator  Jones.  Why  do  they  put  the  capital  stock  at  $6,000  ?  ^ 

Mr.  Thompson.  Just  as  a  matter  of  convenience.  That  stock  is  not 
for  the  market.  It  was  just  organized  because  it  was  an  operating 
company,  and  they  turned  in  their  property  there,  that  is  worth 
several  thousand  dollars,  for  that  stock.  It  seems  to  me  that  invested 
capital  should  consist  of  money  paid  in  and  property  paid  in  and  of 
course  valued  as  of  the  day  of  its  transfer. 

Senator  Penrose.  Have  you  prepared  an  amendment  ? 

Mr.  Thompson.  Yes,  sir. 

Senator  Penrose.  Have  you  got  it  into  the  record  ? 

Mr.  Thompson.  It  is  the  amendment  that  Mr.  Callbreath  offered. 

Senator  Thomas.  We  will  consider  it  in  that  connection. 

(The  statement  referred  to  above  was  presented  by  Mr.  Thompson, 
ana  is  here  printed  in  full,  as  follows:) 

JOPMX-MIAMI  MINING  DISTRICT. 

IrilTSSTMENT  AND  EaBNINQH  OF  176  M1NK8  REPBE8ENTAT1VE  OF  THE  ZiNC  InDUBTBY. 

A  committee  was  chosen  by  the  Missouri-Oklahoma  Zinc  Mine  Operators 
AMoclation  to  present  data  i)ertaliilng  to  the  earnings  of  zinc  mines  to  the 
Treasury  Department  at  Washington. 

The  aim  of  this  committee  has  been  to  gather  Information  from  all  mines  in 
this  district  which  have  been  productive  during  the  past  20  years,  especially 
those  mines  which  have  complete<l  their  record  and  have  been  mined  out  and 
abandoned ;  to  tabulate  the  facts  thus  gathei-etl  and  to  make  a  truly  representa- 
tive statement  of  the  Investment  made  and  the  profits  and  losses  resutllng 

therefrom. 

The  figures  herewith  submltteil  are  not  represented  as  being  exact  state- 
ments from  the  books  of  Hie  various  mines;  some  of  the  companies  for  whose 
reports  we  have  asked,  had  gone  out  of  business  and  have  no  accessible  records, 
but  we  have  been  able  to  obtain  from  their  former  owners  statements  of  the 
capital  Invested  and  the  profits  and  losses  made  which  were  certified  to  as 
being  substantially  correct,  and  the  committee  believe,  from  their  own  experi- 
ence, that  the  aggregate  of  these  statements  constltues  a  very  accurae  view  of 
the  history  of  the  district. 

This  list  does  not  Include  the  thousands  of  prospects,  which  were  drilled 
KDd  developed  during  the  past  20  years  and  which  failed  to  become  productive 
mines,  but  which  nevertheless  have  absorl)ed  several  million  dollars  of  capital 
and  were  a  necessary  charge  upon  the  mining  Industry, 

The  following  pages  will  show  in  detail  the  name  and  location  of  each  mine, 
the  amount  of  capital  Invested,  the  years  during  which  the  property  was  oper- 
ated, the  amount  of  net  profit  or  loss  and  the  final  disposition  of  the  plant 
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There  is  also  given  a  summary  of  these  figures  wherein  the  aggregate  and 
average  investments,  times  of  productivity  and  profits  and  losses  are  shown 
separately  for  Missouri  and  Oklahoma  and  the  entire  district. 

In  conclusion,  the  committee  wishes  to  draw  attention  to  the  fact  that  the 
results  shown  antedate  the  recent  advances  in  all  mining  costs ;  because  of  these 
advances  the  capital  investment  now  required  to  develop  and  equip  a  mine  is 
vastly  greater  than  the  average  investment  here  shown. 

At  the  present  time,  April,  1918,  the  zinc  ore  market  is  very  depressed 
and  about  two-thirds  of  all  the  milis  in  the  district  are  shut  down  because 
they  can  not  be  operated  at  a  profit. 
Respectfully  submitted. 

L.  O.  Ohubch,  Oliairman. 
P.  B.  Btjtijcb, 
Temple  Chapman,    • 
T.  J.  Fbanks, 
W.  B.  Shacklefobd, 
J.  F.  Robinson, 
VlOTOB  Rakowsky, 
,  Committee, 
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• 

GENERAL  SUljCMARY. 
iJopuN  District  (Including  Webb  Citt  and  Neiqhbobino  Camps). 

SuooMsfal  (38  mnes):  t 

Totallnvested $910,850 

Average  Invested 24,000 

Total  time  operated.  162  years. 
Average  time  operated,  44  years 

Total  prom... i 2,590,400 

Average  profit 68, 150 

Unsuccessful  (73  mines): 

Totallnvested 2,310,000 

Average  invested 31, 600 

Total  time  operated,  134  years. 
Avereu^e  time  operated,  If  years. 

TotalToss 2,329,400 

Average  loes 31,900 

Summary  (in  mines): 

Totallnvested 3,220,850 

Average  invested 29,000 

Total  time  operated ,  296  years. 
Average  time  operated,  ^  yean 

Net  profit 261,000 

Average  profit 2,350 

Miami  Distbict  (lNa.uDiNo  Commebck  and  Ljncolnville  Camps). 

Successful  (19  mines): 

Totallnvested 1637,000 

A  verage  invested 33,600 

Total  time  operated,  81^  years. 
Average  time  operated,  4^  years. 

Total  profit 1,163,400 

A  verase  profit 61 ,  100 

UnsuccessTul  (45  mines):  * 

Totallnvested 1,738,000 

Average  invested 38,622 

Total  time  operated,  71|  years 
A  venule  time  operated,  H  years 

Total  loss 1,416,000 

Average  loss » 31,484 

Summary  <64  mines): 

Totallnvested 2,375,000 

Average  invested 37,000 

Total  time  operated.  153  years. 
Average  time  operated.  2^  vears. 

Net  loss 254,400 

Average  loss 3,974 

Entire  Jopun-Miami  District. 

Successful  Ct?  mines): 

Totol  Invested $1,547,850 

Average  invested 27, 150 

Total  time  operated.  243^  years. 
Average  time  operated,  4^  years. 

Total  profit 3,752,800 

A  verage  profit 65, 700 

Unsuccessful  (118  mines): 

Total  invested 4,048.000 

Average  invested 34,000 

Total  time  operated,  206  years. 
Average  time  operated.  If  years. 

TotalToss 3,746,200 

Average  loss 31,000 

Sommary  (175  mines): 

Totallnvested 5,505,850 

Average  Invested 32,000 

Total  time  operated,  449  years. 
Average  time  operated,  ^  years. 

Net  profit i  6.600 

Average  profit 87 

Senator  Thomas.  Mr.  Maloney,  I  understand  that  you  are  obliged 
to  go  back  to  New  York  to-day. 

Mr,  Maloney.  I  will  say  that  with  your  permission  this  after- 
noon will  be  perfectly  satisfactorv.  The  only  object  I  have  in  going 
back  to  New  York  is  to  register  for  the  draft. 

Senator  Penrose.  We  can  hear  you  now. 

Senator  Thomas.  How  long  will  you  desire  to  speak? 

Mr.  Maloney.  Ten  or  fifteen  minutes.  I  desire  to  speak  for 
Thomas  B.  Malonov,  L.  B.  Wilson,  and  R.  Tracv  Falk. 
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* 
STOCKS  AND  BONDS. 

STATEMENT  OF  MR.  T.  B.  MALONEY,  32  BEAVER  STREET, 

NEW  YORK  CITY. 

Senator  Penrose.  What  position  do  you  occupy  on  the  slock 
exchange  ? 

Mr.  MALo^'EY.  I  am  a  member  of  the  Consolidated  Stock  Ex- 
change of  Xew  York,  and  wo  are  here  to  call  your  attention  to 
section  1107,  Schedule  A.  paragraph  4.  That  is  in  reference  to  the 
transfer  tax  on  the  sale  of  stocks  and  bonds,  and  also  on  borrowing 
and  loaning  stocks. 

I  wanted  to  confine  luy  remarks  entirely  to  the  tax  on  loans,  elimi- 
nating entirely  the  tax  on  the  transfer  and  sale  of  stocks. 

This  section  which  we  are  operating  under,  or  which  the  Treasury 
Department  now  enforces,  was  enacted  in  the  law  of  last  year  which 
went  into  effect  in  December.  There  was  no  attempt  made  to  collect 
this  tax  whatever  from  December  until  March,  by  the  Internal 
Eevenue  Dei)artment,  and  those  engaged  in  this  occupation  luul  no 
idea  that  there  was  such  a  thing  as  a  tax  on  loans  or  borrowe<l 
stock*among  members,  and  tlie  Treasury  Department,  or  the  Internal 
Revenue  Departntent.  due  to  the  fact  that  they  had  not  made  any 
attempt  to  ccllect  the  tax  during  the  four  months,  were  of  the  same 
opinion.  Again,  the  Treasury  Department  in  sending  out  thei: 
printed  forms  of  instructions  and  the  like  nuide  no  reference  what 
ever  to  the  coilecticm  of  this  tax  on  stock  loaned  or  borrowed. 

The  Attorney  Oeneral  has  rendered  an  opinion  that  stocks  loaned 
and  borrowed  among  membei-s  of  exchanges  are  taxable,  although 
loans  made  with  banks  are  not  taxable;  and  the  substance  of  his 
opinion  is  this,  that  we  go  to  a  bank  and  borrow  money.  You  make 
a  loan  among  the  members  yourself,  and  you  borrow  the  stock.  That 
Is  his  interpretation  of  the  law.  We  feel  that  that  has  been  a  wry 
great  handicap  in  the  conduct  of  the  business,  to  begin  with.  It 
means  that  the  loaning  and  borrowing  of  stock  anumg  menil)er«^ 
themselves  has  been  practically  eliminated  owing  to  the  fact  that  this 
tax  is  enforced,  and  we  can  go  to  the  banks  where  we  pay  no  tax.  That 
adds  an  additional  burden  on  the  money  market  and  an  additional 
burden  on  the  banks,  because  the  taxes  are  so  heavy  that  to  eliminate 
them  we  have  got  to  go  to  the  banks. 

I  call  your  attenticm.  also,  to  the  fact  that  the  stamp  lax  is  prac- 
tically an  adopti(m  of  the  Xew  York  law.  That  is  the  original 
idea  in  Xew  \  ork,  and  although  the  Federal  law  does  not  follow 
the  Xew  York  law  literally,  the  substance  is  the  same.  There  is  no 
mention  made  in  the  Xew  York  law:  in  fact.  h)ans  and  borrowing*  of 
stock  are  expressly  exempt.    They  specify  it  in  that  law. 

I  wanted  to  call  your  attention  to  a  c<mcrete  example  of  the  op- 
eration of  this  tax  on  stocks  loaned  and  borrowed. 

We  will  take  a  client  living  in  San  Francisco  who  wires  his  broker 
in  Xew  York  to  sell  a  hunder  shares  of  Erie  Railroad  stock  at  $ir*  « 
share,  and  notifies  him  that  he  will  mail  the  certificate.  In  the  mm- 
nnmicaticm  he  says,  "I  will  send  this  certificate  of  stcH*k  to  you 
by  mail.''  Tlie  broker,  on  i-eceiving  his  instructions  to  sell  it,  h»1N 
immediately.  lie  nnist  wait  days  before  he  can  actually  receive  Uin 
<*ertificate  of  st<K*k  from  his  client.    P>om  the  day  he  selN  that  ^tiH^k 
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until  the  day  the  certificate  is  delivered,  tiiat-  broker  is  technically 
shoil  100  shares  of  Erie  Railroad  stock  which  he  must  borrow  until 
he  receives  the  certificate.  He  must  borrow  this  stock  on  the  day 
that  it  is  sold  to  deliver  it  to  the  man  who  has  purchased  it  from 
him.  He  must  repeat  that  operation  for  five  or  six  days,  and  every 
time  he  does  it  he  pays  a  tax  of  $4  although  he  is  waiting  for  the 
receipt  of  that  certificate. 

Senator  Thomas.  Why  must  he  repeat  it  so  frequently? 

ilr.  Maloxey.  Because  loans  are  usually  returned  the  day  after 
loans  are  made.  From  day  to  day,  if  he  can  find  somebody  that  will 
make  a  loan,  tJien  he  will  only  have  to  pay  $4. 

Senator  Thomas.  That  is  an  exchange  regulation? 

iFr.  Malonet.  No;  that  is  the  convenience  of  the  man  for  whom 
he  buvs  the  stock. 

Senator  Thomas.  The  custom? 

Mr.  Maloney.  The  other  broker  has  sold  his  stock.  The  next  dav 
he  calls  that  loan.  So  .it  is  liable  to  operate  ever}'  day  until  that 
certificate  is  received. 

Senator  Nugent.  That  is  merely  a  custom  that  is  in  vogue  among 
brokers? 

Mr.  Maloney.  It  is  a  system  of  purchase  and  sale.  If  I  have  a 
hundred  shares  of  stock  and  a  man  wants  to  borrow  it  I  say,  "  I  will 
loan  it  to  you."  If  to-morrow  I  can  sell  at  a  good  price  I  sell  that 
stock  out,  and  then  I  call  that  back. 

Senator  Thomas.  Did  you  appear  before  the  Ways  and  Means 
Committee? 

Mr.  Maloney,  No,  sir;  we  did  not  have  an  opportunity  because 
we  did  not  have  any  idea  what  the  bill  was  going  to  be  this  year. 
We  got  there  so  late  that  they  were  taking  up  other  things,  and  we 
did  not  attempt  to  get  a  hearing. 

I  want  to  say  here  and  now  that  we  have  hesitated  about  doing 
it,  because  we  do  not -want  to  appear  as  asking  for  a  reduction  of 
any  tax  that  we  thought  the  Government  had  intended  to  collect. 

Senator  Thomas.  Now,  Mr.  Maloney,  I  think  I  can  speak  for  the 
committee  when  I  say  that  we  are  glad  to  hear  you.  We  want  in- 
formation, and  the  only  way  to  ge  it  is  to  get  it  from  those  who  are 
affected  by  the  provisions  of  the  bill  and  whose  information  regard- 
ing that  particular  subject  is  better  than  ours  probably  is  or  will  be. 

Mr.  Maloney.  I  can  speak  for  my  own  exchange  in  saying  that  we 
have  no  objection  to  the  taxes  levied  now.  We  are  satisfied  with 
them,  because  we  know  the  United  States  needs  the  money.  I  myself 
have  sat  on  legislative  committees  when  I  was  a  member  of  the 
Leprislature  of  ^  ew  York,  and  I  know  what  the  committee  has  to  con- 
tend  with. 

That  man,  as  the  law  requires,  pays  $2  when  he  sells  that  100 
shares  of  stock.  That  is  all  the  law  requires  of  him  when  he  sells 
it.  That  is  all  the  law  says  he  shall  pay.  But,  nevertheless,  he  actu- 
aUv  pays  $22  to  sell  a  hundred  shares  of  stock,  because  he  can  not 
defiver  the  certificate  in  time;  it  is  too  far  away.  That  $4  tax  must 
be  paid  every  time  he  borrows  or  loans  his  stock • 

Senator  Penrose.  Have  you  prepared  any  amendment  to  cover  the 
phraseology  ? 

Mr.  Mai/)NEY.  Yes,  sir;  I  can  cover  it  in  about  four  words  which 
the  New  York  statute  has. 
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Senator  Penrose.  Get  that  into  the  record. 

Mr.  Maix)ney.  It  is  in  this  brief. 

Senator  Penrose.  Get  it  into  the  record  so  that  we  will  have  a 
note  of  it. 

Mr.  Maloney.  We  suggest  that  it  be  amended  by  using  the  fol- 
lowing words :  "  nor  upon  mere  loans  of  stock  or  the  return  thereof." 

Senator  Penrose.  Where  would  you  put  that  in? 

Mr.  Maloney.  That  would  go  m  paragraph  4,  after  the  words 
"deliver  or  transfer  for  such  purpose  of  certificates  so  deposited.'* 

I  am  coming,  now,  to  the  question  of  the  effect  of  this  operation 
on  the  money  situation. 

Another  illustration  is  that  of  a  broker  having  a  loan  with  a  bank, 
the  collateral  of  which  is  made  up  of  industrial  and  railroad  stocks. 
A  certain  proportion  of  railroad  stocks  and  all  lOO-^hare  lots  secures 
a  lower  interest  rate  on  the  entire  loan,  and  in  fact,  banks  really 
insist  upon  100-share  lots  of  any  particular  stock. 

Part  of  this  required  minimum  of  railroad  stocks  is  100  shai'es  of 
Erie.  If  60  shares  are  sold  on  order,  the  broker  is  unable  to  with- 
draw 50  shares  from  his  loan,  so  must  borrow  this  50  shares  sold  until 
his  client  sells  the  other  50  shares,  and,  under  the  opinion  of  the  At- 
torney General,  is  required  to  pay  a  tax  on  the  borrowed  and  returned 
3tock  for  an  indefinite  period;  not  a  tax  at  the  rate  of  $2  per  100 
shares  on  the  sale  as  the  law  requires,  but  a  much  larger  sum,  the  tax 
being  equivalent  to  96  per  cent  for  1  day  in  the  case  of  Erie,  64  per 
cent  in  the  case  of  Missouri  Pacific. 

Such  cases,  called  borrowing  and  loaning  of  gtock,  are  in  reality 
the  exact  opposite.  It  is  the  money  that  is  borrowed  and  loaned. 
The  average  price  of  all  stock  listed  on  the  exchange  today  is  about 
$60  per  share.  At  the  prevailing  money  rate  of  6  per  cent,  the  tax  on 
loans  is  equivalent  to  24  per  cent  a  day. 

Another  illustration :  A  broker  received  an  order  a  minute  before 
•  the  close  of  the  market  to  sell  100  shares  of  gtock,  and,  physically 
unable  to  call  the  100  shares  from  a  broker  he  may  have  it  loaned  to, 
before  the  close,  he  must  borrow  the  stock  for  one  day,  and  thereby 
pay  a  tax  of  $4,  thereby  making  the  tax  on  the  sale  of  100  shares  of 
stock  $6  instead  of  $2,  as  required  by  law.  This  tax  prevente  carry- 
ing of  stocks  by  those  with  spare  capital  for  others  who  are  willing 
to  lend  them  and  requires  the  borrowing  of  money  from  banks, 
thereby  placing  an  unnecessary  demand  on  the  money  market. 

There  has  been  some  doubt  in  the  minds  of  those  engaged  in  this 
occupation  as  to  the  correctness  of  the  Attorney  Generars  opinion, 
but  of  course  this  law  is,  in  effect,  operating  under  the  opinion  of  the 
Attorney  General.  We  have  considered  it  unpatriotic  to  try  this  case 
in  court,  and  we  have  shouldered  all  the  tax  with  the  idea  in  mind 
that  in  the  new  bill  to  be  adopted  this  year  Congres3  would  clearly 
exempt  borrowed  and  loaned  stocks  from  the  tax.  We  do  not  ask 
remisvsion  of  any  tax  producing  any  material  revenue,  nor  the  annual 
tax  on  brokers.  We  do  ask  for  the  removal  of  the  existing  uncertainty 
under  which  a. ruling  has  been  made  bringing  in  very  little  revenue 
at  the  expense  of  great  inconvenience  and  hardship  in  our  daily  trans- 
actions and  one  which  we,  believe  was  not  the  intention  of  Congre^ 
to  impose. 

Senator  Thomas.  Have  you  a  copy  of  that  ruling? 

Mr.  Malonet.  Yes,  sir;  I  have  it  here. 
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Senator  Thomas.  W^"^^  y^^  P^^  ^^  i"  *^®  record,  please  ? 
Ml'.  MAiiONEY.  I  will  make  a  copy  of  this  and  submit  it  to  the 
stenographer. 

Senator  Thomas.  You  can  do  that  and  send  it  to  the  stenographer. 

Mr.  Maloney.  Yes,  sir ;  I  will  do  that  this  afternoon. 

(The brief  referred  to  above  is  here  printed  in  full,  as  follows:) 


The  Secbktary  of  the  Trkasury. 


Department  of  Justice, 
Washinffton,  March  25,  J918. 


Sir:  I  have  the  honor  to  acknowledge  your  letter  of  the  14th  instant  re- 
quest in^r  my  opinion  on  the  question  whether  the  stamp  tax  imposed  by  sec- 
tions 8(X)  and  807,  schedule  A,  subdivision  4,  of  Title  VIII,  of  the  war-revenue 
act  (»f  October  3,  1917  (40  Stat.,  319,  322).  applies  to  the  so-called  borrowing 
ami  return  of  shares  of  certificates  of  stocks 

The  said  subdivision  levies  a  tax  **on  all  sales,  or  agreements  to  sell,  or 
memoranda  of  sale  or  deliveries  of  or  transfers  of  legal  title  to  shares  or  cer- 
tificates of  stock  *  *  *  whether  made  upon  or  shown  by  the  books  of  the 
association,  company,  or  coriwration,  or  by  any  assignment  in  blank,  or  by  any 
delivery,  or  by  any  paper  or  agreement  or  memorandum  or  other  evidence 
of  transfer  or  sale,  whether  entitling  the  holder  in  any  manner  to  the  benefit 
of  sudi  stock  or  not  *  ♦  *  :  ProiHdedy  That  it  is  not  Intended  by  this  title  to 
Impose  a  tax  u\x)u  an  agreement  evidencing  a  dei)osit  of  stock  certificates  as 
collateral  security  for  money  loaned  thereon  which  stock  certificates  are  not 
actually  sold,  nor  upon  such  stock  certificates  so  deposited:  Provided  further. 
That  the  tax  shall  not  be  impose<l  upon  deliveries  or  transfers  to  a  broker 
for  sale,  n<u*  up<m  deliveries  or  transfers  by  a  br<»ker  to  a  customer  for  whom 
and  upon  whose  order  he  has  purchased  same     *     •     ♦." 

Your  letter  makes  the  following  further  statement: 

"  The  transactions  as  to  which  the  question  arises  are  described  as  follows : 

"  The  borrowing  of  shares  is  necessary  in  connection  with  all  so-called  short 
sales.  It  Is  also  necessary  in  connection  with  shares  that  are  sold  but  are  not 
on  hand  for  delivery,  an  instance  of  which  is  the  shares  being  in  transit  from 
abroad  or  the  West,  or  elsewhere.  It  also  frequently  happens  that  a  broker 
may  sell  shares  for  an  estate  and  find  upon  attempting  to  transfer  them  from 
the  name  of  a  dece<ient  or  an  executor  that  additional  papers,  or  authority,  are 
requlre<l  by  the  transfer  office,  or  the  transfer  books  may  be  closed  for  a 
meeting  of  stockholders  or  other  reasons,  and  the  shares  being  already  sold 
the  bn>ker  borrows  to  make  delivery,  after  replacing  the  borrowed  shares. 

*!  In  the  case  of  the  short-sale  transaction  the  following  occurs : 

•*A  sells  to  H  ]<K)  shares  of  stock  which  is  evldence<l  by  memorandum  of 
sale.  I'nder  the  rules  i)f  th^  exchange  the  shares  have  to  be  delivered  and  paid 
for  the  day  following.  If  the  sale  is  a  short  sale  or  the  shares  are  not  on  hand 
for  delivery,  A  applies  to  (\  who  has  siich  shares  on  hand,  for  a  loan  of  them. 
C  being  willing  to  lend  them  delivers  to  A  a  certificate  for  100  shares  indorse<l 
in  blank  on  AV  agreement  to  redeliver  to  him  an  equivalent  number  of  shares 
on  demand  on  any  business  day  and  the  deiM»slt  by  A  with  C  of  the  market 
value  of  the  shares  as  security  for  their  return.  That  dei)oslt  remains  until 
the  shares  are  returne<l.  subje<*t  to  increase  from  day  to  day  if  the  market 
vftluo  of  the  shares  rises,  nnd  to  ilecrease  from  day  to  day  If  the  market  value 
of  the  shares  falls.  A  makes  his  delivery  under  his  transaction  with  B  by 
delivering  the  certlfirate  which  he  has  borrowe<l  fronj  C  for  that  puriwse, 
thereby  conii>lcting  the  transaction  between  A  and  B  on  whlMi  the  tax  Is  paid. 
When  A  desires  to  return  the  shares  which  he  has  borrowed,  A  goes  Into  the 
market  and  buys  100  shares  for  the  p»irpr)se  of  delivering  them  to  V,  and  on 
that  transact ic»n  the  tax  is  pnid.  These  .shares  .so  acquired  for  delivery  to 
C  he  delivers  to  <'  and  receives  the  amount  he  has  on  deposit  with  (\  It  la  a 
common  occurrence  that  ('  denian<ls  the  return  of  his  shares  in  which  event  A 
jsubstltut»»s  D  as  another  lender,  going  thnaigh  the  .same  process,  including  the 
deiw»slt  of  the  value  of  the  shares,  as  with  i\  thus  delivering  to  C  the  shares  he 
has  l»orrowed  from  I>  for  that  purpose*,  and  receiving  from  C  the  amount  on 
deiKisit  with  hlni  as  security  f<»r  such  return.  This  process  may  be  repeated 
many  times  In  respe<'t  of  the  same  short  sale. 

**The  stamp  tax  provlde«l  for  in  the  subdivision  above  quoted  of  course 
applies  to  the  sale  and  delivery  of  any  borrowed  shares  and  to  the  purchase  of 
nhares  for  the  purpose  of  returning  them  to  a  lender.     The  precise  question 
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upon  which  opinion  is  desired  iR  as  to  whether  the  stamp  tax  also  applies  to 
the  passing  from  tlie  lender  to  the  horrower  of  the  sliares  of  certificates  of 
stock  *  borrowed '  and  also  to  the  passing  from  the  borrower  to  the  lender  of 
shares  or  certificates  of  stock  *  returned.' " 

You  inclose  a  copy  of  an  opinion  rendered  you  by  the  Solicitor  of  Internal 
Revenue  to  the  effect  that  the  transfer  of  the  stock  from  the  lender  to  the 
borrower,  and  later  from  the  borrower  to  the  lender  in  fulfillment  of  the 
former's  obligation,  are  both  subject  to  the  tax.  With  this  conclusion  I  agree 
for  the  following  reasons: 

1.  The  act  by  its  express  terms,  it  will  be  observed,  covers  every  transfer 
of  the  legal  title  to  sliares  of  stock  with  certain  specific  exceptions  There  can 
certainly  be  no  doubt  that  there  is  a  transfer  of  the  legal  title  from  the  lender 
to  the  borrower  and  later  from  the  borrower  to  the  lender  under  the  circum- 
stances stated.  Shares  of  stock  are  fungible  things,  and  their  loan  with  an 
agreement  to  return  things  of  the  same  class  is  the  nmtuum  of  Honmn  law,  as 
to  which  no  one  can  doubt  that  title  passes  from  the  lender  to  the  b.orrower  and 
vice  versa.  (Jones  on  Pledges,  p.  64;  Story  on  Bailments  7th  ed.,  sees.  283. 
284;  Kent's  Commentaries,  12th  eil..  Vol.  II,  p.  573;  Hurd  r.  West,  7  Cowen 
(N.  Y.)  752,  756).  Even  if  the  article  be  mingled  with  others  of  the  same 
species  in  a  warehouse,  title  may  pass  to  the  warehouseman.  (Kent's  Com- 
mentaries, 12th  ed..  Vol.  II,  p.  590.  Justice  Himes'  note;  South  Australian 
Ins.  Co.  V,  Randell,  L.  R.,  3  Privy  Council  Appeals  101  ;  Unhilly  r.  Wilson,  3 
Dillon  420.)  Upon  the  same  principle  title  to  deposits  in  bank  passes  to  the 
banker.  (Foley  r.  Hill,  2  House  of  Lords,  Cas.  28.)  The  Supreme  Court  has 
had  occasion  to  pass  upon  this  characteristic  of  shares  of  stock  in  several 
cases.  (Richardson  i;.  Shaw,  209  V.  S.  3G5;  Sexton  r.  Kessler,  225  U.  S.  00: 
Gorman  r.  Llttlefield,  229  U.  S.  19 ;  National  (Mty  Bank  v.  Hotchkiss,  231  U.  S. 
50;  Duel  r.  Hollins,  241  V.  S.  523:  and  sw  as  to  bonds  Cnited  States  and  Mex. 
T.  Co.  V.  Kansas  City,  M.  &  ().  Ry.  (N).,  240  Fed.  505.)  In  (;orman  r.  Little- 
field,  the  court  held : 

*****  Tliat  a  certificate  for  the  same  number  of  shares  represeiitetl 
precisely  the  same  kind  and  value  of  pro|H»rty  as  another  certificate  for  a  like 
number  of  shares  in  the  same  conxiratinn ;  that  the  return  of  a  different  cer- 
tificate or  the  substitution  of  one  certificate  for  anotlier  made  no  material 
change  in  the  property  right  of  the  customer;  that  such  shares  were  unlike 
distinct  articles  of  personal  proj)erty,  diflering  In  kind  or  value,  as  a  hnrse, 
wagon,  or  harness,  ami  that  stock  has  no  earmark  which  distingui.shes  one 
share  from  another,  but  is  like  grain  of  a  uniform  (|u:iUty  in  ;iii  elevatnr  one 
bushel  being  of  tlie  same  kind  ami  value  as  another     ♦     *     *." 

The  effect  of  these  decisions  is  undoubtedly  that  even  in  the  case  of  a  bmker 
and  his  customer  the  legal  title  to  the  stock  Is,  not  nominally,  but  ivally  in 
the  broker,  if  the  ccmrse  <>f  business  .so  re<|uires,  althouirh  the  customer  may 
retain,  as  against  the  broker  and  his  trust(*e  In  bankruptcy,  an  etiuitable  t\)z\\\ 
in  rem  to  .stock  in  the  broker's  possession  of  the  sAme  s|H^'les  as  that  ilea  It  \u 
between  them. 

In  accordance  with  this  same  general  principle,  it  Is  s|KM'lfii':)lly  held  that 
a  loan  of  st(K-k  transfers  title  (f^vkers  r.  Allen.  7  Hill  (X.  V.)  497:  Barelay  r. 
Culver.  30  Hun  (N.  V.)  1;  Fosdick  r.  t;reeiie  27  Ohio  St.,  4S4.  Dos  Pi:.ssos  on 
Stoekbrokers.  2d.  p.  32J>.) 

2.  It  can  not  Ik*  said  that  the  borrower  is  a  mere  agent  IkMwivii  the  lender 
and  the  vende<>,  so  as  to  make  what  is  in  appenrsint'e  two  transartlous  in 
reality  only  one.  There  is  no  privity  betw«H»n  the  lender  and  the  vendit*.  The 
fonner  l<»oks  merely  to  the  liorrovuT  jiihI  assumes  no  relationship  further. 
There  are.  therefmv.  In  substance,  two  tranKaetions.  a  transfer  by  the  lentU«r 
to  the  bornuver.  and  a  transfer  b>  tlit*  latter  to  the  >eiidee,  aial  the  tax  mu*4 
be  paid  on  each.  The  c]ise.  in  (his  a^ie^'t  of  it,  is  governtMl  by  Muntclpaii 
Telegraph  iVc  Stork  Co.  r.  Ward,  133  Fed.  7i>,  ariinn.vl  l.Hs  Fe.l.  IIHUI.  uiid 
KIdridge  r.  Ward.  174  F«m1.  4<rj.  and  not  by  Fnitetl  States  r.  Clawson.  119  Kinl. 
JK)4:  MetroiNdltan  Sl«Mk  Kxchange  r.  tJlll.  \V^\  Fed.  545.  S.  i\  211  Fiil.  liN.  ni«,| 
lioanl  of  Trade  r.  liammiuid  Klevator  Co..  19,s  V.  S.  424. 

3.  -Vs  for  the  provis<»s  In  .subdivision  4,  they  should  re<vlve  a  fair  inter|»retn- 
tlon  in  coiint^'tion  with  the  whole,  but  tiiere  mu^t  be  dear  language  lK*f(tri*  || 
nui  I K»  assumed  that  exemptitai  fr<»m  taxation  was  IntendtMl.  ((%>niell  r. Co>ne, 
WZ  v.  S..  41S.  431  :  Ford  r.  Delta  A:  Tine  IjuuI  Co..  KM  \\  S..  Vii^  em\  CtMitriil 
Railroad  Ac  Hanking  Co.  r.  <;eorL'ia.  J>2  I  .  S.,  rm\  (574:  Halh»y  r.  Mag>vi(v.  'H 
Wall.,  2ir>,  22t*. )  The  first  provi^^o  deals  with  de|M»slts  of  stiM-k  us  eollaWttl 
se<*urity  for  a  loan,  antl  the  st*<*oiid  with  the  transfer  of  <t«M-k  lietwet*n  u  broker 
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and  hl8  customer,    lender  no  fair  interpretation  vun  either  be  held  to  cover  the 
limn  of  stock  under  the  clrcunistiinces  now  under  consideration. 

A  loan  of  stock  can  not  be  called  a  pled^^e  thereof  within  the  meaning  of  the 
first  proviso.  The  transaction  is,  iu  effect,  the  reverse  of  that  covered  by  the 
proviso.  In  the  latter  case  money  is  loaned  and  stock  Is  deinisited  as  collateral 
for  its  return.  In  the  case  now  in  question  stock  is  loane<l  and  money  is  de- 
posited as  collateral  for  its  return.  In  one  case  the  debt  is  money,  in  the  other 
stock.  (See  Dibble  r.  Rlchardxon,  171  N.  Y.,  131,  137.)  There  can,  of  course, 
be  no  doubt  that  the  legal  title  to  the  money  loaned  passes  in  a  real  sense  in 
the  case  covered  by  the  proviso,  and  for  the  same  reason  legal  title  to  the  stock 
loaned  In  the  present  case  passes  with  like  reality  to  the  borrower. 

As  to  the  second  proviso,  it  is  sufficient  to  say  that  the  relationship  between 
the  lender  and  the  borrower  in  the  present  case  is  not,  in  any  sense,  that  of  a 
broker  buying  and  selling  stocks  for  a  customer. 
Respectfully, 

John  W.  Davis, 
Acting  Attorney  Oencral. 

Mr.  Maloney.  If  this  tax  produced  quite  a  revenue,  of. course  you 
ought  to  continue  to  have  it.  As  a  matter  of  fact  it  does  not  produce 
any  revenue  at  all.  For  the  first  four  months  of  the  year  it  did,  be- 
cause we  were  not  aware  of  this  tax  during  the  months  of  December, 
January',  Februar\',  and  March,  and  the  Internal-Revenue  Depart- 
ment collected  ancl  made  it  retroactive  to  December  and  collected  a 
lump  sum  from  everybody  who  had  these  loans,  and  it  produced  quite 
n  revenue  for  four  months.  But  since  that  the  operation  of  it  has 
been  such  that  practically  there  is  no  revenue  now  being  derived  from 
this  tax  by  the  Government,  and  it  is  placing  a  hindrance  on  the 
operation  of  the  business  and  it  has  forced  borrowers  to  go  to  banks. 
There  does  not  seem  to  be  any  diflFerence,  in  mv  mind,  if  I  go  to  a 
man  and  say,  "  Have  you  go  a  hundred  shares  of  Union  Pacific  Rail- 
road stock  ?  "  and  he  savs,  "  Yes."  He  lets  me  have  it.  I  borrow  it. 
I  am  responsible  for  the  value  of  the  stock,  but  I  can  go  to  the  bank 
and  get  it  at  6  per  cent.  I  must  pay  him  not  only  the  prevailing  rate 
of  interest,  but  $4  as  well.  If  we  were  permitted  to  borrow  among 
ourselves,  among  the  men  who  are  members  of  the  stock  exchange  and 
who  have  capital  and  were  willing  to  loan  it,  it  would  relieve  the 
banks  of  an  embarrassing  situation  which  is  going  to  become  worse 
instead  of  better. 

All  trades  that  go  through  our  clearing  house,  according  to  the 
interpretation  of  tlio  Attorney  General,  are  taxable,  although  the 
same  operation  nia}'  go  through  a  bank  and  is  not. 

As  I  say,  if  it  wore  producing  a  great  amount  of  income  or  reve- 
nue to  the  (Joverniiient,  we  would  hesitate  very  much  about  coming 
here  and  asking  for  any  reduction  in  the  tax,  but  we  know  from  our 
own  experience  in  the  business  that  it  does  not  produce  anything.  I 
doubt  if  it  runs  up  into  six  figures  for  the  entire  year. 

We  feel  that  we  are  not  asking  to  deprive  the  (loveinniont  of  any 
tax  which  they  ever  expect  to  collect. 

I  will  file  this  brief  with  you,  Mr.  Chainnan,  and  T  might  also 
say,  in  closing,  that  I  have  a  telegram  from  a  member  of  the  Boston 
exchange  which  says  he  was  unable  to  get  here,  but  is  "  in  hearty  sym- 
pathy with  your  contention." 

Senator  Thomas.  Mr.  Maloney,  I  presuuie  you  speak  for  all  the 
exchanges? 

Mr.  MAiiONEY.  I  do  not  speak  for  the  New  York  Stock  Exchange. 
but,  indirectly,  for  the  business  in  general. 
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There  was  another  matter  that  I  wanted  to  bring  up  before  this 
committee,  but  I  was  unable  to  secure  the  exact  information  from 
the  Internal-Revenue  Department.  Judge  Graham  informs  me  that 
most  likely  they  would  have  it  in  a  day  or  so — - 

Senator  Thomas.  We  will  probably  extend  these  hearings  for  sev- 
eral days. 

Mr.  Maloney.  It  is  in  reference  to  the  question  of  this  tax  on  the 
transfer  of  stocks.  As  it  is  to-day,  the  Government  will  most  likely 
get  a  little  over  $5,000,000  out  of  it.  Six  or  seven  hundred  men  pay 
50  per  cent  of  that  tax — over  $2,000,000 — which  is  an  average  of  about 
$8,000  a  year  tax.  That  is  not  a  tax  on  their,  profits;  it  is  a  tax  on 
their  losses  as  well,  and  we  had  a  suggestion  which  we  wanted  to 
offer 

Senator  Thomas.  You  can  offer  that  when  you  get  your  further 
information. 

Senator  Penrose.  Would  you  like  another  hearing? 

Mr.  Maixjney.  Yes,  sir. 

Senator  Penrose.  You  can  get  it  whenever  you  want. 

Senator  Nugent.  Do  I  understand  you  to  say  that  the  revenue 
derived  by  the  Government  would  run  into  six  figures? 

Mr.  Maloney.  I  doubt  if  it  will.  As  a  matter  of  fact,  Senator,  the 
form  with  which  the  Internal  Revenue  Department  supplied  us 

Senator  Nugent.  What  do  you  mean  by  six  figures  ? 

Mr.  Maloney.  A  hundred  thousand  dollars;  but  I  doubt  if  it 
would  be  $50,000,  because  that  is  practically  eliminated  entirely.  The 
Government  will  not  lose  anything ;  otherwise  we  would  not  be  here. 

(Mr.  Maloney  thereupon  submitted  a  brief,  which  is  here  printed 
in  full,  as  follows:) 

Consolidated  Stock  Exchange  of  Ne\v  York, 

Presidents  Office,  Septemher  11,  1918. 

To  Committee  on  Finance,  United  States  Senate: 

Section  1107,  schedule  A.,  paragraph  4  (pp.  164-165)  of  the  proposed  revenue 
law,  has  been  interpreted  by  the  Attorney  General,  in  an  opinion  to  the  Com- 
missioner  of  Internal  Revenue,  to  hold  that  loans  on  borrowed  stock  and  return 
loans  are  taxable  the  same  as  sales  of  stock. 

We  ^re  of  the  opinion  that  it  was  not  the  intention  of  Congress  to  impose 
this  tax  nor  did  the  Internal  Revenue  Department  expect  to  collect  such  a  tax, 
for  the  following  reasons: 

First.  When  this  act  became  effective,  December  1,  1917,  the  Internal  Revenue 
Department  issued  instructions  and  had  printed  forms  prepared  which  were  dis- 
tributed to  those  engaged  as  dealers  in  securities  and  no, mention  was  made  of 
nor  any  attempt  made  to  collect  this  tax.  The  matter  came  to  the  attention 
of  the  department  and  an  opinion  was  rendered  by  the  Attorney  Geueral,  March 
23,  1918.  holding  that  stocks  borrowed,  loaned  and  returned,  were,  taxable.  We 
call  your  attention  to  the  fact  that  almost  four  months  elapsed  before  any 
attempt  was  made  to  collect  this  tax. 

Second.  This  section  was  based  on  the  New  York  statute,'  which  does  not 
impose  this  tax. 

The  borrowing  and  loaning  of  stock  is  necessary  In  connection  with  shares 
sold  but  not  on  hand  for  immediate  delivery,  an  instance  of  which  is  the  shares 
being  in  transit  from  abroad  or  the  West  or  from  some  distant  point.  It  also 
frequently  happens  that  a  broker  may  sell  shares  for  an  estate  and  that  certain 
pap(»rs  are  required  to  insure  valid  title  to  the  stock  or  that  the  transfer  books 
are  closed.  The  stock  being  sold,  the  broker  must  borrow  the  stock  to  make 
delivery.  The  actual  operation  of  the  tax  on  stocks  loaned  or  borrowed  is  as 
follows : 

A  client  living  in  San  Francisco  wires  his  broker  in  New  York  to  sell  100 
shares  of  Erie  Railroad  common  stock  at  $15  a  share  and  notifies  him  that  he 
will  mail  the  certificate.    The  customer  pays  $2  tax  on  sale.    The  broker  must 
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borrow  the  stock  to  make  delivery  to  the  purchaser.  .  The  loaner  calls  the  stock 
back  the  next  day.  The  customer  pays  a  $2  tax  on  the  loan  and  $2  additional 
when  the  stock  is  returned^4  in  all.  This  operation  continues  for  a  period 
of  six  days,  until  the  certificate  is  received  from  San  Francisco.  Instead  of  $2 
tax  on  the  sale  of  100  shares,  as  the  law  directs,  he  wuold  pay  $22. 

Another  illustration  is  a  broker  having  a  loan  with  a  bank,  the  collateral  of 
which  is  made  up  of  industrial  and  railroad  stocks.  A  certain  proportion  of 
railroad  stocks  and  all  100-share  lots  secures  a  lower  Interest  rate  on  the  entire 
loan.  Part  of  this  required  minimuml  of  railroad  stocks  is  100  shares  of  Erie. 
If  50  shares  is  sold  on  order,  the  broker  is  unable  to  withdraw  50  shares  from 
his  loan^  so  must  borrow  this  50  shares  sold  until  his  client  sells  the  other  50 
shares,  and,  under  the  opinion  of  the  Attorney  General,  is  required  to  pay  a 
tax  on  the  borrowed  and  returned  stock  for  an  indefinite  period,  not  a  tax  at 
rate  of  $2  per  100  shares  on  the  sale  as  the  law  requires,  but  a  much  larger 
sum,  the  tax  being  equivalent  to  96  per  cent  for  one  day  in  the  case  of  Erie,  64 
per  cent  in  the  case  of  Missouri  Pacific,  etc.  Such  cases,  called  borrowing  and 
loaning  of  stocks,  are  in  reality  the  exact  opposite.  It  is  the  money  that  is 
borrowed  and  loaned.  The  average  price  of  all  stock  listed  on  the  exchange 
to-day  is  about  $60  per  share.  At  the  prevailing  money  rate  of  6  per  cent,  the 
tax  on  loans  is  equivalent  to  24  per  cent  a  day. 

Another  illustration :  A  broker  received  an  order  a  minute  before  the  close  of 
the  market  to  sell  100  shares  of  stock  and,  physically  unable  to  call  the  100 
shares  from  a  broker,  he  may  have  it  loaned  to,  before  the  close,  he  must  bor- 
row the  stock  for  one  day  and  thereby  pay  a  tax  of  $4,  making  the  tax  on  the 
sale  of  100  shares  of  stock  $6,  instead  of  $2,  as  required  by  law. 

This  tax  prevents  carrying  of  stocks  by  those  with  spare  capital  for  others 
who  are  willing  to  lend  them  and  requires  the  borrowing  of  money  from  banks, 
thereby  placing  an  unnecessary  demand  on  the  money  market. 

There  has  been  some  doubt  in  the  minds  of  those  engaged  in  this  occupation 
as  to  the  correctness  of  the  Attoney  General's  opinion,  but  to  test  the  question 
in  court  has  been  considered  unpatriotic  and  we  have  shouldered  the  tax  with 
the  idea  In  mind  that,  in  the  bill  to  be  adopted  this  year,  Congress  would  clearly 
exempt  borrowed  and  loaned  stock  from  the  tax.  We  do  not  ask  remission  of 
any  tax  producing  any  material  revenue  nor  the  annual  tax  on  brokers.  We 
do  ask  for  a  removal  of  the  existing  uncertainty  under  which  a  ruling  has  been 
made  bringing  in  very  little  revenue  at  the  expense  of  great  inconvenience  and 
hardship  in  our  daily  transactions  and  one  which  we  believe  was  not  the  inten- 
tion of  Congress  to  impose.  We  respectfully  would  suggest  that  the  New  York 
statute  be  followed  in  this  respect,  so  that  section  1107,  schedue  A,  paragraph 
4,  include  clearly  in  the  exemption  "  nor  upon  mere  loans  of  stock  and  the 
return  thereof,"  read  as  follows: 

"Capital  stock,  sales  or  transfers:  On  all  sales,  or  agreements  to  sell,  or 
memoranda  of  sales  or  deliveries  of,  or  transfers  of  legal  title  to  shares  or 
certificates  of  stock  or  of  profits  or  of  interest  in  property  or  accumulation  in 
any  corporation,  or  to  rights  to  subscribe  for  or  to  receive  such  shares  or  certifi- 
cates, whether  made  upon  oi  shown  by  the  books  of  the  crporation,  or  by  any 
assignment  in  blank,  or  by  any  delivery,  or  by  any  paper  or  agreement  or 
memorandum  or  other  evidence  of  transfer  or  sale,  whether  entitling  the  holder 
In  any  manner  to  the  benefit  of  such  stock,  interest,  or  rights,  or  not,  on  each 
$100  of  face  value  or  fraction  thereof,  2  cents,  and  where  such  shares  are  with- 
out par  or  face  value,  the  tax  shall  be  2  cents  on  the  transfer  or  sale  or  agree- 
ment to  sell  on  each  share,  unless  the  actual  value  thereof  is  in  excess  of  $100 
I)er  share,  in  which  case  the  tax  shall  be  2  cents  on  each  $100  of  actual  value  or 
fraction  thereof :  Provided,  That  it  is  not  intended  by  this  title  to  impose  a  tax 
upon  an  agreement  evidencing  a  deposit  of  certificates  as  collateral  security  for 
money  loaned  thereon,  which  certificates  are  not  actually  sold,  nor  upon  the 
delivery  or  transfer  for  such  purpose  of  certificates  so  deposited  nor  upon  mere 
loans  of  stock  or  the  return  thereof :  Provided  further.  That  the  tax  shall  not 
be  imposed  upon  deliveries  or  transfers  to  a  broker  for  sale,  nor  upon  deliv- 
eries or  transfers  by  a  broker  to  a  customer  for  whom  and  upon  whose  order 
he  has  purchased  same,  but  such  deliveries  or  transfers  shall  be  accompanied 
by  a  certificate  setting  forth  the  facts,  etc.,-  etc." 

Respectfully  submitted. 

J.  W.  B.  Maloney, 
R.  Tracy  Falk, 
L.  B.  Wilson, 
Cormnittee  Representing  the  Consolidated  Stock  Exchange  of  New  York, 
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A  PLEDGE. 
[The  Wall  Street  Journal,  Monday  evening.  Apr.  15,  1918.] 

To  sustain  the  ruling  of  the  Attorney  General's  department  on  taxing  short 
sales,  the  distinction  between  a  loan  and  an  actual  sale  must  be  obliterated, 

A  baker's  dozen  of  cases  were  cited  as  to  the  "fungible"  (fusible)  nature  of 
securities,  which,  like  grain,  need  not  be  returned  specifically  by  the  pledgee  so 
long  as  he  delivers  out  of  the  whole  outsttinding  issue  of  the  particular  stock 
or  bonds  the  amount  in  nominal  value  called  for.  Banking  and  brokerage  usage 
in  this  respect  have  been  upheld  by  the  courts  for  over  50  years.  The  especial 
use  to  which  the  pledged  security  may  be  put  has  not  been  singled  out  by  the 
courts,  nor  is  it  specified  in  the  law  of  1917  or  any  other  law. 

It  w^as  for  this  reason,  and  in  accord  with  the  authorities  relied  on  by  the 
department,  that  "  a  deposit  of  stock  certificates  as  collateral "  was  expressly 
excepted  from  the  1917  law,  and  not  embraced  within  any  prior  law,  Federal 
or  State.  Therefore,  to  rely  on  these  cases  for  the  eagerly  sought  conclusion 
was  to  give  them  an  Interpretation  making  the  exception  of  loan  pledges  from 
the  law  wholly  meaningless  and  absurd. 

As  claimed  by  the  department,  a  lender  of  stock  for  delivery  by  the  borrower 
under  contract  of  sale  to  a  third  party  is  not  under  contractual  relation,  or 
'*  privity,"  with  them  In  the  transaction.  His  contract  is  strictly  one  of  loan. 
and  of  loan  with  the  iwrrower  only. 

There  is  no  just  or  essential  distinction  between  a  loan  of  money  with  "  a 
deposit  of  stock  certificates  as  collateral "  and  a  loan  of  stock  and  a  deposit  of 
money  as  collateral  for  its  return.  This  is  not,  as  the  opinion  misconceives,  the 
statement  of  a  reverse  result  but  a  reverse  statement  in  words  of  the  same 
result.  In  each  case  one  party  wants  the  use  of  money  and  the  other  the  use 
of  stock.    In  each  case  one  owes  stock  and  the  other  owes  money. 

If  the  gratuitous  distinction  is  warranteil,  it  makes  the  principle  of  **mu- 
tuum,"  or  loan  excliange,  identical  with  sale.  To  clear  the  grain  of  several 
owners  from  one  elevator,  for  convenience,  Into  the  vessel  of  a  purchaser  who 
has  not  bought  from  any  of  them  would  be  a  sale.  To  justify  the  banker's  use 
of  current  deposits,  the  .fiction  of  sale  would  be  indulged.  So  far  afield,  it  Is  no 
wonder  the  opinion  in  fact  cites  a  case  of  bank  deposits  as  an  illustration  of  Its 
theory  of  sale  fiction. 

Senator  Thomas.  The  coniniittee  will  take  a  recess  until  3  o^clock, 
and  then  meet  at  the  rooms  of  the  Finance  Committee  in  the  Capitol 
building. 

Senator  Penrose.  I  would  suggest  in  the  presence  of  the  witnesses 
that  that  meeting  is  primarily  to  hear  some  theatrical  people. 

Senator  Thoj^ias.  We  take  a  recess  until  that  time  in  order  to  ac- 
commodate some  theatrical  people  who  are  here  from  Xew  York  and 
want  to  get  back. 

Senator  Penrose.  The  others  will  get  a  fuller  hearing  if  they  will 
wait  until  to-morrow. 

Mr.  Callbreath.  May  I  add  that  the  mining  people  indorse  fully 
the  wording  of  the  declaration  clause  of  the  present  House  bilL 

Senator  Thomas.  Certainly. 

Mr.  Callbreath.  I  would  like  to  have  that  appear  in  the  record. 

( A\niereupon,  at  1*2.15  o'clock  p.  m.,  u  recess  was  taken  until  8 
o'clock  p.  m.) 

Ai-^TER    RECESS. 

The  comniitt<»e  !va-s4*nibh»d  at  '*)  o'clock  p.  m.  purMiant  to  tnkiii|r  «»f 

The  Chairman.  The  committee  will  be  in  order.  We  will  now  hc«i 
Mr.  Ligon  Johnson.    Will  you  procecHl,  Mr.  Johnson^ 
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STATEMENT  OF  UOON  JOHNSON,  ESQ.,  QENEBAL  COTTNSEL,  REP- 
RESENTING  THE  ITNITED  THEATRICAL  MANAGERS'  PROTEC- 
TIVE  ASSOCIATION. 

Mr.  Johnson.  Mr.  Chairman,  I  represent  the  United  Theatrical 
Managers'  Protective  Association.  This  association  embraces  every 
theater  of  any  importance  in  the  United  States,  covering  the  country 
from  Maine  to  California,  from  the  Great  Lakes  to  the  Gulf,  and 
also  includes  all  producing  managers  whose  attraction  play  in  these 
houses. 

As  a  matter  of  fact,  Mr.  Chairman,  and  gentlemen,  we  have  repre- 
sentatives here  with  us  from  each  of  the  important  theatrical  and 
amusement  enterprises  in  America*  Mr.  Marc  Klaw,  of  Klaw  A 
Erlanger,  Mr.  Lee  Shubert  of  the  Shubert  interests,  Mr.  E.  F.  Al- 
bee,  01  the  vaudeville  interests,  Mr.  Savage,  representing  the  produc- 
ing managers  generally ;  Mr.  Winthrop  Ames,  of  the  overseas  work, 
and  others,  and  not  only  have  we  a  representative  of  every  other 
theatrical  interest  but  also  every  branch  of  organized  labor  employed 
in  theatrical  enterprises,  including  stage  hands,  musicians,  general 
employees  in  theaters,  theatrical  shop  workers,  and  so  on.  We  know 
that  your  time  is  limited  and  we  do  not  expect  you  gentlemen  to  hear 
from  all  of  them. 

The  Chairman.  You  understand  that  you  have  a  right  to  submit 
briefs. 

Mr.  Johnson.  Yes. 

The  Chairman.  Will  you  divide  up  the  time  among  these  gentle- 
men? 

Mr.  Johnson.  I  will  ask  the  committee  first  to  hear  from  Mr.  Marc 
Klaw,  president  of  the  Managers'  Association. 

The  Chairman.  Will  you  please  state  to  the  stenographer  your 
name  and  address? 

STATEMENT  OF  MB.  MABC  KLAW. 

Mr.  Klaw.  Marc  Klaw :  New  York  City.  I  am  not  going  to  make 
a  set  speech  to  voii.  I  saw  what  you  are  up  against  this  morning,  and 
I  am  going  to  be  as  brief  as  I  can. 

It  is  nither  unusual  for  a  theatrical  delegation  of  any  kind  to  ask 
anything.  Our  whole  training  in  times  of  stress  and  trouble  has  been 
to  give.  I  think  you  gentlemen,  if  you  would  look  over  the  minutes 
of  the  hearing  of  a  year  ago,  would  probably  find  that  there  was  no 
e-ffort  made  by  the  theatrical  people  to  lessen  any  tax,  and  there  was 
no  protest  entered  at  that  time,  because  we  felt  that  the  burden  was 
here,  and  it  was  our  burden  and  our  duty  to  stand  it  as  far  as  we 
could. 

Senator  Thomas.  Do  vou  mean  bv  that,  that  vou  had  no  delegation 
here  asking  for  reduction  of  the  tax  ? 

Mr.  Klaav.  Yes,  sir :  I  was  here,  but  I  made  no  request  for  a  leSvSen- 
ing  of  the  tax. 

Senator  Thomas.  I  have  a  very  lively  recollection  that  there  was  a 
request  made  of  that  kind. 

Mr.  Kij\w.  Yes,  sir;  I  understand  the  motion  picture  men  were 
here  at  one  time  and  requested  to  be  exempted ;  but  we  made  no  such 
roque.st.    At  the  time  T  was  here  the  only  thing  I  asked  of  Senator 
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Simmons  was  to  have  it  clearly  defined  as  to  how  the  tax  was  to  be 
collected^  because  I  saw  a  great  deal  of  trouble  ahead  at  that  time; 
and  I  think  I  suggested  that  a  stamp  tax  would  have  been  the  easiest 
way  to  get  the  money,  and  the  most  economical  of  collection. 

But  when  you  come  to  doubling  the  tax,  gentlemen,  we  are  all  very 
apprehensive  after  what  happened  last  year  in  the  first  eight  weeks* 
that  you  will  legislate  at  least  a  certain  proportion  of  the  smaller 
managers  out  of  existence.  The  public  showed  then  that  it  did  not 
like  to  pay  ten  per  cent.  It  is  all  very  well  to  say  that  thejr  will  pay 
any  price  for  a  good  thing  in  New  York,  but  iNew  York  is  not  the 
nation,  and  we  found  in  going  throu^out  the  country  that  therQ 
was  a  great  deal  of  objection  to  it.  However,  we  got  the  public 
finally,  after  eight  weeks — ^which',  mind  you,  is  twenty-five  per  cent  of 
A  theatrical  season — ^where  they  paid  it.  But  the  business  ot  the 
theaters  suffered  just  about  in  proportion  to  that  tax. 

When  the  season  was  over  we  felt  that  we  had  given  one  perform- 
ance out  of  ten  to  the  Government. 

The  Chairman.  Can  you  furnish  the  committee  with  any  statistics 
showing  the  extent  of  the  falling  off  of  the  patronage  of  your  estab- 
lishments? 

Mr.  Klaw.  The  theatrical  concerns  of  the  country  ? 

The  Chairman.  Yes. 

Mr.  Klaw.  I  think  I  could ;  yes,  sir. 

The  Chairman.  We  would  be  glad*  to  have  that. 

Mr.  Klaw.  All  right,  sir ;  I  will  send  that  on. 

Senator  Penrose.  Roughly  speaking,  what  percentage  was  it,  do 
you  think? 

Mr.  Klaw.  I  understand  it  was  about  10  per  cent.  I  understand 
that  the  New  York  Hippodrome  looked  into  it  and  found  out  that  it 
was  just  about  that.  My  idea  was  that  the  average  man  had  just 
about  so  much  for  amusements,  and  that  was  about  as  far  as  he  coukl 
ffo.  This  report  shows  that  about  fifty  million  dollars  was  collected 
last  year,  which  would  show  that  the  per  capita  expenditure  was 
about  five  dollars. 

The  Chairman.  Do  you  not  think  that  in  a  great  many  sections  of 
the  country,  especially  where  these  war  industries  are  located,  the 
average  man  has  a  good  deal  more  to  spend  for  amusements  now 
than  he  ever  had  before  ? 

Mr.  Klaw\  We  have  not  found  it  so.  We  have  found  that  the 
theater  has  been  hit  in  many  ways.  I  am  glad  you  opened  that  sub- 
ject. In  the  first  plaec,  in  England  and  France  the  theater  has  been 
helped.  There  are  constantly  a  great  many  men  at  home  on  fur- 
lough. I  understand  that  in  London  alone  the  home  rest  and  fur- 
lough men  average  about  seventy-five  thousand  all  the  time,  and  the 
theaters  are  full  with  that  land  of  patronage.  We  do  not  have  that. 
Our  men,  unfortunately,  go  across  the  seas  and  they  stay  there  until 
they  come  home — for  good,  we  hope.  The  result  of  that  is  that  we 
do  not  benefit  by  that  kind  of  patronage  at  all. 

In  addition  to  that,  I  want  you  gentlemen  to  keep  in  mind  the 
self-imposed  tax  that  the  theater  has  put  upon  itself  m  many  ways. 
I  happened  to  be  interested  in  an  entertainment  that  went  out  this 
spring  that  handed  over  to  the  Red  Cross  over  $700,000  as  a  result  of 
its  performances.  That  was  the  production  of  "  Out  there;"  which 
you  may  have  seen  here  in  Washington. 
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I  was  at  a  dinner  last  night  of  25  managers  called  together  by 
George  M.  Cohan  and  Mr.  Aines,  who  is  preseilt  here,  who  has  charge 
of  the  overseas  entertainment.  Oen.  Pershing  has  intimated  that 
those  boys  there  need  more  entertainment.  There  is  no  provision  for 
it,  and  no  appropriation,  and  I  hardly  think  thre  will  be  any.  The 
theatrical  men  night  before  last  at  that  dinner — and  there  were  not 
many  men  who  are  well-to-do  there — ^pledged  themselves  somehow  to 
raise  the  money  necessary  to  send  the  additional  imits  that  are  needed 
over  there,  and  each  individual  got  on  his  feet  and  pledged  himself  to 
send  at  least  one  unit,  which  means  from  four  to  six  artists,  to  go  over 
there  and  entertain  those  boys  back  of  the  fighting  lines  and  in  their 
rest  places.  Now,  that  is  taking  it  directly  out  of  our  own  pockets, 
besides  disrupting  many  theatrical  organizations,  because  we  also 
pledged  ourselves  to  stand  in  the  way  of  no  artist  who  wanted  to  go 
over  there,  but  we  would  release  them  from  their  contracts ;  we  would 
go  further  than  that  and  extend  the  time  when  they  returned. 

In  addition  to  this  we  are  constantly  giving  these  free  entertain- 
ments. We  are  giving  these  entertainments  in  the  camps;  because 
you  know,  while  there  was  an  appropriation  to  build  the  theaters, 
there  was  no  appropriation  made  to  furnish  entertainments.  I  was 
at  the  head  of  the  military  entertainment  service  at  the  time  that 
was  inaugurated.  I  do  not  want  to  become  personal,  but  I  am  the 
inventor  of  the  smileage  book,  and  I  do  not  mind  telling  you  that 
when  that  was  started,  I  advanced  the  monev  for  the  first  one  hun- 
dred  thousand  of  those  out  of  my  own  pocket,  to  have  them  printed. 

The  profession  is  willing  to  go  just  as  far  as  you  will  permit  it; 
but  do  not  make  it  impossible  for  us  to  do  the  big  thin^  and  the  fine 
things  we  would  like  to  do.  We  feel  that  for  the  first  time  in  the  his- 
torv  of  this  countrj'  the  theatrical  profession  has  had  a  national  recog- 
nition. Strange  as  it  may  seem  to  you,  this  is  the  last  country  of  the 
civilized  countries  that  has  given  it  that  recognition.  It  has  been 
recognized  as  an  institution  in  foreign  countries  for  many  years.  In 
England  its  menibei-s  have  been  knighted,  and  honored  in  many 
ways.  Until  quite  recently  the  theater  has  been  tolerated  in  this 
coimtry  rather  than  encouraged.  It  has  found  its  opportunity 
now,  and  I  have  never  seen  in  any  branch  of  industry  or  any  pro- 
fession anything  like  the  willingness  to  take  hold.  We  send  men  in 
all  directions.  Every  time  we  send  a  man  to  a  camp  we  set  up  an 
opposition  to  ourselves.  If  we  send  a  company  to  Camp  Gordon, 
which  is  near  Atlanta,  and  give  a  performance  for  25  cents,  you 
know  the  big  percentage  of  people  are  not  going  to  see  that  show 
at  Atlanta  at  $1  or  a  $1.50. 

Senator  Smoot.  May  I  ask  you  a  question  there? 

Mr.  Klaw.  Yes,  sir. 

Senator  Smoot.  Is  there  any  way  of  differentiating  the  class  of 
entertainments  you  speak  of  now  and  the  class  of  entertainments 
that  does  no  public  entertaining,  and  that  is  in  business  just  for  the 
amount  of  money  that  can  be  made  out  of  it  ? 

Mr.  Klaw.  It  is  very  difficult,  because  I  believe  nearly  every 
branch  of  amusoinent  has  been  contributing;  but  none  of  them  has 
had  the  opportunity  to  do  or  has  done  as  much  of  it  as  we  have  in 
what  we  call  the  spoken  drama.  We  have  got  to  do  it.  The  spoken 
drama,  which  after  all  you  must  preserve,  is  the  reservoir  of  all 
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these  dramas.  There  would  be  no  motion  pictures  without  the 
spoken  play,  and  yet  \^e  have  become  the  by-product — or  rather,  say, 
the  by-product  have  eaten  us  up.  They  are  making  more  money 
than  the  original  manufacturers.  We  are  having  a  prettj-  hard  time 
to  get  along. 

You  never  hear  of  a  theatrical  company  or  theater  having  a 
strike.  You  have  heard  Mr.  Johnson  say  that  we  are  backed  up  by 
the  musicians  and  the  theatrical  mechanics.  We  have  raised  the  pay 
of  these  men  this  year  as  fast  as  we  can  and  as  high  as  we  could,  but 
we  can  not  pass  that  up  to  the  public.  .We  are  one  class  that  can  not 
make  the  public  pay  it.  Tlie  tendency  of  the  theater  has  been  on 
the  contrary  in  past  years  to  lower  prices. 

Your  bill  is  so  framed  that  if  we  wanted  to  say  tomorrow,  '*  We 
want  to  include  the  war  tax  in  the  admission  and  charge  $2.25,"  it  can 
not  be  done,  because  the  war  tax  then  would  autonuiticallv  become  n 
part  of  the  admission  and  the  tax  would  be  charged  upon  the  two 
dollars  and  a  quarter,  and  it  would  be  twenty-two  and  a  half  cents 
instead  of  20  cents.  I  had  that  up  with  Secretary  McAdoo  when  the 
tax  was  proposed.  The  tax  must  be  paid  on  the  increased  rates. 
I  understand  that  it  was  framed  in  that  way  because  you  have  no 
other  safe  way  of  collecting  it.  I  have  always  felt  that  a  flat  tax  would 
have  yielded  more  revenue.  If  we  had  a  gra<huited  tax  as  we  go  up 
the  line,  with  a  maximum  of,  say,  25  cents,  we  could  say  to  the  public, 
*'  Here  is  a  $2  ti:  ket,"  and  we  could  pay  the  tax  ourselves,  and  so  long 
as  the  Government  got  25  cents  on  every  ticket  of  $2  and  over  1  be- 
lieve that  we  would  sell  more  tickets  and  you  woukl  get  more  revenue* 

Senator  Thomas.  Is  it  a  fact  that  some  theaters  have  not  onlv 
added  the  war  tax  to  their  prices  of  admission,  but  have  increased 
those  prices  also? 

Mr.  Klaw,  I  do  not  know  of  any  theaters,  in  what  I  call  the  legiti> 
mate  line,  that  have  done  so.  I  believe  some  of  the  motion  jiicture 
theaters  have  done  so. 

Senator  Thomas.  Is  Keith's  a  legitimate  line  theater? 

Mr.  Klaw.  I  would  call  that  vaudeville. 

Senator  Thomas.  I  am  told  that  they  have  done  it  in  this  tow*n 
and  in  other  places;  that  thev  have  taken  advantage  of  tlio  tax  and 
added  not  only  the  rax  but  added  to  the  price  of  the  ticket. 

Mr.  Klaw.  Keith's  is  a  very  mu:h  cheaper  hoiiM*  than  the  legiti- 
mate. 

Senator  Thomas.  It  wa.s. 

Mr.  Klaw.  I  do  not  know  what  their  prices  are.  But  do  not  forget 
when  you  speak  of  Washington  and  New  York — I  do  not  know  that 
I  need  go  any  further  than  that — ^those  two  citit*s  are  exceptional, 
just  now,  because  of  the  immenst»  population  that  is  drawn  to  them. 
Vou  find  the  result  in  your  hotels  and  everywhere  else. 

Senator  Thomas.  Yes.  I  was  told  by  one  man  about  being  charged 
an  increase<l  price  at  that  theater. 

Mr.  Klaw.  I  know  we  have  the  tendency  with  us  to  lower  pri^'iv. 
In  New  York  City  the  prices  go  up,  but  in  New  York  we  are  ciirsed 
with  the  middleman,  the  speculator,  which  makes  it  impossible  to  |^ 
the  price  down:  and  I  wish  to  heavens  you  had  made  \U  in  framing 
your  bill.  >o  that  any  man  that  buy*<  a  ticket  outside  of  a  ticket  officii 
won  hi  be  taxed  KK)  per  cent. 
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Senatcir  McCumber.  I  thiiik  we  .an  accoiumodate  yoii. 

Mr.  Ku\w.  I  wish  you  would.  I  have  gone  before  the  Board  of 
Aldermen,  and  have  failed  in' it.  I  went  before  the  L^islature  in 
Albany  with  a  bill  that  the  Bar  Association  of  New  York  said  would 
hold  water  and  was  constitutional,  and  I  was  met  there  by  a  great 
array  of  counsel  representing  hotel  owners^  who  knew  that  if  that 
thing  was  done,  these  news  stands  in  the  hotels  could  not  charge  tliese 
fancy  rentals;  because  they  do  not  make  $10,000  a  year  selling  news- 
papers.   We  are  helpless  about  that 

Mr.  Johnson.  There  was  an  amendment  like  that,  and  it  was 
stricken  out  in  conference  of  the  two  houses. 

Senator  Thomas.  We  can  not  take  into  consideration,  in  a  bill  like 
this,  those  peculiar  things  that  differentiate  Washington  from  New 
York,  and  we  have  to  legislate  generally.  A  friend  of  mine  tells  me 
that  he  went  to  Keith  s  a  while  ago,  and  he  paid  $3.30  for  two 
tickets — that  is,  a  dollar  and  half  each  and  30  cents  war  tax.  Before 
we  passed  this  bill  the  admission  was  about  50  cents,  was  it  not! 

Mr.  Kijvw.  That  may  be  true;  but  I  will  venture  to  saj-  that  tl>e 
expenses  of  Keith's  and  any  other  theater  have  gone  up  70  per  cent 
in  the  last  three  years. 

Senator  Thomas.  They  have  gone  up  some,  but  not  enough  to 
justify  such  public  robbery  as  that. 

Mr.  Klaw.  I  am  not  willing  to  admit  that  it  is  robbery,  although 
we  do  not  do  it.  My  personal  experience  is  that  our  expenses  have 
nearly  doubled  in  the  last  three  or  four  years.  It  began  just  before 
war  was  declared,  and  the  tendency  all  tne  way  through  was  to  keeg 
the  prices  where  they  were.  You  may  say  that  you  can  get  $< 
for  a  good  show,  and  I  will  admit  it;  but  you  will  not  get  it  for 
enough  tickets  to  yield  the  additional  revenue  that  you  gentlemen 
are  after  and  that  we  all  hope  that  you  will  get.  I  remember  Joe 
Jefferson  said  to  me  some  years  ago  that  he  always  liked  to  go 
through  the  countiy  in  times  of  panic  and  in  bad  times,  because  then 
everybody  concentrated  on  a  few  shows.  Concentrating  on  a  few 
shows  will  not  answer  your  purpose.  If  you  want  to  collect  the  addi- 
tional revenue  which  you  need,  you  need  more  admissions  instead  of 
less.  If  you  drive  the  people  away  from  $2  theaters  and  make  them 
depend  entirely  upon  the  cheaper  priced  theaters,  you  will  not  get  as 

much  monev.  ♦ 

Senator  I^enrose.  Do  you  think  that  a  possible  outcome  of  this 
increased  price  might  be  a  less  revenue? 

Mr.  KttAW.  Yes,  sir,  it  will  result  in  less  revenue,  because  I  am 
confident  that  there  will  be  less  companies.  They  can  not  exist. 
Gentlemen,  I  would  not  make  such  a  statement  as  tliat  in  a  company 
like  this  if  I  did  not  honestly  believe  what  I  was  saying,  because  after 
all,  you  are  only  asking  us  to  be  the  collectors  for  you,  to  be  the  col- 
lectors from  the  public,  and  if  we  believed  we  could  get  it  for  you, 
we  would  not  hesitate  for  a  moment  to  try  to  do  so. 

You  know  in  Canada  after  three  years  of  war  they  have  no  such 
tax  as  this  of  ours,  and  in  France  some  theaters  are  subsidized.  In 
Germany  nearly  all  of  them  are  subsidized,  because  they  felt  that 
they  wanted  to  keep  the  theaters  open.  I  feel  that  the  theater  has 
bea>me  an  arm  of  this  Government  in  the  last  eighteen  months. 
We  set  aside  everything  else  and  we  open  our  doors  for  thrift  stamps, 
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for  everything  they  ask  of  us.  That  has  lessened  patronage  for  us,  I 
have  heard  a  man  say,  "  I  do  not  want,  to  go  to  the  theater  any  more^ 
because,  in  addition  to  sitting  there,  I  am  always  boned  to  buy  some- 
thing." We  are  willing  to  ^°bone  "  them  for  you.  We  feel  that  we 
should  do  it,  and  that  we  are  in  this  hour  public  institutions ;  but  we 
are  giving  away  a  great  deal.  The  income-tax  reports  are  accessible 
to  you,  and  you  can  see  what  the  theater  managers  have  made.  There 
may  be  a  few  of  them  that  have  made  a  lot  or  money,  but  not  many 
of  them,  and  we  are  talking  now  for  the  rank  and  file.  I  feel  that  we 
are  doing,  and  are  going  to  do,  everything  we  possibly  can. 

Senator  Thomas.  Is  yours  an  incorporated  company? 

Mr.  Klaw.  No,  sir;  we  are  a  partnership.  1  understand  that 
the  theaters  last  year  raised  over  one  hundred  million  dollars.  I 
know  that  the  Stage  Woman's  War  Relief  raised  over  fifty.  I  know 
that  your  theater  here  in  Washington,  Keith's  Theater,  sold  $4,500,000 
of  Liberty  bonds;  and  I  believe  that  all  the  way  through  we  are  a 
source  of  patriotic  propaganda,  and  I  think  it  would  be  a  tragedy  to 
close  any  of  them  up.  I  believe  honestly  that  some  of  them  will  have 
to  go  by  the  board.  I  had  a  man  tell  me  that  in  the  west  they  never 
did  get  over  that  10  per  cent  tax  all  the  season. 

I  do  not  know  of  anything  more  I  can  say.  I  am  talking  to  a 
sympathetic  audience  here,  because  most  of  you  know  what  the 
tneater  has  tried  to  do. 

The  Chairman.  Am  I  to  understand  that  you  suggest  the  tax  shall 
not  be  increased  at  all  or  that  it  shall  not  be  increased  as  much  as  in 
the  House  bill  ? 

Mr.  Klaw.  I  do  not  think  that  the  tax  should  be  increased  at  all. 
I  think  if  you  tried  for  a  few  months  the  present  tax  you  would  find 
that  your  revenue  would  increase.  You  may  say,  "  We  have  a  gentle- 
man here  representing  the  Metropolitan  Opera  House.  Those  people 
can  stand  it."  But  the  trouble  is  that  even  the  Metropolitan  Opera 
House 'can  not  stand  it,  Mr.  Ziegler  wants  to  tell  you  they  could  not 
exist  if  it  were  not  for  the  balcony  and  gallery  patronage.  That  is, 
the  so-called  high-class  people  do  not  in  the  long  run  support  the 
theater.  The  best  evidence  that  you  can  get  of  that  is  to  go  into  any 
theater  in  New  York  City  that  has  a  tremendous  success,  and  I  would 
make  a  wager  that  after  six  weeks  the  boxes  are  empty.  They  last  for 
a  very  short  while;  and  you  know  it  is  in  the  theater  like  in  everything 
else,  the  middle  class  support  it.  They  will  shy  at  paying  40  cents 
on  a  $2  ticket,  and  they  will  simply  say  "  I  can  go  to  a  picture  show 
for  40  cents  and  take  my  wife."    We  can  not  do  things  that  way. 

The  Chahiman.  You  do  not  mean  what  you  have  said  to  apply  to 
moving  picture  shows? 

Mr.  Klaw.  No  ;  I  am  not  speaking  for  them  now,  because  I  under- 
stand they  had  a  hearing  before.  You  add  20  per  cent  on  a  25-cent 
ticket  and  it  is  5  cents.  It  is  very  different  when  it  comes  to  a  $2 
ticket.  This  $2  theater,  you  may  say,  is  a  luxury.  The  adminis- 
tration and  others  have  told  us  that  it  is  an  essential  in  time  of  war. 
We  believe  it  is  absolutely  essential.  It  is  the  only  luxury  that  the 
poor  man  has.  If  it  is  a  luxury,  he  can  even  once  in  a  while  pay  $2 
and  see  what  he  calls  a  high-class  entertainment. 

The  Chairman.  To  what  extent  is  the  Government  encouraging 
these  entertainments  behind  the  front  in  Europe  ? 
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Mr.  Klaw.  I  do  not  believe  that  the  Government  has  done  any- 
thing except  to  give  it  a  formal  recognition.  I  believe  the  Y.  M. 
C.  A.  has  some  money  for  that  purpose. 

The  Chairman.  I  do  not  mean  by  pecuniary  contributions,  but  is 
tlie  Grovemment  pursuing  A  policy  encouraging  it? 

Mr.  Klaw.  Mr.  Ames  can  tell  you  more  about  that.  He  is  right 
here. 

Senator  Thomas.  IVhile  you  are  on  the  floor  let  me  ask  you  what 
percentage,  approximately,  of  theater  tickets  are  sold  at  the  news 
stands  in  tne  hotels  and  by  scalpers. 

Mr.  Klaw.  Where?    Because  I  believe  they  are  only  sold 

Senator  Thomas.  I  mean  in  New  York; 

Mr.  Klaw.  In  New  York  City  ? 

Senator  Thomas.  Yes. 

Mr.  Klaw.  I  really  could  not  tell  you,  but  it  is  entirely  a  question 
of  the  play  if  you  have  a  very  big  success. 

Senator  Thomas.  I  supposed  that  being  in  the  business  you  would 
have  some  idea  about  it. 

Mr.  Klaw.  I  would  not,  and  I  will  tell  you  why.  This  hotel  ques- 
tion is  a  very  peculiar  one.  When  we  first  went  into  the  theaters  of 
New  York,  when  I  first  came  there,  we  used  to  give  to  each  hotel  a 
certain  number  of  tickets.  It  usually  amounted  to  about  80  in  all, 
sometimes  as  high  as  90,  which  did  not  seem  to  be  very  much. 

Senator  Thomas.  You  mean  you  left  them  there  for  sale  ? 

Mr.  Klaw.  Yes,  with  15  or  20  hotels.  There  soon  came  a  time 
when  these  hotels  would  put  men  in  the  line  to  do  what  we  call  "  dig  " 
for  them;  they  would. get  in  line  and  buy  all  the  best  seats  whenever 
you  had  a  big  success.  That  led  to  the  most  natural  thing  in  the 
world,  corruption  in  the  box  offices,  where  the  treasurers — we  call 
the  ticket  sellers  treasurers — some  of  them  would  get  in  with  these 
fellows  and  they  would  be  bribed  and  they  would  sell  them  the 
best  tickets,  and  sometimes  perhaps  take  them  back  if  they  were  not 
sold,  I  do  not  know  that  that  occurred  often,  but  we  heard  that  it 
did  and  we  found  one  example  of  that  and  discharged  the  man.  A 
great  many  of  the  theaters  declined,  then,  to  give  them  any  tickets. 
The  hotel  agencies  then  would  go  to  a  theater,  just  as  they  do  in 
London,  and  say,  "  We  would  like  to  make  what  is  called  a  buy-out; 
•we  will  take  so  many  seats  a  night  for  four  or  six  weeks  and  pay  you 
for  them  and  pay  a  premium  besides."  Some  of  the  theaters  made  a 
deal  with  them  like  that.  I  think,  myself,  they  were  justified  when 
you  consider  the  uncertainties  in  New  York  on  account  of  storms  and 
blizzards  and  other  things.  I  believe  it  was  a  bad  thing  for  the 
theater,  however,  because  the  public  never  would  believe  that  we  sold 
the  tickets  at  only  a  slight  increase,  or  that  we  did  not  stand  in  with 
those  who  sold  the  tickets  at  exorbitant  prices. 

We  then  made  an  agreement  with  the  hotels  not  to  charge  the 
public  more  than  50  cents.  That  is,  a  $2  ticket  would  be  sold  for  $2.50. 
They  signed  an  agi*eement  to  that  effect,  but  it  was  the  easiest  thing 
in  the  world  to  avoid  it,  because  all  they  would  do  would  be  to  have 
some  outside  agency,  and  give  him  the  tickets  to  sell  at  $2.50,  and  he 
would  sell  them  at  what  he  pleased.  All  the  hotels  to-day  are 
pledged  to  sell  those  tickets  for  $2.50.  But  if  you  go  to  some  hotel 
to-day  that  does  not  want  to  be  honest  with  you,  it  will  tell  you, 
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"  I  have  not  any  tickets,  but  perhaps  I  can  get  them  for  vou  from 
some  outside  agency;"  and  that  is  the  way  it  is  worked.  ^I  do  not 
thmk  there  is  a  theater  in  New  York  city  that  would  not  like  to 
keep  that  thing  down  to  $2.50,  because  I  think  the  theatei-s  would 
make  a  good  deal  more  money;  but  the  business  has  almost  slipped 
out  of  their  hands  when  you  have  a  success  in  a  city  like  Xew  Yorlc 

Senator  Thomas.  Putting  aside  for  the  moment  consideration  of 
the  hotels,  there  is  a  >  ery  Targe  percentage  of  tickets  that  are  also 
put  out  by  scalpers? 

Mr.  KL.VW.  There  are  no  ticket  scalpers  in  New  York  any  more. 
They  have  been  legislated  out  of  existence. 

Senator  McCumbek.  1  want  to  just  ask  one  question  for  infonna- 
tion.  What  per  cent  of  the  expense  of  operating  the  theater  is  paid 
out  to  actors  and  perfornjers,  etc? 

Mr.  Klaw.  It  is  difficult  to  answer  that  question,  because  I  think 
it  is  founded  on  perhaps  a  lack  of  knowledge,  if  you  will  pardon  me, 
on  your  part.  The  theater  and  the  performer  nre  two  separate  en- 
tities entirely.  A  theater  is  leased  by  a  manager — ^that  is,  what 
we  call  a  theater  managei*,  a  local  manager,  and  the  production  is  fur- 
nished  by  a  producing  manager.  It  sometimes  hapi^ns  that  the  two 
are  identicalj  as  in  the  case  of  Mr.  Belaseo  and  his  theater.  He  rarely 
plays  anything  in  there  except  his  own  companies.  I  should  say 
that  the  salaries  of  actors  in  a  dramatic  company  would  be  70  per 
cent  of  the  entire  running  expense.  That  is,  when  I  say  "  actors,  I 
mean  to  include  in  that  the  mechanical  facilities  necessary  to 
give  a  proper  performance.  Then,  as  against  that,  the  theater  has 
its  expenses,  with  its  orchestra  and  heat  and  light,  etc.  That  is  a 
separate  thing.  We  generally  play  on  what  we  call  a  percentage 
basis.  If  I  had  an  entertainment  and  you  were  running  the  theater, 
I  would  come  to  you  and  make  the  best  terms  I  could  for  my  produc- 
tion in  your  theater,  giving  you  a  certain  percentage  of  the  groes 
receipts,  out  of  which  you,  as  manager,  would  pay  the  expenses,  light- 
ing and  heating,  and  orchestra,  etc.,  and  I,  out  of  my  percentage, 
would  pay  my  royalties  on  the  play  and  my  other  expenses. 

I  would  like  Mr.  Ames  to  say  something  to  you.  Senators. 

The  Chairman.  Very  well ;  he  may  proceed. 

STATEMENT  OF  MR.  WIKTHROP  AMES,  OF  NEW  TOBK. 

Mr.  Ames.  In  February  last  Gen.  Pershing  asked  to  have  sent  ovei 
to  France  a  representative  actor  and  a  representative  manager  to  see 
what  could  be  done  with  reference  to  supplying  entertainment  to  the 
bovs  in  France,  and  Mr.  E.  H.  Southern  and  I  went  over  and  went 
on  a  tour  through  France  to  see  what  could  be  done.  We  came  back 
and  made  our  report  to  Gen.  Pershing,  who  approved  our  scheme 
and  said  go  ahead  with  it,  but  to  go  ahead  with  it  through  the  Y.  M. 
C.  A.,  because  they  have  the  only  available  auditoriums  in  which  en- 
tertainments can  fee  given. 

We  came  back  and  reported  to  the  Y.  M.  C.  A.,  who  agreed  to  pay 
two-thirds  of  the  expenses,  and  as  Mr.  Klaw  told  you  that  the  man- 
agers  agreed  to  furnish  one-third  of  all  these  expenses,  and  we  are 
endeavoring  now  to  send  weekly  at  least  60  performers,  of  the  best 
class,  to  France,  and  maintain  at  all  times  over  there  at  least  two 
hundred  performers,  and  they  will  need  more  than  that,  I  think. 
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That  is,  in  a  nut-shell,  the  whcJe  thing.  The  Fosdick  Cionmiission 
has  approved  it.  But  it  is  a  purely  charitable  undertaking,  on  the 
part  01  the  theaters  and  the  Y.  M.  C.  A. 

The  Chairman.  You  do  conduct  perfornmnces  for  the  boys  behind 
the  lines? 

Mr.  Ames.  In  the  case  of  the  individual  performer,  they  can  go 
almost  up  to  the  gas  line. 

The  Chairman.  Do  anv  of  our  allies  over  there  encourage  like 
amusements  for  their  soldiers? 

Mr.  Ames.  Indeed  they  do,  very  much.  I  think  tlie  mopt  interest- 
ing thing  is  the  Canadian  experiment.  For  several  years  of  the  war 
they  have  made  what  they  call  an  amusement  factory,  in  which  they 
have  a  hut  more  or  less  like  the  hut  they  have  overseas,  with  a  camou- 
flaged audience,  and  they  will  take  an  artillery  gunner  if  he  can 
whistle  through  his  teetli,  for  instance,  and  put  him  in*  there  and 
train  him  so  that  he  can  entertain  the  soldiers.  He  is  still  in  the  ser- 
vice, he  has  got  to  get  up  at  reveille,  he  is  a  soldier  just  the  same,  but 
he  is  taken  out  as  an  entertainer  to  help  maintain  the  morale;  and 
the  person  in  charge  of  that  told  me  that  in  the  present  stage  of 
development  of  the  Canadian  Army,  instruction  in  nghting  is  put  at 
50  per  cent  and  morale  at  50  per  cent,  according  to  his  idea  after 
three  years  of  war.    Is  that  what  you  wanted  to  know,  sir  ? 

The  Chairman.  Yes,  sir.  Does  any  other  gentleman  degire  to  be 
heard  ? 

Mr.  Johnson.  It  may  interest  you  gentlemen  to  know  what  the 
present  taxes  in  Canada,  after  several  years  of  war,  are  in  compari- 
son to  our  taxes  here.  I  have  here  a  compilation  made  just  a  fev/ 
days  ago. 

The  Chairman.  What  are  you  speaking  about,  the  present  tax 
or 

Mr.  Johnson.  I  am  just  giving  you  a  comparison  of  the  present 
taxes  in  Canada  and  those  of  the  United  States. 

The  Chairman.  Are  you  comparing  that  tax  with  the  existing  tax 
hei'e  or  with  the  projposed  tax? 

Mr.  Johnson.  With  either,  because  it  follows  that  the  relative 
percentages  under  comparison  would  be  doubled  in  the  case  of  the 
proposed  new  tax. 

In  Ontario  the  tax  on  admission  from  1  to  20  cents  is  1  cent,  from 
20  to  50  is  2  cents,  from  50  cents  to  $1  is  5  cents,  and  anything  over 
$1  is  10  rents,  the  maximum  tax  in  Ontario  being  10  cents. 

In  Quel)ec  the  taxes  are  from  1  to  25  cents,  2  cents;  from  35  to 
74  cents,  3  cents;  from  75  cents  to  $1.49  cents,  5  cents;  and  anything 
over  $1.50,  10  cents. 

The  Chairman.  Have  you  the  taxes  inipo-^ed  in  Great  Britain 
and  France? 

Mr.  JoiixsoN.  Not  of  anv  laws  enacted  recently,  sir.  Thev  were 
ion«ideral)Iy  les^  than  our  present  taxes  under  the  old  regime.  I  do 
not  know  whether  or  not  any  new  revenue  bill  has  been  introduced 
in  (ireat  Britain,  and  for  that  reason  I  am  not  able  to  inform  the 
(^>uunittee  a^  to  the  present  rate.  The  United  States  taxes  wei'e 
much  hisrher  in  the  beginning  than  those  of  England. 

At  one  time  France  proposed  to  levy  an  excessive  amusement  tax, 
and   tills  resulte<l   in   r!o>ing  the   French  theatei»s.     That  tax  was 
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subsequently  revoked  when  it  was  found  that  the  theaters  could  not 
live  under  it. 

I  wanted  to  say  one  other  thing.  The  theater  alone  of  all  enter- 
prises in  war  times  can  not  pass  its  increased  costs  onto  the  public. 
Compare,  for  example,  a  theater  with  a  shoe  manufacturer.  The 
shoe  manufacturer  pays  more  for  his  leather  and  more  for  his 
labor  and  more  for  his  cost  of  distribution.  He  adds  that  onto  the 
price  of  his  shoes.  The  $5  shoe  of  two  or  three  years  a^o  is  now 
about  $9  or  $10.  The  theater  manager  pays  more  for  his  canvas, 
more  for  his  paints,  and  more  for  his  costumes.  He  has  been  forced 
to  increase  his  overhead  cost  and  the  scale  of  wages  for  his  labor. 
He  pays  more  to  his  actors.  Yet  he  is  unable  to  pass  one  penny  of 
all  this  along  to  the  public.  He  can  not  increase  his  prices.  So 
that,  regardless  of  taxes,  the  theater  is  now  bearing  a  much  heavier 
burden  than  it  did  before  the  war. 

Senator  Thomas.  Does  he  not  increase  his  prices? 

Mr.  Johnson.  No;  he  does  not.  You  may  find  one  instance  in 
New  York  and  one  in  Washington ;  but  we  are  speaking  now  of  the 
country  at  large.  It  is  absolutely  impossible  to  increase  the  theatrical 
prices,  and  the  present  tendency  is,  as  Mr.  Klaw  said,  to  lower  them 
throughout  the  country.  You  see,  the  public  has  gotten  the  idea  of 
saving,  investing  in  war-savings  stamps  and  in  partial-payment 
bonds,  so  that  all  of  the  tendency  of  the  tiihes  is  toward  economy, 
and  any  increase,  even  the  10  per  cent  tax  increase,  has  a  very 
material  effect  upon  the  public  at  large.  I  have  heard  people  say 
of  the  10  per  cent'  increase,  "  We  will  not  pay  it,"  and  time  after 
time  we  have  seen  people  turn  away  and  walk  out  just  because  of 
this  10  per  cent  increase  charge,  and  that  after  thev  had  actually 
gone  to  the  theater  to  buy  their  tickets.  We  firmly  believe  that 
increased  tax  will  actually  reduce  the  amount  of  revenue  to  the 
Government,  because  the  tendency  is  to  so  to  the  cheap-priced 
amusements.  The  salaried  man  furnishes  the  main  element  of  the 
theater's  audience.  The  average  salaried  man's  income  has  not  been 
increased,  while  the  purchasing  power  of  the  money  he  gets  has  been 
woefully  diminished.    He  must  economize. 

Now,  the  theaters  furnish  the  real  audience  that  the  Govenmient 
desires  to  reach  on  its  propaganda  campaign.  These  audiences  are 
composed  of  the  people  to  whom  you  sell  your  bonds  and  your  thrift 
stamps. 

These  are  the  people  that  the  Food  Administration  wants  to  reach^ 
the  Fuel  Administration  wants  to  reach,  and  the  various  other 
agencies  of  the  Government  want  to  reach.  There  is  not  a  theater 
manager  throughout  the  country  whose  desk  is  not  piled  with  slides 
from  some  agency  of  the  Government.  We  receive  and  promulgate 
all  the  Government  propaganda,  and  while  we  all  know  the  value 
of  the  newspapers  in  bringing  before  the  people  the  things  that  the 
Government  desires  the  people  to  know  we  believe  the  theaters  are 
hardly  second  to  the  papers  in  this  work.  A  man  with  his  news- 
paper reads  or  not  as  he  feels  inclined  the  articles  which  have  been 
put  there  through  the  intervention  of  some  Government  agency.  It 
IS  quite  the  contrary  in  the  theater.  To  begin  with,  in  the  theater 
you  have  a  ready-made  audience;  you  have  an  audience  which  is 
obliged  to  hear  your  four-minute  speakers;  you  have  an  audience 
which  has  to  read  the  things  that  your  slides  show.    If  the  theater 
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managers  gave  the  empty  theaters  to  the  Government,  and  instead 
of  spreading  the  Governmental  propaganda  at  regular  perform- 
ances—just gave  the  empty  theaters  outright — you,  could  never  get 
an  audience  in  them  merely  to  look  at  slides  or  listen  to  four-minute 
speakers.  So  that  in  all  theaters  work  for  the  Government  propa- 
ganda not  only  goes  a  great  way  but  is  very  materially  aided  hy  the 
opportunity  of  reaching  the  tvpe  of  citizen  that  the  Government 
most  wants  to  reach,  and  we  believe  that  by  decreasing  the  audi- 
ences in  the  theaters  j^ou  will  not  only  have  a  resultant  loss  of  in- 
come by  the  Governnient,  but  you  will  lose  also  the  opportunity  of 
propaganda  that  I  think  the  Government  so  much  wants  at  this  time. 

Mr.  Klaw.  Senator  Simmons,  I  just  want  to  say  one  thing  and 
put  one  more  thought  in  the  minds  of  you  gentlemen  before  we  leave 
you.  I  said  that  the  theater  is  hit  in  many  ways,  and  it  is.  The 
new  draft  is  going  to  hit  the  theater  very  severely.  The  average 
man  in  the  theater  is  wedded  to  an  actress,  and  he  can  not  claim 
exemption  on  the  ground  of  dependency  and  he  will  have  to  go; 
and  we  need  encouragement  now  about  as  much  as  any  profession 
or  industry  I  know  oi. 

The  Chairman.  Is  there  anybody  else  to  be  heard. 

Mr.  Johnson.  We  will  ask  the  committee  to  hear  Mr.  Eobbins, 
of  Keith's  theaters. 

The  Chairman.  We  will  be  glad  to  hear  from  Mr.  Eobbins. 

STATEMENT  OF  MB.  E.  S.  EOBBINS. 

Mr.  RoBBiNS.  I  just  want  to  say,  Mr.  Chairman,  since  a  member 
of  the  committee  has  spoken  of  it,  that  the  prices  at  Keith's  Theater 
for  the  first  12  rows  are  $1.50,  and  for  the  remaining  rows  $1.  Last 
year  the  first  six  rows  were  $1.50.  Two  weeks  ago,  the  week  of  Au- 
gust 27,  we  moved  the  price  back  six  rows.    • 

On  the  mezzanine  floor,  or  the  first  balcony,  where  last  year  the 
seats  were  50  cents,  and  55  cents  including  the  war  tax,  they  are  now 
83  cents,  or  75  cents  plus  8  cents  war  tax.  That  is  the  only  increase 
in  prices  at  Keith's  Theater. 

Now,  anyone  who  is  a  regular  habitue  of  Keith's  generally  assumes 
that  he  gets  his  money's  worth.  Senator  Smooth,  I  think,  is  a  regular 
attendant ;  I  see  him  there  frequently. 

Senator  McCumber.  President  Wilson  seems  to  be  there  pretty 
often. 

Mr.  KoBBiNS.  Yes,  sir;  and  they  come  regularly.  And  I  do  not 
think  if  they  were  overcharged  they  would  be  so  consistent  in  their 
patronage. 

I  might  say  that  at  Keith's  local  Washington  theater  we  hold  the 
record  for  sales  of  liberty  bonds.  In  four  weeks  in  that  house  we 
sold  $4,271,000  worth  of  bonds. 

In  the  war-savings  drive  I  was  made  chairman  of  the  committee 
on  activities  in  the  theaters  of  the  city  of  Washington,  and  I  sold 
$100,000  worth  of  stamps  in  12  days  in  Keith's  Theater,  and  through 
my  direction  in  the  other  theaters  another  $100,000  worth  of  stamps. 

In  the  Red  Cross  drive,  in  a  week  I  collected  within  $200  of 
$25,000  for  the  Red  Cross. 

In  addition  to  that,  as  a  matter  of  fact,  I  would  like  to  sav  here 
that  propaganda  in  all  theaters  began  in  this  local  Keith's  Theater 
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here.    I  started  it  myself  with  a  babies'  campaign,  or  a  campaign  for 
the  benefit  of  babies  in  the  summer,  four  years  ago. 

I  would  like  to  say,  too,  that  in  the  last  few  weeks  we  hare  in- 
creased the  wages  of  our  stage  employees  40  per  cent. 

Senator  Thomas.  Do  you  not  make  an  extra  charge  for  Saturday 
ni^ht  performances? 

Mr.  KoBBiNS.  No,  sir. 

Senator  Thomas.  Have  you  never  done  that  ? 

Mr.  Bobbins.  The  only  extra  charge  on  Saturday  nights,  last  year 
the  first  five  rows  in  the  mezzanine  floor  were  75  cents  and  on  other 
nights  of  the  week  50  cents. 

Senator  Thomas.  What  were  your  prewar  charges — ^your  charges 
for  tickets  prior  to  our  entry  into  the  war? 

Mr.  RoBBiNS.  That  was  tnree  years  ago. 

Senator  Thomas.  No  ;  I  do  not  mean  at  the  beginning  of  the  war, 
but  at  our  entry  into  the  war — in  April  of  last  year. 

Mr.  Bobbins.  Exactly  the  same  as  they  are,  expect  we  have  this 
year  moved  the  $1.60  rows  back  six  rows  and  made  the  first  five  rows 
upstairs  75  cents. 

Senator  Smith  of  Georgia.  You  did  not  make  any  increase  in 
the  faU  of  19171 

Mr.  Bobbins.  In  August,  1917 — ^that  was  last  year,  in  August — 
we  made  the  first  six  rows  in  the  orchestra  $1.50  where  they  had 
been  $1. 

Senator  Thomas.  Are  you  going  to  keep  moving  that  price  back 
as  the  war  continues? 

Mr.  Bobbins.  Well,  that  depends. 

Senator  Townsend.  How  long  ago  was  it  that  you  raised  the  sal- 
aries of  your  stage  employees? 

Mr.  Bobbins.  That  was  August  1. 

Senator  Townsend.  Of  this  year? 

Mr.  Bobbins.  Yes,  sir. 

Senator  Townsend.  You  had  increased  your  prices  for  admission 
befoi'e  you  raised  anv  salaries? 

Mr.  KoBBiNS.  On  August  26  our  prices  were  increased. 

Senator  Townsend.  Why  was  it  necessarv  for  you,  owning  that 
theater,  to  increase  your  prices  of  admission  if  you  had  not  increased 
the  wages  of  your  employees?    Why  did  you  increase  your  prices? 

Mr.  Bobbins.  Because  the  demand  for  the  tickets  warranted  it. 

Senator  Thomas.  That  is,  your  audiences  increased;  the  numl>ef^of 
your  audiences  increased? 

Senator  Townsend.  That  was  August  1  of  this  year,  us  1  under- 
stand, and  you  raised  your  prices  of  admission  a  year  ago  last 
August? 

Mr.  Bobbins.  Yes:  that  is  true:  $1.50  for  the  first  six  rows. 

Senator  Thomas.  How  many  performances  did  you  give  before  the 
war  here  in  AVashington  ? 

Mr.  Bobbins.  We  gave  two  performances  a  day. 

Senator  Thomas.  Inchuling  Sundays? 

Mr.  Bobbins.  Yes. 

Senator  Thomas.  Just  as  you  do  now  ? 

Mr.  Bobbins.  Yes. 

Senator  Thomas.  When  did  you  l)egin  giving  2  perfornumces  a  day 
■  or  14  i)erforinances  a  week? 
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Mr.  Bobbins.  That  has  always  been  the  policy  of  the  theater. 

Senator  Thomas.  I  know;  but  actually;  when  did  you  actually 
beffin  that  here? 

Mr.  Bobbins.  Five  years  ago. 

Senator  Thomas.  Five  years  ago  i 

Mr.  Bobbins.  Yes.  Now,  of  course,  Mr.  Klaw  has  already  drawn 
your  attention  to  the  fact  that  the  expenses  of  the  theater  have  in- 
creased steadily,  too,  in  the  last  five  years.  Every  year  we  pay  a  little 
more  to  everybody. 

Senator  Thomas.  Everything  has  gone  up  except  Senators'  sal- 
aries. 

Mr.  Johnson.  I  would  like  to  have  you  hear  for  just  a  moment 
from  Mr.  Savage. 

The  Chairman.  All  right,  you  may  begin,  Mr.  Savage. 

STATEMENT  OF  MB.  HEHBY  W.  SAVAGE,  OF  NEW  YORK. 

Mr.  Savage.  I  appear,  gentlemen,  as  representing  the  type  of  man- 
ager known  as  the  producing  manager,  who  has  no  theater  or  head- 
(luarters  of  his  own,  who  engages  a  theater,  gets  together  his  own 
snow,  goes  to  New  York  and  stays  there  perhaps  a  few  weeks,  and 
goes,  then,  on  tour.  Working  in  that  fashion  we  have  to  keep  very 
closely  in  touch  with  the  country  throughout,  and  it  took  us  at  least 
three  months  last  year  to  get  the  public  habituated  to  the  payment  of 
the  10  cents  extra  tax.  Since  theii  I  find  in  the  smaller  cities — not  in 
the  larger  centers  like  Xew  York  and  Boston,  but  in  the  Romes  and 
I^ticas  and  the  smaller  cities  throughout  the  country — that  it  has 
affected  the  theater  business  greatly. 

We  have  now,  according  to  the  newspapers,  some  1,500,000  men  of 
theater-going  age  in  France.  Those  men  used  to  go  to  the  theaters, 
to  take  their  sweethearts  or  wives  or  sisters.  Perhaps  one  or  two  out 
of  every  three  spent  $1  to  $2  a  week  in  that  way,  which  is  not  much, 
that  are  not  doing  that  now.  That  is  over  $1,000,000  a  week  which 
has  been  taken  out  of  our  local  market  in  the  last  few  months,  and  it 
is  increasing.  This  is  being  shown  by  the  nunil)er  of  women  who  are 
paying  their  own  way.  I  have  the  practical  experience,  because  in 
this  matter  of  traveling' attractions  I  am  used  to  having  to  watch 
these  things  closely.  In  more  than  half  the  cases  under  the  present 
tax  increase  it  was  the  woman  who  would  decline  to  pay:  it  was  the 
woman  who  would  take  the  man  bv  the  sleeve  and  sav,  ''(\mie 
away  " — who  objected  to  paying  that  extra  10  cents  tax. 

yfr.  Johnson  has  spoken  to  you  of  the  shot*  business,  contrasting  it 
with  the  theatrical  business.  There  is  this  difference  between  the 
man  who  manufactures  light  opera,  like  I  do,  and  the  man  who  manu- 
factures slioes:  The  man  who  makes  those  shoes  can  sell  those  shoes 
for  some  time  after  they  have  been  manufactured.  I  can  not  do  that. 
If  a  ticket  is  not  sold  for  a  performance  then  that  place  is  vacant; 
that  is  a  positive  loss.  We  can  not  wait  until  the  sixth  performance; 
we  (*an  not  wait  for  my  lady  to  make  up  her  mind  to  come  hack  again. 
In  other  words,  gentlemen,  it  seems  to  us  as  a  purely  business  propo- 
sition that  when  our  business  is  decreasinjr  and  is  goin^  to  decrease* 
more,  it  is  a  mighty  poor  time  to  increase  prices,  on  a  falling  uiarket. 

Xow,  turning  to  the  enormous  by-product  which  the  theater  ha^ 
given  in  and  through  the  presentation  of  information  to  our  audi- 
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ences,  that  hurts  us,  psychologically,  gentlemen.  It  hurts  more  than 
the  amount  that  they  take  out,  for  this  reason :  A  member  of  the 
audience  is  interested  in  a  production  and  his  interest  is  keyed  up  at 
the  end  of  the  second  act,  and  then  comes  an  eight-minute  speech, 
telling  of  the  horrors  of  war.  His  mind  is  taken  away  from  the  play 
and  we  can  not  get  him  back,  and  if  most  of  the  audience  feels  the 
same  the  new  piece  is  likely  to  be  a  failure.  That  is  actua,lly  hap- 
pening. We  have  given  our  intermissions  to  the  Goverimient  and 
are  going  to  do  it.  But  so  far  as  I  can  make  out,  thinking  over  it, 
with  my  knowledge  of  it,  I  think  the  proposed  tax  would  make  a 
difference  of  30  per  cent  in  the  business. 

Senator  THOM48.  Let  me  ask  jrou  whether  this  was  submitted  for 
the  consideration  of  the  Committee  on  Ways  and  Means  of  the 
House  ? 

Mr.  Savage.  No,  sir. 

Senator  Thomas.  You  gentlemen  did  not  appear  there? 

Mr.  Savage.  No,  sir. 

Mr.  Klaw.  It  has  never  been  presented  to  anybody  except  you, 
here. 

Senator  Smoot.  What  is  the  price  of  the  lowest-priced  ticket  of  ad- 
mission with  the  companies  you  refer  to  ? 

Mr.  Savage.  That  is  according  to  the  house.  Usually  it  is  35  cents 
for  the  gallery  and  $1.60  for  the  orchestra.    In  the  cities  we  charge  $2. 

I  was  talking  to  a  man  yesterday  morning  who  used  to  be  my 
Vienna  representative  on  the  other  side,  and  he  tells  me  that  there, 
and  also  m  Berlin,  far  from  imposing  any  tax,  the  subsidies  were 
being  increased.  There  are  75  houses  in  the  German  Empire  that 
are  subsidized.  Many  theaters  were  closed,  and  they  were  so  con- 
vinced of  the  necessity  of  maintaining  the  theaters  that  they  said, 
"  The  theaters  must  remain  open ;  the  morale  of  the  people  must  be 
maintained.    Go  ahead^and  we  will  pay  the  bills." 

Senator  Townsend.  Do  you  show  any  of  this  war  work  in  con- 
nection with  your  performances? 

Mr.  Savage.  We  show  it  between  the  acts.  This  is  furnished  by  the 
departments  of  information.  It  is  particularly  true  throughout  the 
West.  They  would  not  give  a  performance  without  war  propaganda 
any  more  than  we  would  without  playing  the  Star-Spangled  Banner, 

Senator  Townsend.  Do  you  maintain  that  those  entertainments  are 
a  detriment  to  you? 

Mr.  Savage.  No,  sir ;  and  it  is  not  the  four-minute  man  that  hurts 
us,  but  it  is  sometimes  the  speaker  who  is  in  love  with  his  own  voice, 
like  one  who  on  the  night  of  a  new  production  told  me  that  he  would 
take  4  minutes  and  spoke  14  minutes. 

Senator  Townsend.  What  I  speak  of  is  a  performance  of  war  pic- 
tures and  propaganda,  so  advertised. 

Mr.  Savage.  It  is  not  so  with  us.  If  there  is  anything  of  that 
kind  it  is  between  the  acts. 

Senator  Townsend.  But  do  not  those  performances  help  you  by 
drawing  more  people ! 

Mr.  Savage.  No,  sir ;  they  deter  them. 

Senator  Townsend.  It  is  my  experience,  from  what  I  have  seen, 
that  where  those  were  advertised  on  the  bill  the  theaters  have  been 
crowded. 
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Mr»  Savage.  Our  theaters,  Senator,  are  what  are  knowa  as  the 
legitimate  shows ;  that  is,  the  two  dollar  attractions,  not  the  moving 
picture  houses. 

Senator  Townsend.  I  asked  you  if  you  had  used  those  things  in 
connection  with  your  performances  ? 

Mr,  Savage.  I  understood  you  to  mean  in  connection  with  the  war 
work,  the  propaganda. 

Senator  Townsend.  In  connection  with  your  play  ? 

Mr.  Savage.  They  are  shown  between  the  acts  of  the  play. 

Senator  Townsend.  And  it  is  advertised  that  they  will  be  shown? 

Mr.  Savage.  Not  usually,  I  believe.    How  about  that? 

Mr.  Johnson.  The  slides  that  we  show  are  of  the  Food  Adminis- 
tration and  the  Fuel  Administration,  "  Save  the  wheat,"  and  "  Save 
the  meat,"  and  "  You  are  limited  to  two  lumps  of  sugar."  It  is  that 
character  of  slides.  We  do  not  show  in  our  theaters  at  all  the  pic- 
tures that  are  taken  abroad  of  the  troops.  Those  are  in  the  paid 
motion  picture  houses,  and  are  a  part  of  the  paid  entertainment.  As 
a  matter  of  fact,  the  Government  is  getting  considerable  revenue  from 
that.  Gen.  Newton  can  tell  you  about  it.  He,  as  a  western  theater 
manager,  can  tell  you  better  about  that. 

Mr.  KliAw.  Mr.  Chairman,  Gen,  Newton  is  manager  of  a  theater 
at  Springfield,  Mo.,  representative  of  that  kind  of  theater  to-day,  in 
a  city  of  about  50,000,  which  is  a  better  average  to  judge  by  than 
New  York. 

The  Chairman.  Gentlemen,  after  this  speaker  has  finished  I  think 
we  will  have  heard  enough. 

Senator  Penrose.  I  want  to  ask  one  question  of  this  last  witness, 
about  the  Government  and  the  moving  picture  houses.  Do  you  pay 
the  Government  so  far  as  the  receipts  of  those  houses  are  concerned  ? 

Mr.  Johnson.  We  have  one  film  that  is  doing  an  enormous  busi- 
ness that  was  exhibited  in  the  Cohan  Theater,  I  think,  in  New  York. 
For  that  film  a  regular  admission  was  charged,  and  a  very  large  busi- 
ness was  done,  and  on  those  pictures,  of  course,  no  tax  whatever 
was  exacted  from  thepublic. 

Senator  Penrose.  What  is  that  picture  you  refer  to  ? 

Mr.  Klaw.  America's  Answer.  It  was  the  second  of  the  Creel 
series. 

Senator  Penrose.  Then  the  Creel  Bureau  is  a  profitable,  money- 
making  concern? 

Mr.  IClaw.  That  picture  did  a  very  good  business. 

Senator  Penrose.  That  is  very  cheering.  They  are  nice  people, 
and  I  have  been  only  familiar  with  their  expenditures. 

The  Chairman.  Proceed.  Gen.  Emmett  Newton  will  be  heard 
now. 

STATEMENT  OF  OEN.  EHKETT  NEWTON. 

Gen.  Newton.  In  towns  of  50,000,  towns  that  we  call  the  one  and 
two  night  stand  attractions,  where  we  are  only  open  a  part  of  the 
time,  we  depend  on  road  shows.  Now,  our  theater  is  the  only  place 
for  the  people  to  gather  in  that  town.  If  you  have  meetings  of  any 
kind  th^v  are  held  in  our  theater.    I  have  given  my  theater  165 
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times  since  the  war  opened,  free.  My  desk  is  packed  with  slides  from 
the  Food  Department,  from  the  Fuel  Department,  from  all  branches 
of  the  Government.  If  they  call  for  stenographers  thw  send  us 
slides  and  that  propaganda  is  thrown  on  our  screen.  We  ran  our 
screen  down  during  the  performance,  and  if  a  four-minute  speaker 
comes  in  we  give  nim  the  right  of  way.  He  occupies  not  onlv  4 
minutes,  but  sometimes  30  minutes  or  40  minutes.  We  are  glad,  to 
respond  in  any  way,  and  we  are  called  on  at  all  times  for  the  Bed 
Cross  and  for  all  kinds  of  charities. 

In  towns  of  our  size  the  theater  is  the  only  place  where  meetings 
can  be  held  in  the  town.  Now,  if  you  put  the  extra  tax  on  us  we 
will  really  have  to  close  our  doors,  because  we  have  so  few  attrac- 
tions, and  with  the  patronage  curtailed  as  it  has  been  it  will  abso- 
Intel}'  put  the  theaters  of  our  sized  town  out  of  business. 

The  Chairman.  Next  gentleman  to  appear  is  Mr,  Edward  C.  Grow. 

STATEMENT  OF  ME.  EDWARD  C.  CROW. 

Mr.  Crow.  Mr.  chairman  and  gentlemen,  I  know  that  you  are 
anxious  to  get  away ;  you  have  been  here  a  long  time.  I  just  want  to 
say  that  I  represent  a  diflferent  class  of  amusements  from  any  that 
have  been  mentioned,  and  I  would  like  to  have  the  privilege  of  filing 
a  statement. 

The  Chairman.  What  class  of  amusement  do  you  represent? 

Mr.  Crow.  The  outdoor  park  amusements. 

The  Chairman.  You  may  do  that. 

Mr.  Crow.  I  will  just  file  a  statement,  and  permit  me  to  say  that 
if  the  tax  proposed  is  put  upon  our  class  of  entertainment  we  will 
have  to  retire  from  business. 

(Mr.  Crow  subsequently  submitted  a  statement,  which  is  here 
printed  in  the  record  in  full,  as  follows:) 

The  old  act,  effective  October  3, 1917,  provided  as  f oUows : 

"(u)  n  tax  of  1  cent  for  each  10  cents  or  fraction  tliereof  of  the  amount  paid 
for  admission  to  any  place,  including  admission  by  season  ticket  or  subscrip- 
tion, to  be  paid  by  the  person  paying  for  such  admission:  Provided,  That  the 
tax  on  admission  of  children  under  twelve  years  of  age  where  an  adiuiSMion 
oliarge  for  such  children  is  made  shall  in  every  case  be  1  cent ;     *     ♦     *  " 

This  enactment,  of  course,  covered  admission  to  outdoor  parks,  the  charge  for 
which  to  most  first  class  outdoor  amusement  parks  is  10  cents. 

There  was  attached  to  this  section  of  the  act,  effective  October  3,  1917,  the 
following  amendment,  to  wit : 

*'  These  taxes  shall  not  be  Imposed  in  the  case  of  a  place  the  maximum  charge 
for  admission  to  which  is  5  cents,  or  in  the  case  of  shows,  rides,  and  other 
anmsements  (the  maximum  charge  for  admission  to  which  is  10  cents)  within 
outdoor  general  amusement  parks,  or  in  the  case  of  ndmissious  to  such  parks." 

The  ainmsement  parks,  as  a  rule,  have  a  great  nmuy  shows,  rides«  and  other 
innusoments  within  the  geneial  inclosure,  and  the  charge  for  admission  into  the 
general  inclosure  does  not  include  entrance  into  or  rides  upon  these  various 
anmsements  locate<l  within  the  general  inclosure.  As  a  rule,  these  shows,  rides, 
iind  similar  amusements  within  the  imrk  charge  an  admission  of  .")  cents  or  U*ss 
and  are  largely  patroidzed  by  children  and  ladles.  In  case  of  the  St.  Ixmis 
I'ark,  ladles  and  children  are  admitted  every  day  during  the  short  se4is<>n 
(wliich  is  four  months,  beginning  in  May  nntl  ending  Jlrst  of  September^ 
free  of  charge  at  the  outer  gate  up  to  6  o'clock  p.  m.,  and  hundreds  of  tiioasands 
i»f  free  admission  each  sunmier  are  given  in  this  way  to  mothers  and  their 
<  hildren. 

Tnder  existing  law  the  tax  upon  the  amount  paid  for  admission  to  the  park 
is  1  cent  for  each  10  cents  or  fraction  thereof  of  the  amount  paid  for  such 
admission.     The  proiK»se<l  new  revenue  bill   increases  this  tax  to  2  cents  for 
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tiach  10  centH  or  fraction  thereof  of  the  amount  paid  for  admission.  Under 
existing  law  and  under  the  new  revenue  bill,  in  the  ease  of  children  under  12 
years  of  age,  the  tax  upon  such  admlffision  will  be  1  cent,  regardless  of  the 
amount  paid  for  admission. 

As  will  be  observeil  from  the  foregoing  statement,  under  existing  revenue  law 
tliei'e  is  no  tax  levied  uiK)n  admiHshm  to  any  place  the  maxUnum  charge  for 
admission  to  which  is  o  cents,  or  in  the  case  of  shows,  rides,  and  other  amuse- 
ments within  outdiM>r  general  amuHement  parks,  or  in  the  case  of  admission  to 
said  park  where  the  maximum  charge  for  admisshui  Is  10  cents.  The  ja-oiNiseil 
i-evenue  bill  provides,  in  lieu  of  this  provision,  that  In  cases  where  the  cluirge 
for  admissicui  Is  7  cents  or  less  the  tax  shall  be  1  (vnt. 

The  propose<l  tax  will  decrease  very  largely  the  revenue  tax  rtMvived  from 
•lUtdoor  amusement  parks,  if  it  does  not.  in  fact,  close  most  of  them,  for  the 
reason  that  it  is  the  tax  upon  the  anuisements  of  a  class  of  fieople  who  can  not 
niwt  the  Increaseil  cost  proiM)sed  in  this  revenue  hill.  The  following  is  a  copy 
of  the  proiK>.se4l  new  se<-tion  In  the  pending  revenue  act. 

"(1)  A  tax  of  2  cents  for  etich  10  cents  or  fraction  thereof  of  the  amount  i)ahl 
tor  admission  to  any  place  on  or  after  such  date,  including  admission  hy  season 
ticket  or  subscription,  to  he  paitl  by  the  ]>erson  paying  for  such  admission : 
Provided f  That  in  cases  where  the  charge  for  admission  is  7  cents  or  less,  aial 
in  the  case  of  children  under  twelve  years  of  age  where  an  admission  charge  ft»r 
such  children  Is  made,  the  tax  shall  be  1  cent." 

The  old  enactment  of  1917  pr(Mluce<i  a  very  hand.sonie  revenue  from  parks  f«»r 
the  four  months'  season  whicli  has  Just  close<l,  and  in  the  opinion  of  tluKse  best 
ac(|uainted  with  this  business  the  proposed  act  .should  l»e  in  the  terms  of  the 
act  of  1917,  which  would  make  it  read  as  follows : 

"(a)  A  tax  of  1  cent  for  each  10  cents  or  fraction  thereof  of  the  amount  ptild 
for  odmissicm  to  any  place,  including  admission  liy  sea.son  ticket  or  subs<Tiptiou, 
to  be  paid  by  the  persim  paying  for  such  admission :  Proridvd,  That  the  tax  on 
ndudsshm  of  children  under  twelve  years  of  age  where  an  admission  charge  for 
sm*h  children  is  made  shall  In  every  case  be  1  cent :     ♦     *     ♦." 

•*  These  taxes  shall  not  be  imposed  in  the  case  of  a  place  the  maxiunnn  charge 
f<»r  iidmlasion  to  which  is  5  cents,  <ir  in  the  case  of  shows,  'rides,  and  other 
amusements  (the  maximum  charge  for  admission  /o  which  is  10  cents)  within 
outd<H)r  general  anmsement  parks,  or  in  the  case  of  admissions  to  such  parks.*' 

It  would  set»m  that  there  could  be  no  justification  for  Imposing  a  2-cent  tax 
on  free  admissions  to  any  place  of  amusement. 

Tlie  al»ove  taxes  have  no  reference  to  theatrical  |H*rformances  which  many  of 
tlie  larger  parks  have  within  the  general  Inclosure  and  upon  which  theatrical 
tickets  the  usual  levy  under  the  revenue  act  for  theatrical  exhibition  is  made  In 
collecting. 

The  Chairman.  This  ends  the  hearings  for  to-day.  We  will  now 
adjourn  until  to-morrow. 

(Thereupon,  at  4.05  p.  m.,  the  committee  adojurned  to  meet  at  10.30 
o'clock  a.  m.,  Thursday,  September  12, 1918.) 
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THUBSDAY,  SEFTEMBEB  12,  1918. 

United  States  Senate, 
Committee  on  Finance, 

.    Wdshington^  D.  G. 

The  committee  met^  pursuant  to  adjournment,  at  10.30  o'clock  a.  m., 
in  the  committee  room,  Senate  Office  Building,  Senator  Boise  Pen- 
rose presiding. 

Present:  Senators  Smith,  Thomas,  Robinson^  Jones,  Geri-y,  Nu- 
gent, Penrose,  Lodge,  McCumber,  Smoot,  Dillingham,  and  Town- 
send. 

The  committee  resumed  the  consideration  of  the  bill  (H.  E.  12863) 
to  provide  revenue,  and  for  other  purposes. 

Senator  Penrose.  In  the  absence  of  the  chairman,  I  will  call  the 
committee  to  order.  The  first  gentleman  on  the  list  to  be  heard  this 
morning  is  Dr.  Lindsay,  who  wants  to  be  heard  on  the  inheritance 
tax.    What  is  your  present  position  ? 

inheritance  tax. 

STATEMENT  OF  DE.  SAMUEL  McC.  IHTOSAT,  OF  COLUMBIA 

TTNIVEKSITT. 

* 

Dr.  Lindsay.  Professor  in  Columbia  University,  New  York  City. 
I  need  only  a  minute  or  two  to  state  the  matter  to  which  I  want  to 
invite  your  attention,  as  I  think  it  is  already  familiar  to  all  the  menl- 
bers  of  the  committee,  and  I  think  has  their  svmpathetic  interest. 
It  is  the  question  of  introducing  in  the  proposed  revenue  act,  under 
the  deductions  allowed  in  section  403,  the  "proposal  to  exempt  from 
the  estate  tax  bequests  and  legacies  for  charitable,  educational  and 
religious  purposes. 

An  exemption  is  already  allowed  for  gifts  and  donations  for  such 

f)urposes  from  the  income  tax.  That  was  put  into  the  revenue  bill 
ast  year,  up  to  15  per  cent  of  the  otherwise  taxable  income.  There- 
fore the  prmciple  was  recognized  of  exempting  from  taxation  prop- 
erty already  devoted  to  a  public  use.  It  would  seem  almost  like  a 
double  tax  to  tax  a  gift  for  a  public  use. 

It  was  not  applied,  however,  to  the  estate  tax,  and  the  matter  I 
want  to  call  to  the  attention  of  the  commitee  is  that,  from  the  point 
of  view  of  the  interests  of  the  educational  institutions  in  the  country 
and  of  the  philanthropic  institutions,  especially  the  hospitals,  it  is 
even  more  important,  if  you  want  to  encourage  that  work,  to  exempt 
bequests  and  legacies  from  the  estate  tax  than  it  is  to  exeni])t  giits 
and  current  contributions  from  the  income  tax,  because  these  insti- 
tutions rely  very  largely  upon  the  accumulation  and  succession  of 
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gifts,  many  of  them  in  large  amounts,  that  come  from  bequests  and 
legacies. 

I  need  not  say  very  much,  I  think^  further  than  to  call  attention  to 
that  point,  because  the  need  of  this  thing  is  so  apparent,  there  is 
ample  evidence  of  it,  and  I  think  that  has  been  presented  perhaps  to 
the  committee  already  in  the  form  of  letters  from  former  President 
Taft,  and  President  Lowell  of  Harvard  University,  President  Butler 
of  Columbia  University,  President  Hibben  of  Princeton  University, 
and  practically  all  of  the  college  presidents. 

I  would  also  like  to  call  attention  to  the  fact  that  a  very  great  deal 
of  evidence  of  the  need  of  this  thing  has  been  presented  lately  to  the 
Ways  and  Means  Committee  by  the  American  Hospital  Association's 
conunittee  on  war  emergency,  in  view  of  the  great  work  that  has  been 
put  upon  hospitals  in  cooperation  with  the  Government,  and  their 
extreme  financial  need  at  present.  Hospitals,  perhaps  more  than  any 
other  class  of  institutions,  are  affected  by  any  falling  off  in  the  small 
legacies  that  are  usually  part  of  a  residual  estate,  and  therefore  meet 
the  full  burden  of  this  tax. 

The  only  question  involved  is  whether  you  must  necessarily  con- 
sider the  effect  of  a  tax  upon  the  general  policy  of  the  country,  which 
has  been  to  rely  upon  private  benevolence  to  support  the  great  insti- 
tutions of  education  and  of  philanthropy.  That  has  been  our  tradi- 
tional policy  from  the  beginning  of  this  Government.  Of  course,  if 
it  is  the  intention  of  the  Government  to  change  that  policy,  and  to  go 
over  to  a  policy  that  is  more  familiar  to  Europeans  than  it  is  to 
Americans,  of  Government  subsidy  and  support  of  such  institutions, 
that  is  another  matter.  In  Germany  the  21  leading  universities  are 
practically  supported  entirely  by  government  contributions,  that  is, 
by  taxation.  In  England  and  France  and  other  European  countries 
the  amount  of  tax  support  that  is  given  to  universities  and  colleges 
and  hospitals,  and  charitable  institutions  of  all  kinds,  is  enormously 
larger  than  anything  we  do  in  this  country,  or  ever  have  done.' 

(Senator  Simmons  thereupon  entered  the  room  and  took  the  chair.) 

Senator  Thomas.  You  mean  larger  than  anything  we  have  done? 

Dr.  Lindsay.  Or  anything  we  are  doing  now. 

Senator  Thomas.  I  understand  the  Government  has  taken  over 
400  educational  institutions,  and  is  practically  supporting  them  at 
the  present  time. 

Dr.  Lindsay.  The  Government  is  planning  this  year  to  send  a 
great  many  of  the  soldiers  for  training,  the  drafted  men,  to  some 
400  institutions.  How  much  support  that  will  be  I  do  not  think  any 
of  us  know  yet.  It  would  affect,  however,  only  a  small  number  of 
the  institutions. 

Senator  Robinson.  Mv  information  is  that  there  is  to  be  an  allow- 
ance  of  $1  a  day  to  cover  all  expenses  of  students  in  these  various 
institutions,  which,  of  course,  is  in  some  respects  a  nominal  allowance, 
designed  to  meet  the  actual  expenses  to  be  incurred  by  the  institu- 
tion. 

Senator  Thomas.  That  is  exclusive  of  board  for  students? 

Senator  Robinson.  No;  for  subsistence.  I* have  a  letter  on  my 
desk  to  that  effect. 

Senator  Penrose.  It  seems  to  me  you  entirely  overlook  the  enor- 
mous appropriations  made  by  State  legislatures.    In  Pennsylvania 
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three-quarters  of  the  revenues  of  the  State  go  to  charitable  and  edu- 
cational work. 

Dr.  Lindsay.  Pennsylvania  is  quite  an  excej)tion  in  that  respect. 
Pennsylvania  does  give  a  very  large  appropriation  for  charitable 
work;  not  so  much  for  educational  work,  except  for  the  public 
schools. 

Senator  Penrose.  It  gives  the  University  of  Pennsylvania  quite 
a  largo  sum  every  year. 

Dr.  Lindsay.  Yes;  but  I  think  relatively  to  the  total  income  of 
the  university,  it  is  not  by  any  means  supporting  the  university. 
Of  course,  there  are  many  States  where  they  have  State  universities 
supported  entirely  by  taxation.  The  enormous  burdens  of  the  in- 
creased taxes,  the  money  the  Government  must  have,  will  have  to 
borne  by  private  wealth,  and  that  will  diminish  the  ability  of  people 
to  contribute  to  these  thin^,  inevitably;  that  you  can  not  avoid. 
Therefore  it  seems  all  the  more  important  that  if  you  can,  by  a  wise 
provision  of  law,  encourage  rather  than  discourage  people  making 
further  sacrifices  voluntarily  to  support  these  public  institutions  of 
education  and  charity,  it  would  be  a  wise  thing  to  do. 

I  want  to  say  particularly  that  this  will  be  a  very  small  financial 
sacrifice  on  the  part  of  the  Government.  You  will  lose  very  little 
revenue  in  proportion  to  the  great  gain  you  will  get  from  stimulating 
these  bequests  and  legacies. 

Senator  Robinson.  Have  you  any  figures  as  to  how  it  will  affect 
the  bill? 

Dr.  Lindsay.  No.  You  can  not  get  figures  on  it.  I  have  Con- 
ferred with  officials  of  the  Internal-Ke venue  Bureau  and  the  Treas- 
ury Department,  and  they  all  say  that  their  estimates  of  the  returns 
from  estate  taxes  are  only  guesses.  They  can  not  tell  what  propor- 
tion of  the  bequests  last  year  were  bequests  to  charitable  and  educa- 
tional institutions.  But  you  will  see  nere  in  the  report  of  the  House 
Ways  and  Means  Committee  that  the  estimate  is  that  approximately 
$50,000,000  were  received  from  the  estate  taxes.  They  estimate  that 
with  the  increased  rates  in  this  proposed  bill,  that  will  increase  to 
$76,000,000,  and  that  for  the  first  full  year  under  the  new  rates  pro- 
posed here  they  will  get  $110,000,000,  and  that  ultimately  they  will 
get  as  much  as  $140,000,000.  Those  are  mere  guesses,  but  those  are 
the  totals  of  the  estimated  returns.     * 

Senator  Dellingham.  What  will  those  totals  cover  coming  from 
the  estates? 

Dr.  Lindsay.  The  revenue  from  the  Federal  estate  tax. 

Senator  Dillingham.  I  understood  that. 

Dr.  Lindsay.  That  is  the  tax  on  all  estates  collected  during  the 
fiscal  year.  Those  are  the  estimates  of  the  revenue  to  be  expected 
from  that  tax. 

Senator  Dillingham.  I  did  not  know  but  what  you  could  tell  me 
what  the  details  of  the  taxes  were,  that  is,  the  nature  of  the  tax  on 
estates. 

Dr.  Lindsay.  The  tax  is  a  graduated  succession  tax  on  the  net 
estates  of  all  decedents  during  the  year. 

Senator  Gerry.  I  think  I  can  probably  answer  your  question,  Sena- 
tor. The  tax  is  on  the  net  estate  instead  of  on  the  beneficial  interests. 
In  most  States  the  tax  is  either  on  the  beneficial  interest  or  a  small 

8160&— 18 15 


226  TO  PROVIDE  BEVENUE  FOB  WAE  PUBPO&ES. 

amount  on  the  net  estate,  and  then  a  surtax  on  the  beneficial  interest. 
This  tax  is  on  the  entire  net  estate. 

Senator  Dhxingham.  It  does  not  relate  to  the  benevolences  that 
he  was  discussing  particularly. 

Dr.  Lindsay.  It  does,  in  this  way :  The  tax  is  to  be  paid  after  the 
deductions.  There  are  certain  deductions  allowed  in  the  law — ^ad- 
ministrative expenses,  funeral  expenses,  debts  of  the  decedent,  and 
a  lump-sum  deduction  of  $50,000,  whicn  is  intended  to  protect  the 
interests  of  the  immediate  wife  and  children.  After  that  the  net 
estate  tax  is  a  graduated  tax  upon  that.  That  has  to  be  paid  as  the 
first  claim  out  of  the  estate.  Therefore,  it  comes  as  a  burden  upon 
the  residual  estate.  If  the  residual  estate  is  wiped  out,. then  any  be- 
quest out  of  the  residual  estate  disappears. 

The  Chairman.  You  would  only  have  to  pay  a  tax  on  a  bequest 
for  charity  in  case  there  was  no  residual  estate.  First,  you  pay  the 
debts,  the  taxes,  and  then  you  pay  the  legacies  and  the  bequests. 

Dr.  Lindsay.  No;  you  first  have  to  pay  the  Federal  estate  tax. 

The  Chairman.  No ;  you  do  not  have  to  pay  the  Federal  estate  tax 
first.  You  pay  the  legacies  first,  and  if  there  is  a  residuum,  you  pay 
the  whole  taxes  out  oi  the  residuum. 

Dr.  Lindsay.  I  beg  pardon.  Senator. 

The  Chairman.  That  is  the  way  I  understand  it. 

Dr.  Lindsay.  That  is  not  the  way  it  is  administered.  I  just  had  to 
administer  an  estate.  The  executor  is  not  allowed  to  pay  a  single 
legacy  until  he  has  paid  the  estate  tax. 

Senator  Smoot.  No;  no  legacy  can  be  paid  until  the  taxes  are 
paid.      '  ' 

Dr.  Lindsay.  The  debts  can  be  paid,  but  nothing  else. 

Senator  Robinson.  That  must  be  the  rule.  Otherwise  the  legacies 
might  be  paid  and  the  tax  not  paid. 

Dr.  Lindsay.  Yes. 

The  Chairman.  My  theory  was  that  the  tax  would  be  paid  out 
of  the  legacies,  of  course,  if  there  is  no  residuum,  but  if  there  is  a 
residuum,  then  the  tax  is  paid  out  of  that  to  the  relief  of  the  legacies. 

Dr.  Lindsay.  To  the  relief  of  the  legacies,  yes. 

The  Chairman.  That  is  the  point  I  am  making.  It  is  only  a 
contingent  case  when  the  legacy  left  to  charity  would  have  to  pay 
the  tax. 

Dr.  Lindsay.  But  the  point  I  am  arguing  for  is  this,  particularly 
in  the  case  of  hospitals.  The  common  and  ordinary  thing  that  hap- 
pens, as  I  think  most  lawyers  who  have  to  do  with  the  settlement 
of  estates  will  tell  you,  is  that  a  man  leaves  a  small  legacy  or  bequest 
to  a  hospital  out  of  his  residual  estate,  after  he  has  made  his  specific 
bequests.  He  says, "  All  the  rest  of  my  estate  shall  be  divided  equally 
between  the  Metropolitan  Hospital  and  Columbia  University,"  we 
will  say.  Of  course,  the  Metropolitan  Hospital  and  Columbia  Uni- 
versity will  pay  the  entire  tax,  because  their  interests  will  be  reduced 
by  the  amount  of  the  tax. 

Senator  Penrose.  You  can  take  by  way  of  illustration  the  Ster- 
ling bequest  to  Yale  College. 

Dr.  Lindsay.  Yes,  that  is  a  very  good  illustration. 

Senator  Penrose.  The  Government  takes  pretty  near  half  of  it. 

Dr.  Lindsay.  The  Government  will  take  pretty  nearly  half  of  it. 

Senator  Smoot.  If  the  program  as  so  many,  many  wish  is  carried 
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out,  that  is,  to  take  all  of  it  over  and  above  $25,000,  then  they  would 
not  get  anything.  Mai\j',  many  people  in  this  country  believe  that 
every  dollar  of  it  ought  to  be  taken  by  the  Government  over  and 
above  $25,000. 

Dr.  Lindsay.  I  think  the  principle  of  an  inheritance  tax  is  a 
sound  principle,  and  I  think  also  we  ought  to  keep  in  mind  that 
this  provision  is  probably  going  to  be  a  permanent  provision  of 
law.  This  is  not  a  temporary  tax.  This  is  an  estate  tax,  and  there- 
fore it  is  all  the  more  important  that  we  should  consider  now  the 
effect  in  the  long  distant  future  of  discouraging,  or  making  im- 
passible, the  support  of  public  institutions  for  public  purposes  by 
private  benevolence. 

Senator  Geury.  Professor,  if  the  tax  were  on  the  beneficial  in- 
terest instead  of  the  entire  net  estate,  or  the  surtax  was  on  the  bene- 
ficial interest,  would  not  that  to  a  certain  extent  aid  what  you  are 
contending  for? 

Dr.  Lindsay.  To  a  certain  extent  that  might  relieve  the  bene- 
ficiaries under  the  residual  estate,  because  they  carry  liot  onlj'^  their 
share  but  they  carry  their  share  of  the  specific  bequests. 

Senator  Smoot.  They  do  not  carry  anything  if  there  is  enough  of 
an  estate  to  pay  all  that  they  give  the  university  and  pay  the  tax 
besides.  If  there  is  not  enough  to  pay  the  tax  then,  of  course,  it 
falls  upon  the  university  or  any  other  institution. 

Dr.  Lindsay.  Yes.  But,  Senator  that  is  the  point  I  am  insisting 
on  most  here.  That  is  true  of  a  great  many  cases,  as  you  have  stated. 
But  there  are  also  many  cases  where  a  proportion  of  the  residual 
estate  is  given,  or  the  whole  residual  estate,  as  Senator  Penrose  sug- 
gested a  moment  ago,  goes  to  a  beneficial  purpose.  Therefore,  that 
interest  is  reduced  by  tne  amount  of  the  tax  on  the  whole  net  estate. 

Senator  Smoot.  There  is  no  doubt  about  it. 

The  CiiAiHMAN.  Dr.  Lindsey,  I  was  not  incorrect  in  the  idea  I  had 
a  little  while  ago,  and  I  do  not  think  I  was  quite  understood  by  you 
and  some  members  of  the  committee.  The  point  I  have  in  mind  is 
this,  that  if  the  testator  desires  to  do  so  he  can  make  a  specific  be- 
quest in  fayor  of  a  charity,  just  as  he  can  make  a  specific  bequest  to 
one  of  his  kinsfolk.  If  he  wants  this  money  to  go  to  a  charity  with- 
out reference  to  whether  he  has  a  residuum  or  not,  he  can  make  a 
specific  bequest  to  that  charity.  If  he  does  that,  and  if  there  is 
enough  money  to  pay  that  and  his  other  specific  bequests,  and  there 
is  a  residuum  left,  the  tax  would  have  to  be  paid  out  of  the  residuum 
in  that  case. 

Dr.  Lindsay.  Yes. 

The  Chairman.  So  that  very  likely  the  testator  can  control  that 
situation,  provided  he  does  not  specifically  devise  all  of  his  estate. 

Dr.  Lindsay.  Yes. 

Senator  Thomas.  I  think  the  understanding  which  we  had  of  your 
statement  was  that  the  legacies  be  actually  paid  over  before  the  ex- 
penses of  administration. 

The  CiiAiRMAx.  No,  I  did  not  mean  that. 

Dr.  Lindsay.  The  chairman  is  entirely  correct  in  that  statement, 
that  if  a  man  has  a  large  enough  estate  he  can  make  a  provision  for 
a  specific  bequest,  and  specify  that  that  shall  go  free  irom  all  tax, 
and  if  the  rest  of  his  estate  is  large  enough  to  pay  the  tax  he  can 
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give  a  charity  or  educational  institution  a  specific  sum  which  would 
not  be  reduced  bv  the  tax. 

Senator  Smoot.  The  Government  sees,  though,  that  they  are  going 
to  get  the  tax. 

Dr.  Lindsay.  The  Government  gets  the  tax,  and  if  the  tax  is  very 
large,  as  it  is  under  these  new  rates,  and  the  executor  has  to  sacrifice 
property,  perhaps,  to  pay  it,  even  within  the  extended  time  that  is 
allowed  in  this  bill,  it  sometimes  is  going  to  be  very  difficult  to  settle 
an  estate  and  pay  the  Government  tax  and  leave  specific  bequests 
without  being  reduced  in  some  way  by  the  amount  of  the  tax. 

Senator  Jones.  Professor,  to  what  extent  have  the  educational  in- 
stitutions of  the  countrv  been  affected  by  the  war,  so  far  as  their 
attendance  is  concerned^ 

Dr.  Lindsay.  Most  of  them  have  been  shot  to  pieces,  as  we  say. 

Senator  Jones.  If  that  be  the  case,  for  war  purposes  why  would 
it  not  be  advisable  for  us  to  try  to  get  a  revenue  from  the  war  and 
take  care  of  these  institutions  after  the  war  is  over? 

Dr.  Lindsay.  That  has  been  suggested.  But  you  must  remember, 
in  the  first  place,  that  these  educational  institutions  are  only  a  part 
of  those  for  whom  I  am  speaking.  The  ho3pitaIs,  the  charitable  insti- 
tutions, are  under  greater  pressure  for  work  now  than  they  were 
before  the  war. 

Senator  Jones.  As  I  take  it,  the  Government  is  going  to  establish 
a  very  great  number  of  hospitals. 

Dr.  Lindsay.  Yes. 

Senator  Jones.  On  its  own  account. 

Dr.  Lindsay.  Yes.  It  is  also  calling  upon  all  of  the  privately 
endowed  hospitals  to  do  their  utmost  to  cooperate  with  the  Govern- 
ment, and  supplement  what  the  Government  can  do  itself.  Surg. 
Gen.  Gorgas  wrote  a  letter  to  the  House  Way3  and  Means  Commit- 
tee in  which  he  expressed  bis  earnest  desire  that  this  help  be  given 
as  a  necessary  means  of  cooperating  with  the  Government  in  the  mat- 
ter of  hospitals. 

Senator  Jones.  Would  you  suggest,  then,  tJuit  we  make  a  distinc- 
ti(m  as  between  hospitals  and  colleges? 

Dr.  Lindsay.  No;  because  I  think  that  the  colleges  have  large 
plants  that  must  be  kept  up.  They  are  everywhere  being  devoted  to 
war  purposes.  At  Columbia  University,  for  example,  where  I  hap- 
pen to  be,  we  have  devoted  three  buildings  this  year  to  a  Government 
barracks,  practically,  and  we  turned  over  before  that  other  buildings, 
I  think  certain  chemical  laboratories  have  been  turned  over  to  the 
Government  work.  I  do  not  know  the  details  of  how  the  Government 
is  going  to  meet  the  support  of  that  work.  I  should  be  very  much 
surprised  if  that  is  not  going  to  cost  the  institution  more  than  it  will 
get  from  any  compensation  the  Government  may  pay  for  the  use  of 
those  buildings.  These  plants  have  to  be  kept  up  whether  there  are 
students  there  or  not.  In  many  cases,  in  many  institutions,  there  are 
students  coming,  not  the  regular  class  of  students,  but  there  are 
tN'omen  attendong  some  of  the  colleges  where  women  are  admitted, 
and  there  is  an  educational  work  to  be  done  there. 

Senator  Jones.  Do  you  not  think  it  advisable  for  the  Government 
to  directly  compensate  for  that  accommodation,  rather  than  leave  it 
to  the  haphazard  hope  of  getting  something  through  legacies  and 
bequests? 
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Dr.  LiNDSxVY.  I  think  it  will  be  very  much  more  expensive  for  the 
Government  to  do  it  that  way,  and  it  will  be  a  departure  from  our 
traditional  policy,  which  ha3  worked  so  successfully  that  it  has  been 
one  of  the  things  we  have  boasted  most  of  in  America. 

Senator  Jones.  This  war  has  caused  several  departures  from  the 
ordinary  course  of  conduct. 

Dr.  Lindsay.  I  know  it  has. 

Senator  Gekry.  Pr<)ft\ss(»r,  are  not  your  medical  schools  running 
very  nearly  normal? 

Dr.  Lindsay.  Yes ;  as  far  as  number  of  students  go. 

Senator  Robinson.  Reference  was  made  a  while  ago  to  what  the 
Government  proposes  to  do  to  compensate  the  institutions  where 
instruction  is  to  be  had  for  soldiers.  I  made  the  statement  then 
as  to  my  understanding  of  the  matter,  and  with  your  permission  I 
will  read  into  the  record  just  a  few  lines  from  Philip  H.  DriscoU, 
major  of  infantry.  United  States  Army,  executive  officer,  in  which 
he  says  (reading) : 

The  pivsont  S.  A.  T.  ('.  sHumiIh  are  to  be  covercHl  by  temporary  contract 
which  must  be  sij^iied  by  the  Jonesboro  Agricultural  ('oUejre.  This  temporary 
contract  wiU  provide  for  $1  i)er  day  per  man,  and  covers  subsistence  and 
quarters,  and  the  averap'  yearly  tuition  divided  h\  270  to  pay  for  this.  Then 
this  allowance  of  $1  per  day.  Harracks  will  have  t<»  be  erected  by  the  institu- 
tion and  paid  for  by  it. 

I  think  that  confirms  the  opinion  1  t'xpressed. 

Senator  Smoot.  The  onl}'  thing  I  had  in  mind,  I  will  say  to  the 
Senator,  was  as  to  what  the  Government  actually  P^iid.  The  Gov- 
ernment pays  the  $1  a  day  for  the  purpose  named.  The  Government 
also  furnishes  the  uniforms  for  every  boy  who  goes  to  this  school. 

SeJiator  Robinson.  But  out  of  this  subsistence  and  quarters  must 
be  provided,  which  is  contrary  to  the  statement  made  by  some  Sen- 
ator. 

Senator  Thomas.  I  was  informed  3'esterday  by  a  student  from  the 
Drexel  Institute  that  he  was  notified  that  he  would  to  required  to 
enter  the  service  and  wear  a  uniform  if  he  expected  to  enjoy  the 
privileges  of  that  school  longer,  and  that  upon  entering  the  service, 
no  would  receive  the  pay  of  a  private,  $30  a  month,  his  uniform  and 
has  subsistence.  That  letter,  I  think,  is  perfectly  consistent  with 
that  statement.  The  institution  gets,  in  addition  to  that,  $1  a  day 
from  the  (lovernment. 

Senator  SMtx)T.  For  that  purpose. 

Senator  McCrMUEit.  Then  the  (lovernment  fiirni>hes  the  subsist- 
ence after  all. 

Senator  Rowxson.  Xo. 

Senator  Thomas.  I  think  so.    1  base  that  upon  the  >lateinent  to  me. 

Senator  Robinson.  The  $1  a  day  that  the  (lovernment  pays  to  the 
inbtitution  must  cover  the  subsistence  of  the  student,  his  tuiti(m,  and 
the  cost  of  providing  barracks,  whatever  that  may  be.  If  barracks 
are  not  already  provided  by  the  institution  and  available,  an  ar- 
rangement may  be  made,  and  all  that  is  charged  back  to  the  institu- 
tion at  the  day  rate  per  man. 

Dr.  Lindsay.  If  that  is  all  the  institution  would  get,  I  do  not  think 
the  larger  institutions  will  be  able  to  furnish  that  without  an  addi- 
tional cost  upon  their  own  funds. 

Senator  Robinson.  That  is  undoubtedly  true. 
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Senator  Penrose.  Is  there  any  evidence  that  that  applies  to  all 
educational  institutions  ? 

Senator  Eobinson.  No,  sir.  The  statement  is  as  to  these  train- 
ing schools  that  can  be  availed  of  now.  That  temporary  contract 
has  to  be  made.  It  is  probably  uniform,  and  it  is  a  temporary  con- 
tract which  may  jiot  be  changed  to  meet  future  conditions.  We  are 
speaking  about  the  arrangement  that  the  Government  has  made  in 
taking  over  these  schools. 

The  Chairman.  Are  you  through,  Mr.  Lindsay? 

Dr.  Lindsay.  Yes.  I  should  like  to  add  to  this  a  reference  to  the 
fact  that  I  presented  to  the  Ways  and  Means  Committee,  and  there 
are  printed  m  part  1  of  the  hearings  before  the  Committee  on  Ways 
and  Means  on  the  proposed  revenue  act  of  1918,  pages  887  to  910,  a 
good  many  documents  and  letters  in  support  of  the  statement  I  have 
made  here.  I  do  not  think  it  is  necessary  to  introduce  them  into  your 
record. 

Senator  Smoot.  I  think  we  have  all  received  letters  similar  to  the 
one  you  put  in  the  record  in  the  House  hearings. 

Dr.  Lindsay.  I  would  like  to  call  the  attention  of  the  committee 
to  another  matter,  not  with  respect  to  the  estate  tax,  but  with  re- 
spect to  the  income  tax. 

In  the  draft  of  the  new  revenue  act  there  has  been  a  change  made, 
on  page  16  of  House  bill  12863,  subdivision  11,  in  the  provision  tliat 
is  now  a  part  of  the  present  law,  which  was  introduced  by  the  pro- 
vision adopted  by  the  Senate  and  accepted  by  the  conference  last 
year  with  respect  to  the  income  tax.  There  has  been  a  change 
made  in  the  language  of  this  exemption : 

Contrilmtions  or  ?jifts  nifidc  within  tlio  taxable  your  to  corporations  organized 
and  operated  exclusively  for  relijrioiis,  charitable,  scientific,  or  e<lucational 
purposes. 

The  present  law  reads,  "to  corporations  or  associations."*  It 
would  seem  that  this  change  would  limit  the  benefit  that  was  granted 
in  the  act  of  last  year  somewhat  to  incorporated  societies.  It  was  not 
the  intention  to  give  that  benefit  only  to  incorporated  institutions, 
but  also  to  include  societies  and  association  not  incorporated.  There 
is  one  exception,  however.  The  change  is  not  made,  and  therefore 
this  paragraph,  as  it  now  stands,  is  hardly  consistent. 

The  Chairman.  If  you  will  turn  to  the  first  page  you  will  find 
1  he  term  "  corporation  "  is  defined : 

The  term  **conM>ratlon  includes  associations,  jolnl  Kt(M'k  comimnles,  and  In- 
surance comi>aui«»s.  as  well  as  pri>ate  cori>orati(»ns. 

Dr.  Lindsay.  Then  that  covers  the  point  very  well. 

The  Chairmax.  That  includes,  necessarily,  associations. 

Dr.  Lindsay.  Yes. 

The  Chairman.  Is  there  any  other  point  you  want  to  call  to  our 
attention^ 

Dr.  Lindsay.  Xo.  sir.    I  thank  yon  very  much. 

The  Chairman.  Mr.  Hunt,  we  will  hear  vou  now.  Befcu-e  you  ix- 
gin,  is  there  any  other  representative  of  the  industry  you  ntv  ?>|>ertk- 
ing  for  who  desires  to  Ik*  heard? 
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MEDICAL   PREPARATIONS. 

STATEUENT  OF  MB.  ATHERTON  N.  HUNT,  84  STATE  STREET, 

BOSTON,  MASS. 

Mr.  Hunt.  I  think  it  is  possible  apme  other  representatives  de- 
sire to  be  heard  in  regard  to  this  section.  I  am  not  acting  in  co- 
operation with  them,  neither  am  I  antogonizing  toy  suggestion  they 
have  to  make,  so  far  as  I  know. 

The  Chairman.  We  have  made  the  suggestion  here,  and  I  think 
our  time  would  be  greatly  conserved  if  it  were  followed,  that  where 
there  are  several  representatives  of  the  same  industryj  tnat  they  get 
together  and  agree  that  some  one  or  two,  and  not  more  than  two, 
shall  speak  for  the  industry.  We  can  not  have  indefinite  hearings, 
you  know.  There  might  be  20  men  desiring  to  speak  for  the  same 
industry,  and  it  would  take  too  much  of  our  time.  If  there  is  one 
other,  that  would  place  a  limitation  upon  your  time.  If  you  speak 
solely  for  the  industry,  we  could  give  you  more  time. 

Mr.  Hunt.  Mr.  Chairman,  it  was  my  purpose  to  speak  for  the 
American  Association  of  Pharmaceutical  Chemists,  a  nation-wide 
association  embracing  practically  all  of  the  pharmaceutical  manu- 
facturers. There  are,  of  course,  the  drug  associations,  and  other 
branches  of  the  trade,  that  perhaps  will  look  at  the  matter  from  a 
different  angle  from  the  angle  taken  by  my  clients.  I  desire  to 
present  briefly  to  the  committee  one  phase  only. 

The  Chairman.  How  long  will  you  want  ?  We  have  to  fix  some 
limit  of  time,  or  we  will  not  begin  to  get  through  these  hearings  in 
the  time  we  have  set  for  them.  You  are  here,  and  here  is  another 
gentleman  who  has  asked  to  be  heard  representing  the  same  inter- 
est*?.   How  much  time  will  you  want? 

Mr.  Hunt.  I  shall  want  only  a  few  minutes. 

Tho  CiiAn:MAN.  Very  well."  Go  ahead.  We  will  give  you  15 
iiuiiUies. 

Mr.  Hunt.  The  American  Association  of  Pharmaceutical  Chem- 
ists, Mr.  Chairman  and  gentlemen  of  the  committee,  is  composed  of 
40  or  50  manufacturing  corporations  and  firms  making  medicinal 
products,  and  the  difficulty  with  the  situation  of  the  proposed  act 
troin  their  point  of  view  is  this.  I  am  not  here  for  the  purpose  of 
objecting  or  protesting  against  taxation  as  such.  My  whole  duty 
in  the  matter  is  to  call  attention  to  what  appears  to  us  to  be 
unjust  taxation,  not  intended  by  Congress,  and  that  unjust  taxa- 
tion is  a  matter  of  history  and  inheritance,  the  language  adopted 
in  the  proposed  act  being  a  relic  of  the  past,  and  not  bemg  applicable, 
as  we  oelieve  it,  to  the  present  situation  as  now  interpreted  by  the 
Commissioner  of  Internal  Revenue. 

I  took  the  liberty  of  sending  to  each  member  of  the  committee, 
within  48  hours,  a  copy  in  print  of  a  brief  which  has  beep  prepared. 

The  Chair3ian.  Will  you  give  that  to  the  reporter  for  incorpora- 
tion in  the  hearings  ? 

Mr.  Hunt.  I  will  present  a  copy.  In  that  brief  I  have  called  at- 
tention to  what  appear  to  be  to  us  two  necessary  changes  in  the 
statute.  The  old  section  600h  of  the  1917  revenue  law  has  been  re- 
produced in  part  in  section  908a,  subsection  2,  page  58  of  the  printed 
abstract  of  tiie  proposed  bill.    1  will  not  take  my  time  to  read  the 
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section,  but  I  will  call  attention  to  the  words  "or  trade-mark,"  which 
appear  in  connection  with  various  other  specifications;  and  words 
"or  as  remedies  or  specifics  for  anjr  disease,  diseases,  or  affection 
whatever  affecting  the  human  or  animal  body."  Those  two  phrases 
are  added  to  a  lot  of  other  phrases  describing,  in  the  main,  proprie- 
tary articles  or  medicinal  preparations. 

As  I  conceive  it,  .Congress  meant,  and  means  now,  to  tax  proprie- 
tary medicines.  It  has  been  a  consistent  policy  of  Congress  for  60 
years  in  emergency  taxation  measures  to  tax  proprietary  medicines. 
That  phase  of  it  I  do  not  care  to  discuss.  That  I  gladly  leave  to 
others.  Whatever  my  personal  feelings  may  be  about  it,  I  believe 
that  to  be  the  settled  policy  of  Congress. 

Those  two  phrases,  however,  have  brought  about  a  curious  situa- 
tion. The  Commissioner  of  Internal  Revenue  has  interpreted  those 
words  "  or  trade-mark  "  to  mean  that  any  pharmaceutical  manufac- 
turer who  uses  what  I  call  a  general  busmess  trade-mark;  that  is,  a 
trade  name  or  trade  symbol,  that  is  applicable  to  all  of  his  goods, 
whatever  they  may  be — not  a  specific  trade-mark  claiming  any  pro- 
prietary rights  of  any  kind — subjects  the  goods  sold  under  it  to  taxa- 
tion. I  am  informed,  after  conference  last  night  with  the  solicitor 
of  the  department,  that  possibly  the  department  will  recede  from 
the  decision  which  was  rendered  to  me  on  this  particular  phrase.  I 
emphasize  it  now  because,  whether  the  ruling  of  the  department  is 
right  or  wrong  makes  no  difference  in  our  contention  as  to  these  two 
phrases.  The  phrase  "  or  trade-mark  "  simply  creates  this  confusion, 
and  laid  foundation  for  the  opinion  that  was  sent  to  me  early  in 
this  year  that  such  matters  were  taxable.  I  think  the  department  is 
about  to  recede  from  that,  under  the  advice  of  the  solicitor. 

The  other  phase  of  the  matter  is  this  phrase,  "  or  as  remedies  or 
specifics  for  any  disease,  diseases,  or  affection  whatever  affecting  the 
human  or  animal  body." 

That  phrase  is,  verbatim  et  literatim,  an  inheritance  from  the 
past.  It  is  the  same  phrase  used  in  the  act  of  the  Civil  War,  in  that 
of  the  Spanish  War,  and  in  that  of  last  year — every  emergency  meas- 
ure. WTien  all  of  us  were  boys  we  were  familiar  with  the  kidney 
cures  and  consumption  remedies  and  rheumatic  specifics,  and  things 
of  that  kind,  special  medicines  which  had  designations  of  that  kind, 
that  were  sold  as  remedies  or  specifics  for  some  particular  disease. 
I  apprehend  that  that  is  what  Congress  meant  by  the  phrase  in 
1860  and  in  1898  and  in  1917.  But  the  Commissioner  of  Internal 
Revenue  says  that  what  Congress  meant  by  that  phrase  "  or  remedies 
or  specifics  for  any  disease,  diseases,  or  affection  whatever  affecting 
the  human  or  animaly  body,"  is  that  where  a  phannaceutical  manu- 
facturer has  on  his  label  therapeutic  limitations;  that  is,  any  of  the 
ordinary  things  we  see  printed  on  the  bottles,  such  as  "Fever.  (For 
children.)"  I  have  put  in  what  1  meant  to  be  some  horrible  exam- 
ples, on  page  18  of  this  brief,  which  I  have  submitted  to  the  mem- 
bers of  the  committee.  One  of  them  is  "  Coryza  Compound,  No.  4. 
Dr.  Kenvon."  Of  course,  all  of  these  medicinal  remedies  are  the 
result  of  formulas  discovered  and  approved  by  doctors  years  ago. 
Every  one  of  these  formulas  on  which  thes'»>  thousands  of  medicinal 
products  are  manufactured  originated  in  the  mind  of  some  healer, 
some  physician  or  surgeon,  and  has  come  down  through  approval 
and  experience,  until  it  has  received  the  approval  of  the  profession. 
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This  corj'za  compound  is  very  old.  It  is  manufactured  by  every 
pharmaceutical  manufacturer. m  the  country. 

Senator  Lodoe.  It  is  open  to  the  public? 

Mr.  Hunt.  It  is  open  to  the  public,  Senator,  and  nobody  claims 
any  proprietary  rights  in  it  whatever. 

Senator  Thomas.  Let  me  see  if  I  understand  you.  The  construc- 
tion ffiven  by  the  commissioner  to  this  clause  is  so  broad  that  it 
includes  nonproprietary  as  well  as  proprietary  medicines? 

Mr.  Hunt.  That  is  the  point  which  I  am  about  to  reach.  The 
result  of  these  two  rulings  on  the  words  "  or  trade-marks,"  and  "  or  as 
remedies  or  specifics  for  any  disease,  diseases,  or  affection  whatever 
affecting  the  human  or  animal  body,"  is  that  the  entire  distinction 
which  has  heen  preserved  through  all  these  years,  and  that  Congress, 
I  believe,  meant  and  still  means  to  preserve,  between  proprietary 
remedies  and  medicinal  products,  is  entirely  abrogated. 

There  seems  to  be  a  settled  policy  of  taxing  proprietaries.  I  can 
not  pei-suade  myself  that  Congress  ever  meant  to  tax  medicines  in 
general,  and  add  that  burden  to  the  sick. 

Take,  for  example,  the  particular  trade  I  represent.  It  is  the 
trade  which  manufactures  the  ordinary  working  tools  of  the  phy- 
sician, the  physician  throughout  all  the  country  who  dispenses  his 
goods.  The  National  Drug  Company,  for  whose  representative,  Mr. 
Pratt,  I  am  now  speaking,  with  the  other  members  of  that  associa- 
tion, I  am  told  has  over  13,000  open  accounts  on  its  books.  Those 
physicians  are  scattered  from  Eastport  to  the  Mississippi  Biver,  and 
many  of  them  are  miles  and  miles  rrom  a  prescription  desk,  and  they 
are  compelled  to  carry  the  medicines  which  they  dispense  at  the  bed- 
sides of  the  sick,  and  those  medicines  are  the  ordinary  working  tools 
of  the  physician,  and  are  the  things  which  I  am  suggesting  Congress 
never  meant  to  tax.  But  under  the  act  as  it  now  stands  the  commis- 
sioner says,  they  are  subject  to  the  tax  of  two  per  cent  under  the  act 
of  1917.  and  under  the  present  act  were  supposed  to  be  subject  to  a 
tax  of  10  per  cent,  and  under  the  act  as  now  contemplated  are  now 
subject  to  a  tax  of  more  than  10  per  cent,  because  one  cent  in  ten  runs 
it  to  over  10  per  cent. 

That  tax  on  general  medicinal  products  is  prohibitive,  for  this 
reason :  The  trade  can  not  absoi'b  any  such  tax.  Proprietary  medi- 
cines, of  course,  are  sold  upon  a  monopolistic  basis.  I  will  let  the  rep- 
resentatives of  the  proprietary  medicmes  speak  about  that.  But  cer- 
tainly they  ai*e  sold  \iiH>n  a  monopolistic  basis — almost  every  one  of 
the  manufacturers  for  whom  I  speak,  as  well  as  the  proprietaries. 
There  may  be  part  of  their  products  proprietary,  but  the  great  part 
is  general  medicinal  products.  But  the  general  medicinal  products 
are  sold  upon  a  very  (*lose  competitive  market,  and  sold  by  salesmen 
who  ti*avel  all  throughout  the  country  to  see  the  different  doctors. 
Tliat  tax  can  not  be  paid  by  the  manufacturer  on  tiny  present  scale  of 
prices.  It  seems  a  kind  of  fatalism  that  surpasses  even  the  Oriental, 
to  pass  that  tax  to  the  doctor,  who  is  struggling  to  save  human  life. 
We  do  not  want  to  tax  the  patient  for  his  inadvertence  in  being  sick. 
There  is  no  place  to  put  the  burden.  The  manufacturer  can  not  carry 
it  and  stav  in  business,  the  sick  man  ought  not  to  carry  it,  and  the 
doctor  can  not  carry  it  without  increasmg  his  charges. 

The  CiiAiRM.vN.  The  bill  does  require  the  sick  man  to  carrv  it,  does 
it  not? 
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Mr.  Hunt.  I  think  not. 

Senator  Thomas.  It  will  be  passed  on  to  him. 

Senator  Smoot.  They  can  liot  charge  any  more  than  they  are 
charging  now,  any  how. 

Mr.  Hunt.  What  I  meant  to  say  was  that  it  was  entirely  imprac- 
tical to  pass  the  tax  along,  because  you  can  not  pass  it  along.  It  will 
not  go. 

Senator  Thomas.  That  is  one  of  the  taxes  I  want  to  find.  I  am 
looking  for  that  kind  of  a  tax,  that  can  not  be  passed  along. 

Mr.  Hunt.  And  the  manufacturer  can  not  pay  it. 

Senator  Townsend.  Can  not  the  physician  increase  his  charges? 

Mr.  Hunt.  The  physician  ordinarily  dispenses  that  medicine  at 
the  bedside  of  the  sick  without  addition  charge,  and  my  feeling  is 
that  the  physician  can  not  increase  his  charges.  I  think  it  would 
create  sucn  resentment  throughout  the  community 

Senator  Townsend.  Do  I  understand  the  physicians  have  not  in- 
creased their  charges  since  the  war  opened  ? 

Mr.  Hunt.  Not  in  connection  with  medicines,  so  far  as  I  know.  I 
am  now  talking  about  the  possibility  of  a  physician  increasing  his 
charges  because  of  the  medicine  which  he  dispenses  at  the  bedside. 

Senator  Smoot.  The  medicine  is  such  a  little  part  of  what  he 
charges  that  it  does  not  amount  to  anything. 

The  Chahiman.  You  are  not  talking  about  the  medicine  sold  by 
the  dealer  but  sold  by  the  physician? 

Mr.  Hunt.  In  the  main.  That  is  very  little  of  the  product  of  the 
Manufacturers'  Association  which  I  represent. 

The  Chairman.  I  notice  in  the  bill  here  that  you  are  talking  about 
it  requires  that  a  stamp  be  affixed  to  the  article  by  the  vendor,  the 
cost  of  which  shall  be  reimbursed  to  the  vendor  by  the  purchaser. 

Mr.  Hunt.  That  is  one  of  the  alternative  methods  of  collection. 
That  is  part  of  the  machinery  of  collection.  Whether  or  not  that 
machinery  can  be  made  to  operate  in  the  case  of  these  medicinal 
remedies  is  the  point  I  was  trying  to  explain.  I  do  not  believe  it 
can  be  made  to  operate,  because  wnat  we  are  under  now,  under  this 
ruling,  is  this,  that  we  can  put  upon  our  labels  "  Made  by  X  Y  Z  " 
we  can  throw  away  all  our  general  trade-marks  and  use  a  legend  like 
that  "  Made  by  A  B,"  and  he  can  wipe  off  the  labels,  obliterate  from 
all  of  our  labels  the  scientific  therapeutic  indications  that  are  a  guide 
to  the  mind  and  hand  of  the  practitioner  and  not  pay  any  tax. 
Under  the  ruling  of  the  commissioner,  if  we  take  off  those  therapeutic 
indications,  we  do  not  pay  any  tax.  My  characterization  of  that 
situation  is  that  it  is  too  absurd  for  argument,  that  the  therapeutic 
indications  that  are  ordinarily  now  printed  on  additional  labels 

Senator  Lodge.  You  mean  the  formula? 

Mr.  Hunt.  Fever,  heart  tonic,  cardiac  stimulants,  conjuctivitis. 
When  we  get  a  cinder  in  the  eye  we  get  what  we  call  a  sore  eye.  The 
doctor  calls  it  conjunctivitis.  We  all  know  that  boracic  acid  is  what 
goes  into  all  eyewashes,  and  the  doctor  who  is  reaching  for  eyewash 
does  not  want  a  cardiac  stimulant,  and  anything  on  the  laliel  that 
guides  his  hand  immediately  to  what  he  wants,  whether  it  is  a  label 
showing  the  manufacturer,  the  origin  of  the  article,  or  whether  it  is 
the  traae-mark  of  the  house  with  which  he  wants  to  deal,  or  whether 
it  is  the  name  "  conjunctivitis  "  or  *'  cardiac  stimulant,"  or  something 
of  that  kind  that  he  is  after,  the  thing  that  guides  his  hand  to  that 
bottle  in  his  bag  quickly  is  the  thing  that  is  wanted.    It  may  make 
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a  diiference  whether  the  remedy  is  administer  at  4.30  or  4.35.  The 
ruling  of  the  commissioner,  and  the  statutes  together,  now  mean  that 
if  we  take  off  all  that  safeguard  of  the  general  public  and  of  the 
doctor  and  the  nurse,  and  throw  it  away,  and  throw  away  our  gen- 
eral business  trade-marks,  we  escape  the  tax,  but  if  we  put  them  on 
and  give  the  public  the  benefit  of  those  trade-marks,  that  is,  the 
hall-mark  of  respectability  attached  to  these  medicines,  and  give 
the  doctor  and  the  patient  the  benefit  of  the  therapeutic  indications, 
which  are  based  on  experience,  and  not  the  proprietary  name — if  we 
use  thos^  we  are  subject  to  the  tax. 

Senator  Lodge.  Mr.  Hunt,  this  whole  section  is  drawn  to  cover 
"medicinal  preparations,  compounds,  or  compositions  (not  including 
serums  and  antitoxins)  upon  the  amount  paid  for  any  of  the  above 
as  to  which  the  manufacturer  or  producer  claims  to  have  any  private 
formula,  secret,  or  occult  art  for  making  or  preparing  the  same." 
They  do  actually  rule  in  the  Treasury  that  if  the  Squib  Manufactur- 
ing Co.,  for  instance,  put  out  bicarbonate  of  soda  and  put  their  name 
on  it  it  is  taxable  as  a  proprietary  medicine? 

Mr.  Hunt.  I  did  not  follow  your  question. 

Senator  Lodge.  You  spoke  about  the  trade-mark. 

Mr.  Hunt.  For  example,  the  trade-mark  of  a  concern  for  which  I 
am  general  counsel  and  director  prints  a  representation  of  the 
Sphinx.  It  is  printed  on  the  boxes,  printed  on  all  the  cartons  and 
labels  and  everything  else,  and  the  concern  has  been  known  for  years 
as  a  manufacturer  oi  Sphinx  pharmaceutical  articles.  The  commis- 
sioner rules  that  because  that  has  the  Sphinx  on  it  it  is  taxable.  I 
think  the  commissioner  is  about  to  recede  from  that  ruling,  because 
I  understand  the  solicitor  of  the  department  has  rendered  an  opinion 
that  that  is  not  what  it  means. 

Senator  Lodge.  That  is  not  c^uite  my  question.  Suppose  Mr.  Squib 
nuikes  a  peculiarly  good  quality  of  an  article,  and  they  put  on  it 
•'  Scjuib's  Bicarbonate  of  Soda."  Does  the  department  hold  that  that 
is  taxable? 

Mr.  Hunt.  If  you  say  "  Squib's  Bicarbonate  of  Soda,"  that  is  the 
possessive,  if  you  claim  anything  which  indicates  you  have  a  su- 
perior way  of  making  it  from  anybody  else,  if  you  claim  any  occult 
or  peculiar  right  or  proprietary  right  or  right  of  property,  or  claim 
of  any  kind  that  your  remedy  is  better  than  somebody  else's,  that  is, 
that  it  is  not  bicarbonate  of  smla  as  we  know  it,  but  an  extra  quality 
of  bicarbonate  of  soda,  that  is,  the  instant  you  claim  it  is  not  what 
it  says,  it  is  taxable.  But  if  you  say  " liicarbonatc  of  soda"  or 
•'sulphate  of  quinine,"  or  any  oi  these  things,  and  put  on  a  general 
trade-mark  like,  for  example,  the  entwined  hearts  of  the  Hart 
Bros.,  the  red  cross  of  Johnson  &  Johnson — ^those  things  have 
been  in  difficulty  during  this  last  year. 

The  Chairm-Cx.  Did  you  not  tell  us  a  few  moments  ago  that  you 
thought,  after  consultation  between  you  and  others,  that  the  depart- 
ment would  change  this  ruling  in  regard  to  that  matter? 

>Ir.  Hunt.  I  think  the  department  is  going  to  recede  from  that 
position.  But  what  I  am  about  to  say  is  this,  that  the  appearance  of 
those  words  in  the  section  made  that  misunderstanding,  and  all  this 
controversy  possible,  and  the  words  are  of  no  value  whatever  in  the 
section,  because  I  defy  the  imagination  of  anybody  to  conceive  of 
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anything  which  is  included  in  those  words  which  is  not  included  in 
the  other 

The  Chairman.  Suppose  the  words  are  stricken  out,  and  the  de- 
partment changes  this  ruling.    What  other  point  have  you? 

Mr.  Hunt.  If  those  words  are  stricken  out,  and  the  department 
changes  this  ruling,  tlie  other  point  is,  "  or  as  remedies  or  specifics 
for  any  disease,"  etc.  Those  words  were  put  in  there  00  yeare  ago, 
as  applying  to  kidney  cures  and  consumption  remedies.  But  the}'  are 
now  obsolete,  because  the  Pure  Food  and  Drugs  Act  makes  it  un- 
lawful to  sell  anything  which  says  "  Kidney  cure."  You  can  not 
sell  a  consumption  remedy  now  without  being  prosecuted,  and  those 
two  items,  as  I  view  it,  were  meant  to  applv  to  those  specific  things, 
and  not  to  remedies,  because  if  you  take  tne  word  "  remedy"  in  its 
broadest  possible  sense,  you  find  that  the  definition  is  as  stated  in 
the  brief.  The  instant  you  take  the  broad  definition,  as  the  com- 
missioner says  we  nuist,  we  would  land  with  general  medicinal 
products.  The  definition  of  "  remedv  ^'  as  contained  in  this  brief,  as 
taken  from  Webster's  International  dictionary,  is  (reading) : 

First,  that  which  reUeves  or  cures  a  disease;  any  medicine  or  appUcation 
which  puts  an  end  to  disease  and  restores  health. 

Second,  that  which  corrects  or  counteracts  an  evil  of  any  kind ;  a  corrective : 
a  counteractive  preparation ;  cure. 

Can  anybody  conceive  of  anything  used  in  medicine  or  surgery 
that  does  not  come  within  that  definition  "  remedy  "  as  used  in  its 
broadest  sense?  If  we  use  "  remedy  "  in  its  broadest  sense,  we  mean 
general  medicinal  products,  and  I  respectfully  submit  to  this  com- 
mittee, as  I  have  in  my  brief,  that  that  is  not  what  Congress  meant, 
and  I  do  not  believe  that  Congress  means  it  now.  If  that  is  what 
Congress  does  mean  now,  that  is  the  thing  which  I  am  here  to  protest 
against — ^not  against  taxation,  but  against  taxation  which  is  unjust 
in  taxing  as  luxuries  this  great  class  of  general  medicinal  products 
which  are  imperative  necessities,  as  imperative  necessities  as  food  to 
eat  or  water  to  drink,  the  medicine  that  protects  our  families. 

The  Chairman.  Then  you  want  us  to  strike  out  the  words  ''or 
trademark  "  and  "  or  as  remedies  or  specifics  for  anv  disease,  diseases, 
or  affection  whatever  affecting  the  human  or  animal  body  "  ? 

Mr.  Hunt.  Yes,  Mr.  Chairman. 

Senator  Thomas.  Do  you  propose  any  substitute  for  those  word>  ( 

Mr.  Hunt.  No,  Senator,  because  my  contention  is  that  that  plirasc* 
"  or  trademark  ",  as  well  as  the  other,  is  entirely  superfluotw  anu  obso- 
lete, and  should  be  stricken  from  the  statute,  because  whether  the  rul- 
ing of  the  Commissioner  of  Internal  Revenue  is  right  or  wrong 
makes  no  difference,  except  to'  point  out  and  emphasize  the  nei'etusitv 
of  having  this  statute  in  such  clear  shape  that  there  can  be  no  nuscou- 
ception  of  it  either  by  the  Department  of  Internal  Revenue  or  by 
anv  one  else. 

?>enator  McCusiber.  Did  I  understand  von  to  say  that  under  th** 
pure  food  law  you  are  prohibited  from  selling  an  article  denominate*! 
**  Consimiption  Cure  ■'  or  "  Kidney  Cure  ^'? 

Mr.  Hunt.  Yes.  in  interstate  conunerce. 

Senator  McCcmber.  On  what  thoorv?     The  law  doe<  not  pn> 

hibit  it. 

Mr.  Hunt.  It  is  a  claim  that  can  not  be  sustained  llint  it  oomc- 
under  the  misbranding  section. 
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Senator  McCumber.  In  other  words,  you  have  to  prove  that  it  is 
a  cure? 

Mr.  Hunt.  Yes.  If  you  say  "  consumption  cure  ",  you  are  held  to 
defraud  the  public. 

Senator  McCitmber.  That  there  is  no  such  thing  ? 

Mr.  HrrNT.  That  there  is  no  such  thing  as  a  consumption  cure,  and 
that  a  remedy,  in  the  sense  we  use  the  word,  is  a  thing  which  is 
used  to  alleviate  disease.    It  may  or  may  not  be  successful. 

Senator  Penrose.  As  a  matter  of  fact,  that  regulation  is  largely 
ineffective,  because  these  proprietary  articles  do  contain  a  long  list 
of  complaints  which  they  are  said  to  relieve. 

Mr.  Hunt.  I  apprehend  that  most  of  the  proprietary  remedies  do 
have  some  virtue.  I  presume  there  must  be  some  virtue  in  all  of 
these  things. 

Senator  Pknrose.  It  has  l)een  said  to  one  of  my  aSvSociates  that 
many  of  them  relieve  the  craving  for  alcohol. 

Mr.  HrNT.  I  think  that  may  be  so.  However,  of  course,  the 
medicinal  trade  is  a  peculiar  one  in  that  respect,  because  it  requires 
high  percentages  of  alcohol  to  maintain  in  solution  the  different 
drugs,  especially  the  alkaloids.  There  has  been  nmch  question  before 
this  committee,  especially  about  Jamaica  ginger,  and  I  doubt  now  if 
many  people  outside  of  the  prof ession .  understand  why  Jamaica 
ginger  has  in  it  such  a  large  percentage  of  alcohol. 

The  Chairman.  I  think  the  committee  understands  vou.  I  think 
we  have  given  you  very  liberal  time.  If  there  is  any  otlier  statement 
now  you  want  to  make  we  will  be  ^lad  to  bear  that,  but  I  think  we 
imderstand  what  you  have  been  saying  about  this  particular  phrase. 
When  we  take  that  up,  if  we  see  proper,  we  may  confer  with  the 
department  about  the  construction  of  the  department  on  this  section. 

Mr.  Hunt.  There  was  only  one  other  phase  of  the  matter  I  wanted 
to  speak  about.  There  has  been  submitted,  prior  to  this  time,  by 
general  counsel  for  the  American  Association  of  Pharmaceutical 
Chemists,  with  whom  I  am  associated,  a  memorandum  calling  ^at- 
tention to  the  distinction  between  drugs  which  are  dispensed  by 
physicians  and  drugs  which  are  sold  to  the  laity.  If  the  committee 
feel  that  for  any  reason  those  words  can  not  be  stricken  from  the 
statute,  I  think  that  careful  consideration  should  be  given  to  the 
alternative  suggestion,  of  discriminating  between  the  things  dis- 
pensed to  physicians  and  things  sold  to  the  laity.  I  believe,  and  I 
respectfully  submit  to  this  committee,  that  the  way  to  reach  this 
thing,  the  way  to  clear  it  up  without  friction  and  to  put  everything 
on  the  basis  where  it  should  be  sold,  is  to  strike  out  the  word  from 
the  statute.-  Bnt  I  do  not  want  to  retire  without  bringing  that  other 
suggestion  to  the  attention  of  the  committee  for  just  a  moment,  to 
make  that  distinction  between  the  things  which  are  dispensed  or 
used  under  the  direction  of  physicians  and  surgeons  and  veteri- 
narians, and  the  things  which  you  and  I,  Mr.  Chairman  and  gentle- 
men, all  know  as  proprietary  medicines,  the  things  which  are  sold  to 
the  laity,  and  which  are  sold  on  request  off  the  shelf. 

Senator  Penrose.  Did  you  have  an  opportunity  to  submit  your 
objections  to  this  phraseology'  to  the  House  committee? 

Mr.  Hunt,  I  am  delighted.  Senator,  to  have  you  ask  that  question, 
if  I  may  have  time  to  answer  it.  The  matter  was  brought  to  my  at- 
tention professionally  very  late,  and  I  obtained  a  conference  with 
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Mr.  Kitchin,  of  the  House  Ways  and  Means  Committee.  He  told  me 
that  I  had  better  refer  the  matter  at  once  to  the  chairman  of  the 
subcommittee,  Mr.  Hull  of  Tennessee.  But  he  said, "  I  want  to  say  to 
you  frankly  that  even  if  Mr.  Hull's  subcommittee  reports  in  favor 
of  these  changes,  I  do  not  believe  that  we  will  take  the  bill  to  pieces 
at  this  stage,  because  it  is  substantially  in  print,  ready  to  come  out 
of  the  committee.  The  most  feasible  plan  for  you  to  adopt  is  ta 
take  jour  suggestions  before  the  Senate  Finance  Committee,  when 
the  bill  comes  to  them,  and  have  it  dealt  with  in  conference  if  Mr. 
Hull's  subcommittee  favors  the  suggestion."  The  reason  he  gave  me 
was  that  it  was  so  late,  and  it  was  very  late.  It  was  not  until  this 
month,  about  the  first  of  the  month,  that  I  was  retained  to  present 
this  to  Mr.  Kitchin  and  to  Mr.  Hull.  I  think  the  attitude  of  Mr. 
Kitchin  and  Mr.  Hull  was  favorable,  so  far  as  I  could  view  it.  But 
they  did  not  wish  to  obstruct  the  passage  of  the  bill  at  ttiat  time, 
because  it  was  printed  and  ready  to  come  out  of  the  committee. 
That  was  the  fault,  perhaps,  of  my  clients  in  not  bringing  it  to 
their  attention  earlier,  rather  than  the  fault  of  the  committee. 

(The  brief  submitted  by  Mr.  Hunt  is  here  printed  in  full,  as 
follows:) 

Brief  on  Behalf  of  American  Association  of  Pharmaceutical  Chemists 
AND  New  England  Drug  Manufacturers'  Association. 

section    600    (H)    war-revenue  LAW,    OCTOBER   3,    1917. 

**ih)  Upon  aH  piUs,  tablets,  powders,  tinctures,  troches  or  lozenges,  sirups, 
medicinal  cordials  or  bitters,  anodynes,  tonics,  plasters,  liniments,  salves,  oint- 
ments, pastes,  waters  (except  those  taxed  under  section  three  hundred  and 
thirteen  of  this  act),  essences,  spirits,  oils,  and  all  medicinal  preparations,  com- 
pounds, or  compositions  whatsoever,  the  manufacturer  or  producer  of  which 
claims  to  have  any  private  formula,  secret,  or  occult  art  for  making  or  prepar- 
ing the  same,  or  has  or  claims  to  have  any  exclusive  right  or  title  to  the  maklnj? 
or  preparing  the  same,  or  which  are  prepared,  uttered,  vended,  or  exposed  for 
sale  under  any  letters  patent,  or  trade-mark,  or  which,  if  prepared  by  any 
formula,  published  or  unpublished,  are  held  out  or  recommended  to  the  public 
by  the  makers,  venders,  or  proprietors  thereof  as  proprietary  medicines  or 
medicinal  proprietary  articles  dr  preparations,  or  as  remedies  or  specifics  for 
any  disease,  diseases,  or  affection  ivhatever  affecting  the  human  or  animal  body, 
and  which  are  sold  by  the  manufacturer,  producer,  or  importer,  a  tax  equiva- 
lent to  two  per  centum  of  the  price  for  which  so  sold." 

The  italics  are  ours,  and  attention  Is  particularly  directed  to  the  two  phrases 
emphasized. 

PROPRIETARY    MEDICINES    DISTINGUISHED    FROM    GENERAL    MEDICINAL    PRODUCTS. 

Medicinal  products  are  divided  by  a  very  sharp  line  of  distinction  into  two 
great  classes. 

First.  Proprietary  medicinal  articles  or  preparations  prepared,  manufactured, 
and  sold  under  some  claim  of  exclusive  proprietary  right. 

Second.  General  medicinal  products  In  which  no  exclusive  proprietary  right 
is  claimed,  manufactured  and  prepared  according  to  well-known  scientific  for- 
mulie  proved  by  experience  and  demonstrated  in  practice. 

Proprietary  medicinal  articles  or  preparations  included  in  the  first  class  are 
manufactured  and  sold  on  the  basis  of  an  exclusive  monopoly.  General  medici- 
nal products,  other  than  proprietary  medicinal  articles  or  preparations,  are  sold 
on  the  basis  of  a  close  competitive  market.  The  general  mediciniil  products 
include  the  ordinary  scientific  medicinal  preparations  or  articles  prescribed, 
dispensed  or  used  by  or  under  the  direction  of  physicians  or  surgeons.  In  the 
main,  proprietary  medicinal  articles  or  preparations  find  their  market  among 
the  general  public  apart  from  the  direction  of  the  medical  profession.    Atten- 
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tion  i»  directed  to  these  distinctions  not  In  any  spirit  of  disparagement  toward 
proprietary  medicinal  articles  or  preparations  but  merely  to  point  out  the  two 
lines  of  cleavage  between  .the  great  classes  of  medicinal  products. 

PURPOSE  OF  CONGRESS. 

Under  the  above  section  it  is  apparently  the  settled  policy  of  the  Congress 
to  tax  proprietary  medicinal  articles  or  preparations.  This  is  not  a  new  idea 
and  is  consistent  with  prior  statutory  enactments.  The  statute  does  not  pur- 
port to  tax  general  medicinal  products, 

NO  INTENT  TO  TAX  GENERAL  MEDICINAL  PRODUCTS. 

The  language  of  section  600  (h)  necessarily  implies  the  Intent  of  Congress 
to  tax  only  proprietary  preparations,  because  if  the  intention  of  Congress  had 
been  to  tax  me«licinal  products  generally,  the  care  displayed  in  defining  the 
various  classes  of  proprietary  medicinal  articles  or  preparations  would  have 
been  unnecessary.  The  only  object  in  defining  the  various  kinds  of  medicinal 
preparations  in  which  proprietary  rights  are  claimed  must  have  been  to  dis- 
tinguish the  proprietary  medicinal  articles  or  preparations  taxed  from  the  gen- 
eral medicinal  products  which  were  not  taxed.  If  the  Congress  had  intended  to 
tax  medicines  in  general  It  would  have  used  apt  language.  The  present  lan- 
guage would  have  been  without  justification  or  excuse. 

REASON  FOR  THIS  BRIEF. 

Under  the  above  section,  as  the  two  phrases  emphasized  are  interpreted  by 
the  Commissioner  of  Internal  Revenue,  a  manufacturer  of  pharmaceutical 
products  who  uses  a  general  trade-mark  or  prints  therapeutic  indications  on 
his  labels  must  pay  a  2  per  cent  tax  on  his  gross  sales  and  under  the  proposed 
amendment  must  pay  a  10  per  cent  tax  not  on  his  proprietary  products  alone 
but  on  his  gi'oss  sales. 

Such  a  result  would  be  a  public  calamity. 

PROPOSED  MODIFICATIONS  SECTION  600    (h). 

On  the  assumption  that  the  Congress  meant  to  tax  and  now  means  to  tax 
only  proprietary  medicinal  articles  or  preparations  and  did  not  Intend  and 
does  not  now  intend  to  tax  general  medicinal  products,  it  is  submitted  that  the 
words,  "  or  trade-mark  "  appearing  after  the  words,  "  under  any  letters  patent," 
and  the  words,  "  or  as  remedies  or  specifics  for  any  disease,  diseases,  or  affec- 
tion whatever  affecting  the  human  or  animal  body,"  appearing  after  the  words, 
"  proprietary  articles  or  preparations,"  have  no  proper  place  in  the  statute  and 
Should  be  stricken  therefrom. 

OBNEBAL  TRADE-MARK  DISTINGUISHED  FROM  SPECIFIC  TRADE-MARK. 

There  are  two  great  classes  of  trade-marks: 

First.  General  or  business  trade-marks,  otherwise  known  as  trade  names. 

Second.  Specific  trade-marks. 

These  two  classes  of  trade-marks  differ  from  each  other  in  character,  use, 
purpose  and  effect 

Difference  in  character, — Such  trade-marks  differ  in  character,  in  that  a 
specific  trade-mark  is  applicable  to  one  or  more  articles  of  a  particular  char- 
acter, while  a  general  business  trade-mark  is  applicable  to  all  the  merchandise, 
however  varied  in  character,  held  out  for  sale  by  the  business  house  entitled 
to  use  It. 

Difference  in  ««e — Such  trade-marks  differ  in  use,  in  that  a  specific  trade- 
mark, owing  to  its  origin  and  character,  can  be  used  in  only  a  very  limited  way, 
having  no  force  nor  meaning  apart  from  the  particular  merchandise  with  which 
It  Is  associated  and  which  It  Is  designed  to  protect,  while  a  general  business 
trade-murk  is  customarily  used  by  a  merchant  In  connection  with  all  the  kinds 
of  merchandise  In  which  he  deals,  Irrespective  of  the  kind  or  variety  of  mer- 
chandise and  without  regard  to  whether  specific  trade-marks  may  also  be  ap- 
plicable or  not. 

Difference  in  purpose — Such  trade-marks  differ  In  purpose,  In  that  a  specific 
trade-mark  is  Inten<led  to  assert  and  does  assert    some   exclusive    claim    of 
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proprietary  right  in  the  specific  articles  to  which  it  is  attached,  while  ii  general 
business  trade-mark  asserts  no  such  claim  and  is  intended  to  protect  the  owner 
of  the  trade-mark  from  fraud  and  imposition  by  other  merchants  who  might 
otherwise  deceive  the  public  as  to  the  identity  of  the  manufacturer  whose  goods 
they  were  purchasing. 

Difference  in  effect — Such  trade-marks  differ  in  effect,  in  that  a  specific  trade- 
mark is  a  warning  that  the  manufacturer  claims  some  exclusive  proprietary 
right  in  the  article  to  which  it  is  affixed  and  protects  the  manufacturer  against 
infringement  of  such  right,  while  the  general  or  business  trade-mark  asserts 
merely  the  name  and  identity  of  the  owner  of  the  trade-mark  and  protects  the 
public  against  purchasing  other  goods  designed  to  be  sold  as  his. 

EXAMPLES  OF  TRADE-MABKS  CLASSIFIED. 

As  examples  of  a  general  business  trade-mark,  I  would  cite : 

"In  Er  Seal,"  the  trade-mark  of  the  National  Biscuit  Co. 

"Necco,"  the  trade-mark  of  the  New  England  Confectionery  Co. 

The  trade-mark  of  the  Gorham  Manufacturing  Co.,  the  silversmiths  of  New 
York  and  Providence,  consisting  of  three  plaques  combining  an  adaptation  of 
part  of  the  old  English  "Hall  Mark,"  an  anchor  and  the  letter  **G." 

"Kodak,"  the  trade-mark  of  the  Eastman  Co. 

As  examples  of  specific  trade-marks,  I  would  cite: 

"Gold  Medal,"  the  trade-mark  of  the  Washburn  Crosby  Co.  for  flour. 

"Bon  Ami,"  the  trade-mark  applied  to  the  well-known  cleaning  preparation. 

"Postum,"  the  trade-mark  applied  to  cereal  coffee. 

"Fatima,"  cigarettes. 

"Ivory,"  soap. 

The  general  business  trade-mark  of  a  pharmaceutical  house  used  to  indicate 
the  origin  of  its  products  and  not  to  assert  any  proprietary  right  in  any,  special 
article  manufactured  or  sold,  Is  in  reality  a  trade  name.  As  such  It  stands  for 
built  up  reputation ;  it  is  a  link  that  connects  the  ultimate  consumer  with  the 
manufacturer.  It  preserves  the  Identity  of  merchandise,  and,  in  carrying  out 
this  function.  It  Is  a  device  of  Inestimable  value  to  the  commercial  world.  Its 
use  should  be  protected  and  encouraged;  and  the  manufacturer  should  not  be 
deprived  of  its  advantages  by  measures  of  taxation  which  makes  its  use  im- 
possible. 

VALUE  OF   GENERAL  BUSINESS   TUAliE-M ARKS. 

A  general  busihess  trade-mark  nsserts  no  clniiii  of  proprietary  rights  In  the 
article  to  which  it  is  affixed.  It  is  only  one  wny  of  announcing  the  identity 
of  the  manufacturer.  It  is  a  convenient  and  concise  way  of  telling  a  purchaser 
that  he  is  dealing  with  a  commercial  house  with  which  he  desires  or  intends 
to  deal.  Such  trade-marks  assume  value  to  the  vendor  according  to  the  reputa- 
tion obtained  for  honesty,  fair  dealing,  and  excellence  of  product.  It  is  a 
great  Injustice  to  deprive  a  business  house  of  the  benefit  to  be  derived  from 
its  own  reputation,  from  its  continuity  in  business,  or  from  the  well-recognized 
quality  of  its  products.  The  names  of  various  business  houses  are  synonyms 
for  honesty  and  sincerity ;  and  the  value  of  a  good  reputation  is  an  asset  which 
is  Jealously  protected  by. law.  The  law  does  not  allow  a  man  to  steal  his 
neighbor's  business  by  falsely  masquerading  under  his  neighbor's  name  or 
trade-mark.  The  wrong  perpetrated  by  such  a  frau<l  is  just  as  much  a  wrong 
to  the  purchaser  as  it  is  to  the  pretended  seller  who  is  inipei'sonated.  The 
public  relies,  as  It  has  a  right  to  do,  on  the  marks  of  identification  which  dis- 
tinguish the  products  of  one  merchant  or  manufacturer  from  the  products  of 
another;  and  a  theory  of  taxation  which  destroys  the  value  or  diminishes  the 
use  of  general  business  trade-marks  is  a  penalty  for  honesty  and  a  premium 
established  for  insincerity  and  careless  business. 

THEORY  OF  "  EJUSDEM  GENERIS  "  AS  APPLIED  TO  SECTION  600    (  H  ) . 

< 

First.  As  to  the  words,  "  or  trade-mark  " :  In  the  first  part  of  the  section  the 
Congress  has  specified  five  classes  of  proprietary  preparations,  the  manufac- 
turer or  producer  of  which  claims :  First,  to  have  any  private  formula ;  second, 
to  have  secret  or  occult  art  for  making,  etc ;  third,  has  or  claims  exclusive  right 
or  title  to  making,  etc.;  fourth,  which  are  prepared,  vended,  etc.,  under  any 
letters  patent ;  and  fifth,  which  are  prepared,  vended,  etc.,  under  any  trade- 
mark. 
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As  the  first  four  classes  necessarily  relate  to  preparations  in  which  exclusive 
proprietary  rights  are  iiossessed  or  claimed,  under  the  theory  of  ejusden  generis, 
tlie  fifth  class  must  also  relate  to  preparations  in  which  exclusive  proprietary 
rights  are  possessed  or  claimed.  Therefore,  the  words,  "or  trade-mark"  as 
they  appear  in  the  section  must  relate  to  a  specific  trade-mark  under  which 
exclusive  or  proprietary  rights  In  the  preparations  designated  are  possessed  or 
claimed.  The  various  particulars  recited  In  the  statute  relate  to  such  proprietary 
rights  and  any  particular  included  in  the  list  of  specifications  must  be  properly 
interpreted  to  refer  to  something  of  the  same  general  character  or  kind  as  the 
other  particulars  which  are  grouped  with  It  In  th^  same  class.  It  Is  not  reason- 
able to  suppose  that  the  Congress  intended  to  group  together  five  classes  of 
preparations,  carefully  define  four  classes  which  related  to  exclusive  proprietary 
rights  and  then  add  a  fifth  class.  Including  general  medicinal  products,  thus 
subverting  the  purpose  and  meaning  of  all  the  language  preceding  and  making 
the  definiUon  of  all  classes  of  proprietary  remedies  In  Idle  ceremony.  Unless  the 
words  *'or  trade-mark"  refer  to  a  specific  trade-mark  applied  to  a  specific 
article  or  articles  In  which  exclusive  proprietary  rights  are  possessed  or  claimed, 
the  words  would  alter  the  whole  intent  of  the  section  as  otherwise  expressed. 
The  rest  of  the  language  In  the  section  completely  negatives  the  Idea  that  the 
words,  **  or  trade-mark  "  were  ever  intended  by  the  CJongress  to  mean  a  general 
business  trade-mark  useil  for  the  purpose  of  identifying  the  maker  or  manu- 
facturer. 

Second.  As  to  the  words,  "or  as  remedies  or  specifics, "  etc.  In  the  latter 
part  of  the  section  the  Congress  has  specified  three  classes  of  proprietary 
preparations  which  are  held  out  or  recommended :  First,  as  proprietary  medi- 
cines; second,  as  medicinal  proprietary  articles  or  preparations;  and  third,  as 
reme<lies  or  specifics  for  any  disease,  etc. 

The  first  two  classes  necessarily  relate  to  preparations  In  w*hlch  exclusive 
proprietary  rights  are  possessed  or  claimed.  Therefore,  under  the  theory  of 
ejusdein  generis  as  Just  explained,  the  third  class  must  relate  to  preparations 
Ui  which  exclusive  proprietary  rights  are  possessed  or  claimed.  The  arguments 
set  forth  as  to  the  words,  "  or  trade-mark,"  apply  multandis  to  the  words, 
"  or  as  remedies  or  specifics,*'  etc. 

Unless  the  words  refer  to  a  specific  article  or  articles  in  which  exclusive 
proprietary  rights  are  iwssessed  or  claimed  the  words  would  alter  the  whole 
Intent  of  the  section  as  otherwise  expressed.  The  rest  of  the  language  of  the 
section  completely  negatives  the  Idea  t^^at  the  words,  "or  as  remedies  or  spe- 
cifics, "  etc,>  were  ever  intended  by  the  Congress  to  mean  general  medicinal 
products  sold  under  medicinal  labels  setting  forth  well-known  and  scientifi- 
cally recognised  therapeutic  indications. 

BUIJNOS  OF  THE  COMMISSIONER  OF  INTERNAL  BEVENT7E. 

The  Commissioner  of  Internal  Revenue  has  ruled,  however : 

First,  That  the  words.  "  or  tradr-mark  "  must  be  interpreted  literally  and  In 
the  broadest  sense  to  Include  any  trade-mark  of  any  kind,  general,  business  or 
specific,  and  that  any  medicinal  products,  whether  proprietary  medicinal  ar- 
ticles or  preparations,  oi  general  medicinal  products,  sold  under  any  trade-mark 
are  subject  to  the  tax  at  present  Imposed. 

Second.  That  the  words.  "  or  ns  remedies  or  specifics  for  any  disease,  diseases, 
<»r  affection  whatever  affecting  the  human  or  animal  body, "  must  be  Interpreted 
litenilly  and  In  the  broadest  sense  to  Include  any  remedies  sold  under  a  label 
bearlne  any  therapeutic  Indications,  and  that  any  medicinal  products,  whether 
proprietary  medicinal  articles  or  preparations  or  general  medicinal  products, 
sold  under  such  a  label  are  subject  to  the  tax  at  present  Imposed. 

Tliese  rulings  have  practically  abroprated  the  distinction  between  proprietary 
medicinal  articles  or  preparations  and  general  medicinal  products. 

It  is  assumeil  that  the  (.Congress  meant  and  now  means  to  tax  under  this  sec- 
tion only  proprietary  medicinal  articles  or  preparations  and  the  suggestions 
offered  are  submitted  on  that  assumption.  If  the  Congn^ss  Intended  the  words, 
••  or  trade-mark  "  to  Include  only  specific  trade-marks  and  not  to  Include  general 
business  trade-marks,  otherwise  known  as  trade  names,  or  if  the  Congress  in- 
tended the  wonls,  "or  ns  remedies  or  specifics  for  any  disease,  diseases,  or 
nffectlon  whatever  affecting  the  human  or  animal  body, "  to  apply  only  to  pro- 
prietary medicinal  articles  or  preparations  and  If  that  Intent  Is  expre.«<sed  in 
statutory  language  which  in  any  way  warrants  the  Commissioner  of  Internal 
Revenue  in  ruling  that  medicinal  products  sold  under  general  business  trade- 
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marks  or  sold  under  labels  bearing  therapeutic  Indications  are  taxable  within 
the  scope  of  the  language  used,  surely,  in  a  general  revision  of  the  war  revenue 
law,  the  opportunity  presents  Itself  to  express  the  will  and  intent  of  the 
Congress  in  such  language  that  it  can  not  be  misunderstood  or  misinterpreted 
either  by  the  CJommissioner  of  Internal  Revenue  or  by  declarants  submitting 
themselves  for  taxation. 

WOBDS,   "  OR  TRADK-MAUK  "    NOT  ESSENTIAL. 

If  the  Congress  mean  and  now  means  to  tax  only  proprietary  medicinal 
articles  or  preparations,  the  words,  "  or  trade-mark  "  are  entirely  unnecessary 
in  the  section.  Ai*tlcles  sold  under  a  specific  trade-mark  asserting  some  claim 
of  proprietary  right  are  taxable  under  the  other  specifications ;  and  the  words, 
"  or  trade-mark  "  used  with  that  limitation  add  nothing  to  the  language  which 
goes  before.  There  Is  no  medicinal  article  or  preparation  capable  of  being  sold 
under  such  a  specific  trade-mark  which  does  not  come  within  the  four  classes 
immediately  preceding.  A  private  specific  trade-mark  used  on  a  si)ecial  article 
or  articles  means  that  the  manufacturer  or  producer  claims  either  a  private 
formula,  or  secret  or  occult  art,  or  exclusive  right  or  title  to  the  making,  or 
claims  to  act  under  letters  patent.  A  specific  trade-mark  must  mean  one  of 
the  things  already  referred  to  In  the  prei'edlng  language  or  It  would  have  no 
meaning,  value  or  commercial  worth.  It  is  submitted  that  the  Imagination  can 
not  conceive  of  a  medicinal  preparation  In  any  way  Justifying  the  use  of  a 
specific  trade-mark  which  does  not  fall  within  one  of  the  classes  of  proprietary 
remedies  previously  defined.  If,  therefore,  the  words,  "  or  trade-mark "  are 
not  essential  to  secure  the  taxation  of  proprietary  articles  or  preparations  and 
as  now  included  in  the  section  merely  lead  to  obscuring  the  distinction  between 
specific  trade-marks  and  the  general  business  trade-marks,  the  words  should 
be  omitted  from  the  section.  Unless  the  Congress  means  to  tax  all  medicinal 
products,  the  words  are  superfluous.  If,  on  the  other  hand,  the  Congress  means 
to  tax  only  prietary  medicinal  articles  or  preparations,  there  Is  no  reason  why 
by  the  Imposition  of  a  prohibitive  tax  manufacturers  should  be  debarred  from 
the  use  of  general  business  trade-marks,  the  Identity  and  business  value  of 
which  have  been  established  by  ye^rs  of  hard  work  and  honest  dealings.  It 
has  already  been  ruled  that  general  medicinal  products  can  be  sold  under 
labels  bearing  the  legend,  "Made  by  XTZ."  It  is  submitted  that  the  use  of 
a  general  business  trade-mark  on  wrappers  and  packages  on  articles  of  mer- 
chandise means  nothing  more,  nor  nothing  less  than,  "  made  by  XYZ.*'  General 
business  trade-marks  are  merely  the  guaranty  of  business  reputation  and  assert 
110  proprietary  claim  except  the  right  of  u  business  concern  to  its  own  name 
and  reputation. 

NATIONAL  TRADE-MARKS   UNDER   SECTION    COO    H. 

Following  the  example  set  by  Franch  niunufacturers  and  producers  in  adopt- 
ing a  collective  trade-mark,  "  Unis-Franro,"  there  are  already  before  the  Con- 
gress two  bills,  "  the  Sims  national  trade-mark  bill  "  and  **  the  Pomerene  na- 
tional trade-mark  bill,"  both  looking  toward  the  establishment  of  a  national 
trade-mark.  If  the  words,  "or  trado-mni-k  "  remain  in  section  GOO  h  as  revised, 
does  the  use  of  tlie  national  trade-mark  subject  to  taxation  all  goods  uttere<l, 
vended  or  exposed  for  sale  under  it? 

If  the  Commissioner  of  Internal  Revenut  is  right  In  his  ruling  that  the  words 
"  or  trade- mark "  include  eveiT  kind  of  trade-mark,  how  can  we  reach  any 
other  result? 

The  absurdity  of  such  a  situation  merely  serves  to  emphasize  the  intent  of 
the  Congress  to  tax  only  proprietary  medicinal  articles  or  preparations  uttered, 
vended,  or  exposed  for  sale  under  a  specific  trade-mark  asserting  some  proprie- 
tary right  In  the  articles  to  which  It  is  attached  and  further  emphasizes  the 
necessity  for  having  the  manifest  intent  of  the  Congress  expressed  in  clear  and 
explicit  terms. 

THE  WORDS,   "  OR  AS  RKMEDIKS  OR   SPECIFICS,"   ETC. 

The  words,  "or  as  remedies  or  si^ecifics,"  etc.,  are  a  survival  from  earlier 
revenue  laws  and  as  such  are  entirely  obsolete  In  view  of  more  recent  legisla- 
tion. Prior  to  the  enactment  of  the  pure  food  and  drugs  act,  so-called,  remedies, 
cures,  and  specifics  abounded.  The  kidney  remedies,  consumption  cures,  and 
specifics  for  rheupiatism  with  which  we  were  familiar  years  ago  are  now  a 
thing  of  the  past,  such  designations  being  now  unlawful. 
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If  the  Congress  had  iiitondod  to  tux  all  rouiedies,  usiuK  the  word  in  its 
broad  sense,  it  would  have  used  apt  Uin^cuj'.^e  and  would  not  have  complicated 
tJie  statute  by  such  careful  classllication  of  proprietary  medicinal  articles  or 
]»reparations.  It  Is  submitted  tliyt  the  Congress  means  to  tax  remedies,  cures, 
and  specifics  of  a  proprietary  nature,  so  far  as  tlie  same  may  be  saleable,  if 
at  all,  under  existing  legislation  and  did  not  mean  to  tax  all  remedies. 

The  word  •'  remedy"  is  a  very  broad  word  Jind  is  defined  in  Webster's  Inter- 
national Dictionary  as  follows: 

Kh'st.  That  which  relieves  or  cures  a  disease;  any  medicine  or  application 
winch  puts  an  end  to  disease  and  restores  health. 

Second.  That  whkh  corrects  or  counteracts  an  evil  of  any  kind;  a  corrective; 
a  c<muteractive  preparation ;  cure. 

The  word  *'  remedy "  therefore  in(!ludes  every  conceivable  article,  intended 
or  desigued  to  cure  or  alleviate  disease  of  any  kind,  if  we  use  the  word  in  its 
brcmd  sense*.  Suili  a  use  of  the  woi-d  can  not  be  r(H!onciled  with  tlie  intent  of 
the  Ccmgress  as  evidenceil  by  the  rest  of  the  language  of  section  600  h.  Unless 
the  Congress  meant  to  tax  medicines  <jf  all  kinds,  the  words,  "  remeilies  or 
si)eclflcs  *'  must  be  inteipreted  as  referring  only  to  remedies  or  specifics  in 
which  some  proprietary  right  is  claimed.  The  general  language  and  tenor  of 
section  600  h  completely  negatives,  however,  the  idea  that  the  Congress  ever 
meant  to  tax  general  meilicinal  prcjducts  including  such  everyday  household 
remedies  as  sulphate  of  quinine,  cascara,  salicylate  of  soda,  and  a  multitude  of 
equally  well-known  medicinal  agents.  The  words  describe  no  new  class  and  add 
nothing  to  any  class  previously  described  unless  they  refer  to  general  medicinal 
products.  If  the  words,  "  rcnuMlies  or  sijccifics"  as  used  in  section  000  liare 
means  to  apply  only  to  proprietary  medicinal  articles  or  preparations,  they  are 
not  longer  necessary  in  the  statute  and  are  sui)erfluous.  If  they  include  general 
medicinal  products,  as  the  Commissioner  of  Internal  Revenue  has  ruled,  they 
subvert  the  meaning  of  the  rest  of  section  600  h,  fail  to  express  the  will  of  the 
Congress  and  ought  not  to  be  retained.  In  either  case  they  should  be  eliminated 
from  the  present  revision  of  the  war-revenue  law. 

THERAPEtlTIC   INDICATIONS. 

The  therapeutic  iiulications  ordinarily  printeil  on  medicinal  labels  afe  not 
mysterious  nor  occult  nor  do  they  assert  any  claim  of  proprietorship.  They  are 
merely  the  result  of  experience  and  serve  to  guide  the  mind  and  hand  of  the 
medical  practitioner,  of  the  nurse,  and  even  of  the  patient  himself  in  the  treat- 
ment of  disease.  It  is  a  strain  upon  the  reasoning  powers  to  comprehend  how 
any  claim  of  proprietorshij)  can  be  gathen^l  from  a  label,  on  which  a  medicinal 
formula  is  printed  and  which  bears  the  legend  "Fever  (for  children)."  Yet, 
such  a  label  has  been  held  by  the  Connnlssioner  of  Internal  Revenue  to  be 
within  the  scoi)e  of  the  language  of  section  600  h. 

The  following  labels  would  all  seem  to  be  within  the  ruling  of  the  Connnls- 
sioner of  Internal  Revenue  as  to  thera|»entlc  indications. 

Canjiutrtnitis, — R  acid  boraclc  C.  P..  2  grs.     Zinc  sulpho  carbolate.   i  gr. 

Vholrnt  infantum — Zinc  sulphocarluilate,  1-20  gr. ;  salol.  1-10  gr. ;  bismuth, 
subnitrate,  1-2  gr. ;  calomel,  1-60  gr. :  pepsin,  pure,  1-4  gr. 

Cold  lasativv.  Rt  lined, — Each  tablet  contains  acetanilid,  2  grs. ;  hyoscyamus, 
1-4  gr. ;  i|H»cac,  1-10  gr. :  atropine  sulphate,  l-()00  gr. ;  strychnine  sulphate,  1-150 
gr. ;  p<Hh>phyllln,  1-10  gr. :  cinchcmidia  sulphate,  1  gr. 

\(unili/ir  hradacfu. — A<itanilid,  1  gr.  ;morphlne  sulph.,  1-50  gr. ;  sodium 
broni..  r>  grs.;  caffeine  alkaloitl.  1-4  gr. ;  hyoscyamus,  1-2  gr. 

Tanic—iVor  children.  >  Calcium  i»hos..  1-10  gr.  Inai  phosphate,  1-10  gr. 
One  to  two  before  meals,  or  four  to  six  times  daily. 

!Hi*  uiiiutic. — Resin  guahic.  .^  grs.;  fiuhl  ext.  poke  hm)!.  1  gr. ;  potass  iodide, 
2  grs.:  colchicine,  l-KH)  gr.;  <llgitalln,  1-100  gr. 

(*fnif:n  romjtound,  Xn.  J.-  Dr.  Kenyon.  Revise«l.  Kach  tablet  contains:  Cam- 
phor. 1-2  gr. ;  hyoscjanuis.  1-30  gr. ;  quinine  snljih.,  1-2  gr, ;  atrojane  sulphate. 
1-2^XH)  gr. 

Grip  pnfcn'cd.—Kuch  tablet  ccaitains  acetanilid  1-2  gr. ;  ctru'lnaiidla  sulphate 
11-2  grs.;  strontium  salicylate  1-2  gr. :  tr,  aconite  IIKK).  13-4  mln. ;  capsicum, 
1-60  gr. ;  ext.  cascara  1  gi*.     Dose:  1  tablet  every  tliree  hours,  2  at  beiltime. 

Eli. rir— Strontium  lintmidr  fom/i. — Revi.se<l.  Constituents:  Kach  fiuid  ounce 
contains  alcohol  abour  5  |km*  cent  and  CA)  grs.  of  the  combined  bnmiides  of 
pcitiisslum.  sodium,  annnoiiium.  strontliun.  calcium,  and  lithlinn.  Indications: 
MigraiiH*.  epilespsy.  uterine  <M»ngestlon,  acute  mania,  alcoholism,  etc. 
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Dose :  One  to  two  teaspoonfuls  in  water  3  times  a  day. 

Fever. —  (For  children.)  Tinct.  aconite,  1-10  ra:;  tinct.  belladonna,  1-20  m. ; 
tinct.  bryonia,  1-20  m. ;  chocolate,  q.  s.   ( Strength  U.  S.  P.  1890. ) 

Flui4  Extract  of  Cascara  Sagrada. — (Fluidextractum  cascarae  sagradae  U.  S. 
P.  L.  X).  Contains  alcohol  23  per  cent.  Made  from  the  dried  bark  of  the  trunk 
and  branches  of  Rhamnus  purshlaua,  properly  seasoned.  Average  dose — metric, 
1  mil;  apothecaries,  15  minims.  Properties— rAn  excellent  laxative.  Partic- 
ularly Indicated  in  habitual  constipation. 

EFFECT   OF   THE   TWO   OBJECTIONABLE   PHRASES. 

The  2  per  cent  tax  substantiallj'  on  gi'oss  sales  of  general  medicinal  products, 
exclusive  of  proprietaries,  under  the  existing  statute  Is  oppressive  to  the  manu- 
facturers. A  10  per  cent  tax  on  such  products  can  not  be  absorbed ;  and,  if  the 
tax  is  to  be  paifl,  the  manufacturer  must  add  the  tax  to  his  price  list.  This 
would  transfer  the  burden  either  to  the  practicing  physician  or  to  the  sick,  on 
neither  of  whom  such  a  tax  should  be  allowed  to  fall.  It  is  incredible  that  the 
Congress  ever  meant  or  means  now  to  impose  any  additional  and  undue  burden 
of  taxation  upon  those  suffering  from  illness  and  infirmity  or  upon  the  physi- 
cians who  attempt  to  alleviate  such  suffering,  Such  a  10  per  cent  tax  on  gross 
sales,  moreover,  ought  not  to  be  passed  on  to  the  ultimate  consumer.  The 
doctors  who  dispense  the  ordinary  remedies  in  the  sick  room  ordinarily  include 
the  medicine  in  their  regular  fees  and  make  no  extra  charge  for  it.  They 
cei'tninly  ought  not  to  be  subjected  to  the  tax  and  must  protect  themselves 
by  additional  charges. 

A    TAX    ox    GENERAL    MEDICINAL    PRODUCTS    DEFEATS    ITSELF. 

Under  the  present  statute,  as  Interpreted  by  the  rulings  of  the  Commissioner 
of  Internal  Revenue,  general  medicinal  products  are  subjected  to  the  tax,  if 
uttered  under  a  general  business  trade-mark  or  under  a  label  bearing  any 
tlierapeutic  Indications.  In  order,  therefore,  to  take  general  medicinal  products 
out  from  under  the  operation  of  section  600  h,  rt  pharmaceutical  manufacturer 
must  abandon  the  use  of  his  trade  name  or  symbol  used  as  a  general  business 
trade-mark  and  must  ccape  to  publish  any  therapeutic  indications  on  his  labels. 
The  alternative  thus  presented  to  the  pharmaceutical  manufacturer  is  not  only 
unjust  to  them  but  is  full  of  peril  for  the  j)ublic.  General  business  trade-marks 
— really  trade  names — are  Important  to  the  commercial  world  and  should  in 
every  way  be  encouraged.  Therapeutic  indications  are  essential  for  the  public 
safety  and  the  convenience  of  doctors  and  nurses.  Proper  marks  upon  con- 
tainers of  medicinal  agents  are  a  necessary  protection  against  error  and  mis- 
use. The  ordinary  dictates  of  prudence  and  propriety  call  for  such  marks  on 
a  medicinal  product  as  will  Identify  in  the  shortest  possible  time  the  origin 
of  the  product,  the  name  of  the  manufacturer  and  the  therapeutic  use  of  the 
product  indicated  by  professional  and  scientific  exi)erience.  The  loss  of  either 
of  these  safeguards  would  be  a  matter  of  grave  public  concern  and  a  matter 
of  peril  to  the  public  health. 

The  Commissioner  of  Internal  Revenue  may  be  right  in  his  rulings.  If 
he  is  right  the  tax  defeats  itself.  General  medicinal  products  ought  not  to 
bear  a  10  per  cent  tax.  If  the  rulings  of  the  Commissioner  of  Internal  Revenue 
jire  correct  the  only  way  out  of  the  dlflftculty  under  a  statute  containing  the 
two  objectionable  and  unnecessary  phrases  referred  to  above  is  to  deprive  the 
medical  world,  the  commercial  world  and  the  general  public  of  the  manifest 
advantages  derived  from  the  use  of  general  business  trade-marks  or  symbols 
used  as  trade  names  and  of  the  protection  assured  by  setting  out  therapeutic 
indications  on  medicinal  labels. 

OBJECTIONAL   PHRASES    TO    BE    STRICKEN    OUT. 

It  is  therefore  submitted  that  the  words  "or  trade-mark"  and  the  later 
words,  "  or  as  remedies  or  specifics  for  any  disease,  diseases,  or  affection  what- 
ever affecting  the  human  or  animal  body  "  should  be  stricken  from  section  600  h 
or  from  any  pioposed  revision  thereof. 

SUMMARY. 

It  is  therefore  submitted — 

First.  That  the  Congress  intended  to  tax  under  section  600  h.  only  proprietary 
medicinal  articles  or  preparations. 
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Second.  That  the  language  of  section  600  h,  taken  as  a  wliole,  necessarily 
negatives  any  intent  of  the  Congress  to  tax  general  metiicinal  products. 

Third.  The  words,  **  or  trade-mark  "  are  meant  to  refer  only  to  special  trade- 
marks asserting  some  claim  of  proprietary  right. 

Fourtli.  That  the  words,  "  or  trade-mark  "  add  no  new  class  and  extend  no 
previously  mentlone<l  class  of  proprietary  medicinal  articles  or  preparations, 
and  are  unnecessary  unless  the  Congress  Intends  to  tax  general  medicinal 
products. 

Fifth.  That  the  words.  "  or  as  remedies  or  specifics,'*  etc.,  are  meant  to  refer 
only  to  special  remedies  or  s]:)ecifics  in  which  some  claim  or  proprietary  right 
is  made. 

Sixth.  That  the  words,  •'•  or  as  reme<lies  or  specifics,  etc."  are  a  survival  of 
earlier  revenue  laws  and  are  now  obsolete  in  view  of  later  legislation. 

Seventh.  That  the  words,  "  or  trade-mark  "  as  interpreted  by  the  Commis- 
sioner of  Internal  Revenue  tend  to  embarrass,  diminish,  and  perhaps  to  destroy 
the  use  of  goneriil  business  trade-marks  as  trade  names  or  symbols. 

Eiglrth.  That  t)ie  word.s,  *'  or  as  remedies  or  specltics  "  tend  toward  a  discon- 
tinuance of  tiie  \aiuable  practice  of  printing  therapeutic  indications  on  medici- 
nal labels. 

Ninth,  That  the  use  of  general  business  trade-marks  is  of  great  value  to  the 
commercial  world  and  to  the  public,  and  should  not  be  Interrupted  or  disturbed. 

Tenth.  That  the  use  of  therapeutics  Indications  on  meiliciual  labels  Is  a  safe- 
guard for  the  public  health,  and  of  great  lmi)ortance  to  the  medical  profession. 

Eleventh.  That  a  tax  of  lO'per  cent  on  general  medicinal  products  can  not  !)e 
properly  absorbeci. 

Twelfth.  That  the  two  objectionable  phrases  if  applicable  only  to  proprietary 
medicinal  iirtlcles  or  preparations  are  unnecessary  and  should  be  stricken  from 
the  statute. 

Thirteenth.  That  the  two  objectionable  phrases,  if  applicable  to  general 
me<liolnal  products,  as  the  Commissioner  of  Internal  Revenue  has  ruled,  fall  to 
exiiress  the  will  of  the  Congress,  and  should  be  stricken  from  the  statute. 

Fourteenth.  That  the  rulings  of  the  Commissioner  of  Internal  Revenue, 
whether  right  or  wrong,  merely  serve  to  emphasize  the  confusion  resulting  from 
the  statute  and  point  out  the  necessity  of  having  the  will  of  Congress  expressed 
in  such  clear  language  that  it  can  not  be  misunderstood  either  by  the  Commis- 
sioner of  Internal  Revenue  or  by  declarants  submitting  themselves  for  taxation. 

Respectfully  submitted. 

American  Association  of  Phabmaceutical  Chemists. 
New  England  Drug  Manufacturers'  Association. 
Athebton  N.  Hunt, 

B4  Btate  Street,  Boston,  of  Counsel. 

The  CiiAiRMAx.  Is  there  any  other  representative  to  be  heard  now  ? 
We  will  hear  one  other  gentleman  on  this  same  point,  if  he  desires 
to  speak,  but  only  one  other.    Is  there. any  other? 

Senator  Smoot.  Is  there  not  some  one  here  on  the  proprietary 
medicine  subject? 

The  Chairman.  Yes,  there  are  several  on  this  list  that  represent 
the  Association  of  Retail  Druggists.    Is  Mr.  Brokmeyer  here  ? 

Mr.  MiNicH.  I  represent  the  proprietary  medicine  interests,  but 
the  interest  I  represent  is  an  entirely  different  interest  from  that  rep- 
resented by  the  lastspeaker. 

The  Chairman.  We  will  then  hear  Mr.  Alfred  Lucking.  State  to 
the  stenographer  what  subject  you  wish  to  discuss. 

STATEMENT  OF  MB.  ALFRED  lUCSINa,  OF  DETROIT,  MICH. 

Mr.  Lucking.  The  taxation  of  dividends;  6  to  10  minutes. 

The  Chairman,  We  will  give  you  10,  Mr.  Lucking,  and  ask  you  to 
confoiTii  yourself  to  that  time,  ifyou  please. 

Mr.  LrcKiNo.  I  will  do  it.  This  statement  is  more  to  call  your 
attention  to  a  couple  of  concrete  illu.strations  of  the  injustice,  as  we 
conceive  it,  of  a  certain  proposed  change  in  the  taxation  of  dividends 
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under  this  proposed  act  from  the  existing  law  on  the  subject  rather 
than  to  maKe  a  general  argument.  In  the  first  place,  I  will  call  your 
attention  to  the  report  of  the  committee  of  the  House.  It  will,  1 
think,  state  the  whole  question  in  a  nutshell.  Then  I  will  give  you 
the  concrete  examples. 

Senator  McCumbek.  To  what  page  of  the  report  do  you  refer? 

Mr.  LircKixo.  This  is  report  No.  767,  Sixty-fifth  Congress,  second 
session,  *^Kevenue  bill  of  1918"  and  "Report."  I  refer  to  page  3. 
undei-  the  head  of  "Definitions."  I  will  read  about  20  lines,  com- 
mencing at  the  last  paragraph  on  page  3  [readmg] : 

The  (livldond  provision  makes  any  distribution  made  by  a  corporaticm  imt  of 
its  earnings  or  profits  nccnied  since  Fel)ruary  28,  1913,  and  payable  to  its 
shareholders  or  members,  whether  in  cash  or  in  other  property  or  in  stoclv  of 
the  cori)oration.  snl\ject  to  tax  in  the  hands  of  the  shareholder,  the  same  as 
imder  the  present  law.  It  also  provides  that  any  distribution  made  in  1918  or 
subsequent  years  shall  be  deemed  to  have  been  made  from  earnings  or  profits 
accrued  since  February  28,  1913.  The  present  law  provides  that  dividends  dis- 
tribute<l  to  the  stockholder  shall  be  taxable  to  the  individual  at  the  income-tax 
rates  in  efff^ct  in  the  year  in  which  the  dividend  is  received,  unless  the  corpora- 
tion distributes  more  than  its  earnings  for  the  taxable  year,  in  which  case  the 
additional  amounts  so  distributed  are  taxable  in  tlie  hands  of  the  Individual  at 
the  rates  in  effect  during  the  year  in  which  the  corpoi^ation  earned  the  same. 
Under  the  proposed  bill  all  distribution  of  earnings  accrued  since  February  28, 
1918,  will  l>e  taxable  in  the  hands  (»f  the  stockholder  iiccording  to  the  rates  in 
effect  during  the  year  in  which  the  dividend  is  received. 

I  think  the  chairman  of  the  Wavs  and  Means  Committee  in  draw- 
ing  that  stated,  with  substantial  accuracy,  the  present  law  as  inter- 
preted by  the  department,  but  not  its  exact  terms,  which  might  have 
been  suscei)tible  of  a  different  interpretation.  The  exact  language  of 
the  act  of  1917  is  contained  on  pages  102-103  of  the  pamphlet  "  Rev- 
enue Laws,"  and  with  your  permission  I  will  take  one  minute  to  read 
that.    [Reading :  ] 

Sec  31.  (a)  That  the  term  "dividends"  as  used  in  this  title  shall  be  held 
to  -mean  any.  distribntion  made  or  ordered  to  l)e  made  by  a  corijoration,  joint- 
stock  company,  association,  or  insurance  company,  out  of  its  earnings  or  profits 
accrued  since  March  1,  1913,  and  payable  to  the  shareholders,  whether  in  cash 
or  in  stock  of  the  corporation,  joint-stock  company,  association,  or  insurance 
company,  which  stock  dividend  shall  be  c<msidered  income,  to  the  amount  of 
the  earninjjs  f»r  profits  so  distributed. 

(b)  Any  distribution  made  to  th^  shareholders  or  members  of  a  corporation, 
joint-stock.  comi)any,  association,  or  insurance  compnny  in  the  year  1917  or 
subsequent  tax  years  shall  be  deemed  to  have  been  made  from  the  most  re- 
cently accunmlaled  undivided  profits  or  surplus,  and  shall  constitute  a  part 
of  tlie  annual  income  of  the  distributee  for  the  year  in  which  recelve<l,  and 
shall  be  taxed  to  the  distributee  at  the  rates  prescribed  by  law  for  the  years  In 
which  sudi  profits  or  surplus  were  accunuilated  by  the  coriK^ratlon. 

Xow,  I  want  to  give  you  a  concrete  example  of  the  injustice  of 
the  proposed  change.  The  Canadian  Bridge  Co.  is  a  corporation 
under  the  laws  pi  the  Dominion,  organized  by  and  its  stock  owned 
entirely  by  citizens  of  Detroit,  Mich.  I  do  not  remember  the  date 
of  its  organization,  but  in  1911  it  took  the  contract  to  build  the 
Quebec  bridge,  the  longest  and  largest  bridge  in  the  world,  and 
thev  have  been  building  it  ever  since.  You  will  all  remember  that 
the^ middle  span  fell.  That  disaster  cost  them  $800,000.  Practically 
their  entire  capital  has  been  invested  in  that  enterprise  for  the  last 
seven  and  a  half  years.  It  will  be  eight  years  by  the  time  the  profit, 
and  the  only  profit,  will  ever  come  to  them.  They  are  nearing  the 
end  now,  the  bridge  will  soon  be  accepted,  and  all  of  their  net  earn- 
ings will  come  to  tliem  early  in  1919, 
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Those  profits  they  would  like  to  distribute  if  they  can.  It  is  a 
Canadian  corporation;  it  is  not  a  United  States  corporation,  but -it  is 
owned  by  our  own  citizens,  and  if  permitted  to  distribute  they  will 
distribute  largely  these  profits  which  come,  and  which  are  earned,  all 
in  a  lump.  On  account  of  the  investment  being  so  hazardous  during 
the  whole  period  they  never  have  been  able  to  distribute  any  profits 
up  to  this  time,  and  now  to  have  the  earnings  of  eight  years  taxed 
at  the  extraordinarily  high  rate  of  the  new  bill  it  w^uld  seem  would 
be  a  very  great  injustice  to  the  proprietors  who  have  worked  all  these 
years  at  so  great  a  risk. 

Senator  hMrrH.  You  say  the  earnings  of  eight  years  would  be 
taxed  as  the  earnings  of  one  year? 

Mr.  Lucking.  Yes;  and  at  the  rates  in  effect  this  year,  which  are 
higher  than  the  rates  in  effect  a  year  ago  or  the  year  before,  and 
perhaps  higher  than  thejr  will  be  in  one  or  two  years  more.  It  just 
nappens  to  come  at  this  juncture,  when  it  would  take  from  most  of 
the  principal  shareholders  one-half  of  their  earnings  for  eight  years. 

Tae  Chairman.  I  understood  you  to  say,  too,  that  you  have  not  in 
any  of  these  previous  years  received  any  profits  ? 

Mr.  Lucking.  None  from  the  Quebec  bridge  operation.  They  have 
also  done  some  miscellaneous  bridge  work,  and  have  earned  about 
3  per  cent  during  that  time — ^received  about  3  per  cent — upon  the 
value,  of  their  stock.    That  is  my  information. 

The  Chairman.  You  will  get  all  your  earnings  in  the  final  pay- 
ment? 

Mr.  Lucking.  Yes;  all  the  profits.  • 

The  Chairman.  You  have  not  had  these  earnings  in  previous  years 
to  be  distributed 'if 

Mr.  Lucking.  No,  sir.  We  could  not  have  distributed  them,  be- 
cause we  did  not  have  them. 

Senator  Smoot.  The  same  thing  applies  to  railroad  and  other  con- 
tractors. 

Senator  McCumber.  It  applies  to  any  business  that  has  dividends 
after  years  of  work  and  preparation.    How^  would  you  remedy  it  ? 

Mr.  Lucking.  The  existmg  law  is  a  pretty  fair  law,  and  is,  I 
think,  practical.  It  caused  some  little  trouble,  I  know,  in  some 
other  cases  Jthat  I  had,  in  the  administration,  but  a  just  and  satis- 
factory administration  was  reached.  You  tax  all  that  the  corpora- 
tion has  earned  this  year — whatever  portion  of  the  diivdends  is 
earned  this  year — ^tax  it  at  the  rate  of  this  year,  what  it  earned  last 
year  at  the  rate  of  last  year,  and  what  it  earned  the  year  before  at 
Ihe  rate  of  the  year  before.  It  all  comes  in  in  a  lump  to  the  Gov- 
ernment, and  it  is  fair  and  just.  This  particular  case  of  the  bridge 
company  was  not  brought  to  the  attention  of  the  committee  of  the 
House. 

Senator  Jones.  As  a  matter  of  bookkeeping,  did  your  company 
estimate  any  i)rofit  during  these  previous  years  upon  that  contract 
in  proportion  to  the  amount  of  work  performed,  or  any  other  basis? 

Mr.  Lucking.  I  am  not  able  to  answer  you,  but  I  will  be  glad  to 
file  an  answer.  No  member  of  my  companv  is  here,  and  I  do  not 
know  perstmally.  I  will  have  to  inquire.  I  will  have  that  question 
written  out  for  me  and  an  answer  will  be  filed. 

Senator  Smoot.  I  suppose  the  estimate  was  made  by  those  who 
paid  for  the  bridge,  and  that  was  based  upon  the  estimated  amount 
of  work  on  the  bridge? 


248  TO  PBOVIDE  BEVENTJE  FOB  WAB  PUBPOBES. 

Mr.  Lucking.  Yes;  and  all  of  their  capital  was  at  hazard  that 
they  would  complete  this  undertaking. 

Senator  Smoot.  Yes;  of  course. 

Mr.  Lucking.  And  they  lost  $800,000  on  the  falling  of  that  span. 

Senator  Jones.  Senator  Smoot  suggests  that  this  involves  a  prin- 
ciple that  is  applicable  to  many  transactions. 

Mr.  Lucking.  Yes. 

Senator  Jones.  You  take  a  town-site  corpoi'ation,  for  instance:  It 
buys  land  and  begins  selling  land  at  a  profit,  but  the  transaction  will 
not  be  closed  for  several  years.  Now,  under  the  present  ruling  of  the 
Treasury  Department,  when  a  lot  is  sold  the  proportionate  profit  is 
estimated  and  is  considered  as  income,  as  the  work  progresses. 

Mr.  Lucking.  Yes. 

Senator  Jones.  And  the  query  which  rose  in  my  mind  was  whether 
your  company  should  not  have  estimated  from  year  to  year  the 
amount  of  profit  and  paid  tax  on  it. 

Mr.  Lucking.  It  has  distributed  no  dividends.  You  see,  that  is  a 
Canadian  corporation.  Anyway,  in  this  particular  instance,  it  dis- 
tributed no  dividends  out  of  the  Quebec  Bridge  earnings,  and  could 
not  do  so;  and  therefore  the  gentlemen  whom  I  represent  received 
nothing  in  the  way  of  dividends  or  distribution,  so  that  they  could 
not  pay  any  income  tax  upon  it. 

Senator  Jones.  Ought  not  the  Government  in  such  cases  as  that  to 
at  least  get  the  normal  tax  as  the  work  progressed  ? 

Mr.  Lucking.  Yes. 

Senator  Thomas.  That  is  what  you  want  now — for  the  Govern- 
ment to  go  back  and  collect  that? 

Mr.  Lucking.  Certainly,  Senator. 

Senator  Thomas.  There  might  be  no  profit  at  all. 

Mr.  Lucking.  If  the  bridge  had  had  a  second  fall,  there  probably 
would  not  have  been  any  profit  at  all,  and  all  their  capital  was  at 
hazard. 

Senator  Jones.  It  amounts  to  this,  that  you  have  been  keeping  in 
a  reserve  fund,  free  from  all  taxation,  what  you  have  estimated  to 
meet  a  contingent  liability  in  the  event  the  bridge  should  fall  or  some- 
thing else  might  happen,  so  that  you  have  chosen  to  allow  your 
profits  to  accumulate  as  a  reserve  fund  and  insurance  fund,  we  will 
say,  until  the  completion  of  the  transaction.  Now,  that  is  not  per- 
mitted in  a  great  many  laws,  in  business,  and  the  question  arose  in 
my  mind  whether  it  should  have  been  permitted  in  your  case  or  not : 
whether  you  are  not  delinquent  now  for  at  least  a  normal  income  tax. 

Mr.  Lucking.  I  think  not,  Senator,  because  even  if  this  had  been 
a  domestic  corporation,  there  would  not  have  been  any  income  tax 
upon  the  individual  until  the  corporation  declared  a  dividend,  and 
we  had  an  opportunity  to  receive  something  and  pay  on  it. 

Senator  Jones.  But  the  corporation  itself  is  liable  for  a  tax. 

Mr.  Lucking.  Yes ;  of  course,  the  corporation  itself  pays. 

Senator  Jones.  But  in  this  case 

Mr.  Lucking.  Not  in  this  case,  because  it  is  a  foreign  corporation* 
and  it  did  this  work  in  Canada  in  that  case. 

Now,  I  have  one  other  concrete  example.  I  have  exceeded  my  10 
minutes,  and  will  quickly  finish,  but  I  think  the  time  has  been  ex- 
ceeded partially  on  account  of  the  questions.  Just  one  other  exam- 
ple.   There  is  a  smaller  corporation  in  Detroit  known  as  Nelson^ 
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Baker  &  Co.,  a  pharmaceutical  house,  which  is  not  as  large  as  Parke, 
Davis  &  Co.j  but  is  doing  the  same  line  of  business.  For  a  number 
of  yeai-s  tliey  have  been  each  year  laying  aside  a  small  smn  to  sur- 
plus, and,  having  a  capital  of  $400,000,  tney  accumulated  something 
ovei-  $100,000  surplus  in  a  period  running  over — ^I  do  not  remember 
how  many  years — from  five  to  eight  or  nine  years,  laying  aside  a 
small  amount  each  year,  and  they  had  over  $100,000  at  the  beginning 
of  tliis  year,  and  on  about  tlie  1st  of  March  they  declared  a  stock 
dividend  of  25  per  cent,  which  is  $100,000. 

Senator  Smoot.  The  first  of  this  year? 

Mr,  Lucking.  Yes,  the  first  of  this  year,  out  of  earnings  of  last 
year  and  the  years  before.  That  company  was  paying  its  taxes 
regularly,  right  along,  of  course,  and  its  stockholders  were  paying 
their  taxes  upon  their  dividends  of  6  per  cent  which  have  been 
drawn  regularly  for  quite  a  number  of  years. 

Under  the  proposed  bill  that  will  be  taxed;  that  stock  dividend, 
which  is  of  course  a  mere  matter  of  bookkeeping  or  at  least  a  paper 
evidence  of  the  interest  of  the  several  stockholders,  will  be  taxed  at 
the  rate,  for  this  vear,  not  because  they  received  money  but  because 
they  received  a  piece  of  paper  showing  that  they  have  25  per  cent 
more  stock. 

It  seems  to  us  that  tliat  is  unjust,  not  only  to  tax  it  this  year  at 
the  rate  of  this  year  when  the  surplus  was  earned  the  year  before 
and  the  year  before  that  and  the  year  before  that,  in  small  amounts, 
but  it  is  unjust  entirely  because  it  is  not  money  received;  and  if  this 
proposed  law  had  been  in  existence  of  course  in  the  exercise  of  wise 
administration  they  would  not  have  declared  a  stock  dividend  at  all. 

Senator  Thomas.  Then  do  you  think  that  if  earnings  are  distrib- 
uted in  anything  but  money  they  ought  not  to  be  taxed? 

Mr.  Lucking.  I  would  not  want  to  take  quite  so  broad  a  position 
as  that,  but  in  this  particular  case  to  which  I  am  calling  your  at- 
tention, it  seems  to  me  it  is  not  just.  Now,  they  face  the  position 
under  the  existing  law  that  they  would  have  to  pay  the  tax  upon  it 
according  to  the  rates  when  it  was  earned,  in  1917  and  1916  and  1915, 
and  they  are  perfectly  willing  to  do  it;  but  it  seemsr  unjust  to  tax  it, 
ex  post  facto,  now,  by  a  new  law  making  it  a  very  much,  higher  rate 
than  when  they  committed  the  act. 

I  will  .file  a  statement  of  facts  about  the  subject  inquired  about. 

Senator  Jones.  Yes. 

(The  following  statement  was  subsequently  submitted  by  Mr. 
Lucking  and  is  here  printed  in  full,  as  follows:) 

The  bridge  conipnny  haviii;;  the  contract  for  tlie  brirtjre  (Tho  Cnnadian  Bridge 
Co.  I«  a  5<ut>sidiary  having;  a  oiu»-half  interest  in  the  entire  contract  and  a  one- 
half  liability)  made  a  return  each  year  to  tlie  Canadian  Government  of  its 
business,  under  tlie  business  profit  tax  act,  Kiving  its  estimated  profit  for  the 
preceding  year,  upon  the  assumption  tliat  the  total  profit  was  earned  at  a 
uniform  rate  per  year  during  the  continuance  of  the  contract.  The  company 
paid  its  tax  each  year  to  the  Govornmont  of  Canada,  based  on  these  estimated 
figures,  with  the  understanding  tliat  an  adjustment  would  be  made  when  tlie 
contract  was  completed  and  the  final  figures  could  be  obtained  by  which  the 
company'  would  make  up  to  the  Government  any  underpayments  of  previous 
years  or  receive  a  credit  for  any  overpayments.  The  estlmate<l  figures  were 
made  by  the  company  and  audited  and  approve<l  by  representatives  of  the 
Ooveniment.  It  was  understood  between  the  company  and  the  Government 
tliat  tlie  final  total  profit  should  be  figured  as  having  been  earned  at  a  uniform 
rate  per  year  during  the  continuance  of  the  contract  and  the  tax  for  each 
year  be  figured  at  the  rate  applying  for  the  year. 
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The  Chairmax.  The  committee  will  next  hear  from  Mr.  Minich. 
Mr.  Minich,  how  much  time  do  you  want? 

STATEMENT  OF  int.  VEBNE  £.  MINICH. 

Mr.  Minich.  I  requested  a  half  an  hour  when  the  appointment 
was  made  for  me. 

The  Chairman.  What  branch  of  the  bill  are  you  going  to  take  up? 

Mr.  Minich.  I  am  going  to  discuss  the  matter  of  allowances,  with 
special  reference  to  patented  articles,  where  the  thing  which  is  tax- 
able here  is  largely  the  fruit  of  the  efforts  of  previous  years. 

The  Chairman.  Do  you  think  that  will  take  a  half  an  houi*? 

Mr.  Minich.  I  thought  perhaps  it  would,  to  present  it  properly. 

The  Chairman.  Is  there  any  other  gentleman  here  who  wishes  to 
be  heard  on  this? 

Mr.  Minich.  No,  sir. 

The  Chairman.  What  is  the  wish  of  the  committee  about  that? 
Will  you  allow  half  an  hour? 

Senator  Townsend.  Let  him  go  on — let  us  see  how  interesting 
h&  is. 

Senator  Jones  of  New  Mexico.  The  question  he  raises  is  one 
which  others  doubtless  will  want  to  discuss. 

The  Chairman.  We  have  ten  men  on  the  list  to-da3\  li  you  can 
finish  in  twenty  minutes  you  will  confer  a  favor  upon  the  com- 
mittee. 

Senator  Dillingham.  Have  vou  a  brief? 

Mr.  Minich.  I  have  prepared  this  paper.  I  will  certainly  make  an 
effort  to  finish  in  the  shortest  possible  time. 

The  Chairman.  We  will  be  obliged  to  you,  because  we  do  not  want 
to  hear  any  arguments;  we  simply  want  to  hear  a  statement  of  a 
man's  position  and  hear  his  reasons. 

Mr.  Minich.  Mr.  Chairman,  I  could  not  make  a  speech  if  my  life 
depended  upon  it.  I  have  prepared  here  a  clause  for  relief  which 
I  would  like  to  place  in  the  hands  of  the  members  of  the  committee, 
if  I  may,  before  I  start. 

Senator  Robinson.  You  want  it  to  go  in  the  record  of  course? 

Mr.  Minich.  I  do. 

In  House  Bill  No.  12863,  entitled  "A  Bill  to  Provide  Revenue  and 
For  Other  Purposes,"  insert  on  page  40  between  lines  14  and  15  the 
following  additional  matter,  to  wit  [reading :] 

^4)  In  the  cnse  of  business  done  umler  an  unexplretl  patent  or  patents 
where  the  taxable  Income  hirj^ely  represents  the  fruits  of  activities  antedating 
the  taxable  year  an  allowance  equal  to  the  (llfferenoe  between  the  net  Inoome 
from  the  business  done  under  such  unexpired  patent  or  patents  for  the  taxable 
year  and  the  total  net  income  from  the  business  done  under  such  unexpired 
patent  or  patents  since  issued,  including  the  taxable  year,  divided  by  the  num- 
ber of  years  since  such  patent  or  patents  were  issued. 

Mr.  McCuMBER.  This  is  a  proposed  amendment,  is  it? 

Mr.  Mink  II.  It  is  a  proposed  amendment  for  insertion  on  page  36. 
under  the  head  "  Deductions  allowed,"  lines  2  and  3,  section  234,  of 
the  language  I  have  suggested. 

I  will  use  this  as  an  example  to  illustrate  the  operation  of  the  law 
as  proposed  in  this  House  bill  12863,  as  printed — ^the  effect  it  would 
have  in  my  own  particular  case.  We  have  a  machine  which  is  used 
for  the  preparation — that  is,  our  chief  device — of  moulding  sand  in 
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toundries.  In  making  preparations  for  moulding  in  foundries  mold- 
ing sand  is  used,  and  it  necessary  to  moisten  and  mix  that  sand, 
which  has  alwaj^'s  in  the  past  been  done  with  shovels,  very  laborious 
work,  and  at  night  the  labor  is  performed  and  the  plans  prepared 
for  making  the  castings  the  following  day. 

This  machine  performs  the  labor  much  more  effectively,  and  it 
saves  a  vast  amount  of  labor;  but  when  the  machine  was  invented 
and  placed  on  the  market  it  was  a  new  art.  Foundrymen  are  now 
very  much  more  progressive  than  they  were  10  years  ago,  and  they 
are  looking  for  labor-saving  devices,  but  at  that  time  they  were  not, 
and  the  way  that  had  been  good  enough  for  their  father  and  their 

Srandfather  was  good  enough  for  them.  As  the  result,  the  intro- 
uction  of  a  machine  of  this  kind  was  a  very  difficult  matter,  and  the 
field  was  rather  limited  in  that  the  machine  could  be  applied  only 
to  foundries  making  a  specialty  of  doing  a  certain  class  of  work 
where  the  foundry  layout  and  the  size  of  the  foundiy  would  make 
its  intro<luction  applicable. 

Reviewing  the  entire  situation  we  decided  that  the  only  practical 
way  of  getting  the  machine  on  the  market  profitably  and  getting  a 
return  for  our  investment  and  the  eflFort  we  realized  it  would  be 
necessary  to  make  to  introduce  the  machine  would  be  to  place  it  on 
a  royalty  basis,  and  it  was  largely  placed  on  that  basis.  I  personally 
started  the  business  early  in  1908.  Then,  June  1,  1910,  my  personal 
capital  being  exhausted,  I  organize  a  close  corporation  of  $175,000, 
distributed  $75,000  in  preferred  stock  and  $100,000  in  common  stock. 
This  represented  the  money  which  the  company,  as  then  organized, 
paid  for  the  patents. 

The  device  was  owned  by  a  Miiali  c<mcern  which  was  nearing 
banlcruptcy  when  I  personally  took  hold  of  it  and  marketed  the 
device  for  a  couple  of  years  until  my  capital  became  exhausted,  and 
showed  what  there  was  in  the  device  to.  the  people  that  owned  it  then, 
to  the  extent  that  it  aaus*  necessary,  in  order  to  procure  control  of 
it — I  was  then  operating  under  a  contract  with  the  owners,  during 
.  the  first  two  years — for  us  to  pay  them  $175,000,  and  also  to  assume 
about- $0,000  worth  of  their  indebtedness  to  acquire  this.  Now,  we 
operated  up  until  about  1916,  under  this  patent — or,  there  were 
several  i)atent^ — and  for  the  period  I  had  spent,  1908  to  1910,  and 
the  balance  of  the  time  that  the  corporation  had  spent,  the  net  profit 
we  realized  was  $4,778.54  for  all  those  years  of  time.  We  had  had 
our  machine  manufactured  under  contract  outside,  not  having  suffi- 
cient capital  to  start  a  plant  of  our  own,  but  in  1915  we  did  finallv 
start  a  plant  of  our  own.  We  were  getting  our  machine  pretty  well 
perfected  then  and  we  were  beginning  to  get  a  good  many  royalty 
contracts  that  were  on  an  earning  basis,  and  the  tide  commenced  to 
turn. 

I  want  to  make  the  point  that  while  we  are  making  a  return  from 
our  years  of  effort  that  would  repay  us  for  the  nearly  ten  years  that 
we  spent— at  least  eight  years,  it  was — in  getting  the  thing  on  its 
feet,  we  did  not  get  anything  for  the  eight  years,  and  the  returns 
wo  are  now  getting  very  largely  are  the  result  of  efforts  we  made 
before  war  was  declared,  the  result  of  contracts  that  we  had  actually 
closed,  and  are,  in  fact,  deferred  profits  that  we  are  now  securing. 

A  great  majority  of  the  contracts  that  we  had  closed  before  war 
was  declared  on  a  royalty  basis  are  to-day  in  operation,  and  as  it 
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happens  the  machines  are  being  used  by  foundries  that  are  making 
anywhere  from  30  to  100  per  cent  of  their  product  for  the  Army 
and  Navy  in  the  prosecution  of  this  war. 

I  do  want  to  make  it  clear,  however,  that  ours  is  not  a  war 
product  and  that  our  growth  has  only  been  in  proportion,  as  I  can 
support  by  figures,  to  the  growth  that  we  enjoyed  before  war  was 
declared ;  but  it  does  so  happen  that  the  tool  is  now  proving  of 
tremendous  value  to  the  f  oundrymen  who  are  turning  out  the  basic 
materials  out  of  which  machine  tools  and  ships  and  farm  imple- 
ments, and  all  the  other  important  requisites  of  war,  are  being  made, 
and  those  tools  are  rendering  a  valuable  service. 

The  Chairman.  Is  your  objection  to  the  income  tax  on  the  earn- 
ings of  the  corporation  ? 

Mr.  MiNiCH.  Not  at  all.  We  have  no  objection  at  all  to  the  income 
tax. 

The  Chairman.  To  what  tax  are  you  objecting? 

Mr.  MiNiCH.  We  are  objecting  to  the  excess  profits  tax,  or  to  the 
so-called  war  tax,  whichever,  or  both  of  which,  may  be  eliacted  in 
this  law.  We  are  objecting  to  that  only  to  the  extent  that  we  con- 
ceive it  takes  inequitably  as  against  years  of  effort  that  we  spent  in 
establishing  in  the  market  and  improving  a  valuable  device,  which 
effort  was  spent  under  the  belief  that  we  had  protection  from  the 
United  States  Government  in  the  form  of  a  patent.  Patents  are 
granted,  as  we  understand  it,  by  this  Government  to  protect  the  in- 
ventor and  the  manufacturer  of  some  article  for  a  period  of  time 
that,  will  enable  such  manufacturer  to  obtain  a  return  for  the  risk 
and  years  of  effort  that  he  has  taken  and  made  in  establishing  a 
market  for  the  device,  and  unless  some  form  of  protection  was 
granted  to  such  inventions  it  is  perfectly  obvious  that  large  sums  of 
capital  and  years  of  time  would  not  be  invested  in  inventing,  per- 
fecting, developing,  and  creating  a  market  for  such  devices;  and 
our  progress  would  be  very  mucn  slower  unless  some  form  of  pro- 
tection was  granted,  by  patient  or  otherwise. 

Senator  Jones  of  Arizona.  Is  your  case  an^y-  different  in  principle 
from  that  of  the  minine  prospector  who  discovers  a  prospect,  or 
something  which  he  thints  is  liable  to  develop  into  a  mine,  and  who 
spends  several  years  in  prospecting  that,  and  finally  runs  a  tunnel 
and  strikes  a  jjaying  body  of  ore  that  is  very  rich ;  is  your  case  any 
different  in  principle  from  that? 

Mr.  MiNiCH.  Yes;  I  should  sav  it  is  decidedlv  different.  This 
law,  as  I  under3tand  it,  makes  some  provision  for  depletion  of  that 
mine,  and  he  is  going  to  enjoy  the  income  of  that  mine  as  long  as 
there  is  ore  there.  We  are  going  to  enjoy  protection  under  our  patent 
until  1923,  during  which  time  this  law  will  probably  be  operative, 
during  which  period  of  time  we  will  have  paid  the  bulk  of  our  returns 
under  the  patent  out  in  the  form  of  taxes,  and  at  the  end  of  which 
time  every  foundry  manufacturer  who  has  another  line  of  machinery 
on  the  market  and  established,  conceiving  that  we  have  made  a  tre- 
mendous venture  out  of  this,  or  at  least  recognizing  that  it  is  a  very 
valuable  piece  of  equipment,  prepares  to  manufacture  and  bring  it 
out  and  put  it  on  the  market  as  30on  as  ou^  patents  have  expired,  and 
he  can  market  it  at  a  very  low  profit  comparatively  and  deprive  us  in 
that  way  of  an  opportunity  to  get  any  returns  for  years  of  effort  that 
we  have  made  in  establishing  this  market. 
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Senator  Jones  of  Arizona.  Then  you  simply  want  the  exemption 
to  take  into  consideration  the  life  of  the  patent  as  a  depletion  charge? 

Mr.  MiNiCH.  Yes;  I  think,  if  I  understand  your  question  correctly. 
Senator.  The  substance  of  this  amendment  which  we  have  proposed 
is  as  follows.  It  being  very  brief,  perhaps  I  may  be  permitted  to  read 
it.    It  is  as  follows  [reading :] 

In  the  cHHe  of  bu^lDc^s  cUme  under  an  expired  patent  or  patents  where  the 
taxable  Income  largely  represents  the  fruits  of  activities  antedating  the  tax- 
able year  an  allowance  tniual  to  the  difference  between  the  net  income  from  the 
hiishiess  done  under  sucli  unexpired  patent  or  patents  for  the  taxable  year  and 
the  total  net  income  from  the  buHiness  done  under  such  unexpired  patent  or 
pu  tenths  since  issued,  inclndinp:  the  taxable  year,  divided  by  the  number  of  years 
since  Mich  patent  or  patents  were  issued. 

In  other  words,  we  are  simply  seeking  the  opportunity  to  pay  what- 
ever tax  may  be  levied  upon  the  average  returns  that  we  enjoy  from 
this  patent. 

Senator  Jones  of  Arizona.  How  different  is  that  from  the  ca^  of 
the  prospector  to  which  I  referred  a  while  ago,  who  puts  in  ten  years 
discovering  a  body  of  ore,  and  when  he  discovers  it,  he  discovers 
enough  to  warrant  operation  for  ten  years  longer;  but  under  your 
plan,  you  would  have  the  profit  distributed  over  a  period  pf  twenty 
vears. 

Mr.  MiNiCH.  Seventeen  years.  Senator;  pardon  me. 

Senator  Jones  of  Arizona.  Well,  seventeen  years  in  the  case  of  the 
patent,  and  twenty  years  in  the  ca^  of  the  mine,  which  I  mentioned. 
Is  not  that  just  the  same  thing?  ) 

Mr.  MiNiCH.  As  I  understand  it,  he  is  permitted  to  deduct  for  the 
depletion  of  his  mine,  assuming  it  is  going  to  be  exhausted  in  ten 
years,  each  year,  10  per  cent;  so  that  each  year  he  pays  on  the  average 
income  he  gets  from  hi^  mine. 

Senator  Smoot.  But  in  the  case  of  the  mine,  you  have  not  anything 
left  at  the  end  of  the  time,  while  in  your  case  ^you  have  the  right  of 
manufacturing  that  machine  as  long  as  you  want  to. 

Mr.  MiNiCH.  Quite  so;  but  all  of  our  royalty  income,  all  of  the 
income  upon  the  basis  upon  which  we  have  done  business,  is  extin- 

ffuished.  We  must  discontinue ;  when  our  patent  expires,  we  can  no 
onger  secure  a  royalty  on  this  machine. 

Senator  Smoot.  Take  any  class  of  business;  many  of  them  run  for 
years  without  any  profit  at  all,  but  in  your  case  you  are  protected  by 
your  patent  for  seventeen  years. 

Mr.  MiNiCH.  Precisely,  and  we  worked  on  it  for  eight  years. 

Senator  Smoot.  What  is  the  difference  between  you  working  eight 
years  and  a  merchant  working  eight  years  to  get  his  business  on  a 
paying  basis? 

Mr.  MiNicu.  I  should  have  explained  that  four  years  of  our  patent 
had  expired  when  wo  acquired  the  right  to  it,  leaving  us  only  tliir- 
teen  years. 

Senator  Smoot.  Yes. 

Mr.  MiNiCH.  The  difference  is  this,  that  the  merchant  is  building 
up  his  business  upon  an  ordinary  competitive  basis,  but  it  is  built  up 
in  competition  all  the  time.  All  of  the  profits  he  obtains  under  that 
he  is  in  position  to  enjoy  equally  at  the  end  of  the  period.  We  are 
rot. 
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Senator  Robinson.  You  enjoy  all  the  benefits  during  the  period. 
You  have  in  eifect  a  monopoly  during  the  life  of  the  patent. 

Mr.  MiNiCH.  Precisely  so. 

Senator  Robinson.  Ajid  at  the  end  of  the  patent  period  you  go 
upon  the  basis  that  the  merchant  is  now  occupying. 

Senator  Smoot.  Yes ;  and  that  you  do  not  want  to  do. 

Mr.  MiNicii.  What  I  am  pointing  out  is  this,  that  presumably  the 
United  States  Government  is  giving  us  some  form  of  protection  in 
the  form  of  a  patent,  which  protection  by  the  operation  of  this  law 
we  are  deprived  of. 

Senator  Robinson.  But  in  granting  your  patent  it  did  not  give  you 
an  immunity  from  taxation.  That  is  the  fundamental  error,  if  I 
may  say  so,  in  your  position. 

Senator  Geruy.  What  you  would  really  like  to  have  to-day  is  to 
have  your  patent  lengthened  ? 

Senator  Jones  of  Arizona.  You  want  the  period  of  your  patent 
to  begin  when  you  begin  making  a  profit  out  of  the  business, 

Mr.  MiNiCH.  Xo,  1  am  not  seeking  any  of  those  things.  I  am 
simply  seeking  the  privilege  of  paying  a  tax  based  upon  the  patent^ 
based  upon  the  average  return  that  we  realize  from  this  patent. 

Senator  Robinson.  But  you  did  not  realize  those  returns  during 
former  years  f 

Mr.  MiNiCH.  How  is  that? 

Senator  Robinson.  You  did  not  realize  substantial  returns  during 
the  former  years? 

Mr.  MiNicii.  I  have  explained  these  things.  You  take  a  standard 
article  of  merchandise  and  start  in  to  manufacture;  that  device  is 
known  to  the  trade ;  it  is  a  device  that  the  trade  is  using.  You  do  not 
need  to  go  to  the  great  expense  of  developing  that  device  mechani- 
cally, to  the  great  expense  of  creating  a  trade  for  something  that  is 
not  known,  the  value  of  which  is  not  recognized  or  known.  You  go 
into  the  market  and  place  this  device  upon  an  ordinary  competitive 
basis;  it  is  something  that  is  already  known  and  for  which  a  market 
is  already  established.  It  is  simply  a  question  of  salesmanship,  of 
showing  him  that  your  device,  for  something  he  wants,  is  going  to  do 
better  than  his  device.  You  are  in  a  vastly  better  position ;  I  submit 
that  no  one  would  go  to  the  trouble  of  inventing  devices — I  mean 
something  that  covers  a  new  art — inventing  such  devices 

Senator  Jones  of  Arizona.  I  think  you  are  touching  upon  a  phase 
which  has  caused  some  of  us,  at  least,  a  great  deal  of  concern,  out  I 
cannot  distinguish  between  your  point  where  a  patent  is  involved, 
and  other  lines  of  business  which  meet  with  the  same  difficulty. 

Mr.  MiNiCH.  My  proposition  is  this,  that  patents,  the  development 
or  improvement  of  devices  covorinff  a  new  art,  will  be  greatly  dis- 
turbed and  there  will  be  very  much  less  in  the  way  of  invention  dur- 
ing the  period  of  the  war  on  devices  which  relate  to  a  new  art,  which 
it  is  well  recognized  in  the  commercial  world  requires  a  vast  deal 
of  time  and  expenditure  of  effort,  and  so  on,  before  there  is  any 
hope  of  return,  if  some  protection  cannot  be  obtained;  so  that  the 
fruits  of  the  effort  put  upon  that  patent  can  be  enjoyed  upon  a  basis 
somewhat  equal  to  the  marketing  of  a  standard  commercial  device 
by  the  commercial  manufacturer. 

Senator  Tno3rAS.  Substantially,  then,  you  think  that  the  profit 
which  this  will  would  reach  as  war  profits  should  not  be  considered 
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as  a  war  profit  because  it  is  based  upon  previous  years  of  very 
earnest  em>rt? 

Senator  Smoot.  That  is  it. 

Mr.  MiNiCH.  Partly  that,  and  partly  because  it  so  happens  that 
coincident  with  the  passage  of  this  bill,  which  takes  the  largest  per- 
centage of  our  returns,  we  are  just  beginning  to  get  returns. 

Senator  Smoot.  I  know  a  mine  in  my  own  State  that  has  been 
working  now  for  nearly  20  years.  About  six  months  ago,  or  at  the 
beginning  of  this  year,  they  struck  a  very  rich  body  of  ore.  They 
have  made  a  million  dollars  out  of  that  body  of  ore.  Perhaps  they 
will  never  make  a  hundred  thousand  dollars  out  of  it  again  as  long 
as  they  live.  Under  this  bill  they  are  taxed,  and  it  will  take  at  least 
ei^t  nundred  thousand  dollars  out  of  that  million  dollars. 

Senator  Thomas.  That  is  not  war  profits,  at  all. 

Senator  Smoot.  Mind  you,  now,  ii  they  did  what  you  want  done 
they  would  divide  that  by  20  years,  because  of  the  fact  that  they 
haa  been  spending  money  all  of  that  time  and  never  struck  ore  suf- 
ficient to  pay  the  running  expenses  of  the  mine.  The  only  difference 
between  this  mine  and  your  business  is  this,  that  they  have  taken 
the  ore  out  and  nobody  but  God  Almighty  could  put  it  back.  It 
will  never  be  found  again.  They  paid  out  their  capital.  You  are 
not  doing  that,  and  you  are  protected  for  so  many  years,  and  then 
you  can  meet  them  on  the  other  basis  and  make  the  same  machine  in 
competition  with  anyone  else,  and  you  stand  a  chance  there  of  mak- 
ing your  profits  there  just  the  same  as  you  would  if  you  were  in  com- 
petition with  business  men  in  any  line  of  endeavor. 

Senator  McCumber.  Both  cases  are  imjust;  there  is  no  question 
about  that. 

Senator  Smoot.  Both  cases  are  unjust. 

Senator  McCumber.  The  only  question  is  whether  we  can  avoid  it. 

Senator  Townsend.  There  is  another  feature  of  that  case,  if  I 
understood  your  illustration  correctly,  that  I  would  like  you  to  con- 
sider. You  want  this  profit  which  you  receive  this  year  distributed 
over  the  period  of  years  during  which  you  have  been  operating. 
You  also  stated  a  moment  ago  that  there  had  been  additions  made  to 
that  patent  from  time  to  time. 

Mr.  MiNiCH.  Yes. 

Senator  Townsend.  You  have  been  making  additions? 

Mr.  MiNiCH.  Yes. 

Senator  Townsend.  Maybe  your  patent  was  not  worth  much  of 
anytliing  to  begin  with,  but  you  have  got  something  recent,  within 
the  last  year,  maybe,  that  has  made  your  patent  profitable.  Do  you 
think  you  would  have  any  right  to  ask  the  Government  to  go  over 
those  unprofitable  years  and  distribute  these  earnings  now,  as  of  the 
period  when  it  was  not  profitable? 

Mr.  MiNiCH.'  I  do  not  think  so,  if  that  was  the  case.  It  is  not  the 
case.  The  patent  which  we  are  really  relying  upon  for  protection 
was  issued  in  June,  1900,  and  will  expire  in  1923,  and  then  we  will 
be  without  protection  after  that  date. 

Senator  Townsend.  But  you  said  a  moment  ago  that  you  have 
been  making  additions  to  it.  I  take  it  that  something  was  not  right 
about  it. 

Mr.  MiNicii.  We  have  been  making  mechanical  changes  in  our  de- 
vice-   Our  first  model,  to  illustrate  the  point,  was  type  A,  and  that 


256  TO  PBOVIDE  BEVENUE  FOB.  WAB  PUBP0SE8. 

was  made  under  our  patent.  Our  next  model  was  type  B,  and  there 
followed  types  C.  D,  JE,  F  and  G,  and  now  again  we  have  double  A, 
all  of  those  models  being  made  and  protected  under  the  original 
patent  only.  That  was  simply  mechanical  development  work,  not 
patent  work. 

Senator  Smoot.  What  will  your  income  be  for  the  year  1918  ? 

Mr.  MiNiCH.  As  near  as  I  can  judge,  around  $90,000. 

Senator  Smoot.  With  an  investment  of  $175,000? 

Mr.  MiNicH.  We  have  more  investment  than  that  now,  I  should 
say.    Perhaps  the  investment  will  be  $200,000. 

The  Chairman.  When  did  you  commence  to  make  this  profit? 

Mr.  MiNiCH.  We  commenced  to  make  a  profit  in  about  1916, 

The  Chairman.  That  was  after  the  war  ibegan? 

Mr.  MiNiCH.  Yes,  sir. 

The  Chairman.  You  had  made  no  profit  up  to  that  time  ? 

Mr.  MiNiCH.  We  had  made  up  to  tnat  time  $4,778.54  net  profit. 

The  Chairman.  That  was  in  10  years? 

Mr.  MiNiCH.  No;  that  was  in  eight  years. 

The  Chairman.  You  said  a  little  while  ago  that  since  the  war 
broke  out  a  great  many  additional  uses  have  been  found  for  this 
machine? 

Mr.  MiNiCH.  No ;  what  I  said  was  this,  pardon  me,  Mr.  Chair- 
man— ^that  it  happened  that  the  foundries  with  whom  we  had  placed 
these  machines  before  the  war  under  royalty  contracts  were  now  turn- 
ing out  their  product  especially  for  the  United  States  Grovemment  or 
for  those  industries  which  are  regarded  ns  essential  in  the  winning 
of  the  war. 

The  Chairman.  Does  not  that  mean  that  your  patent  is  used  in 
connection  with  industries  that  are  connectea  with  the  winning  of 
the  war? 

Mr.  MiNiCH.  It  is  being  used  so,  largely,  now ;  but  let  me  explain 
this  point,  that  those  concerns  which  are  now  turning  out  this  mate- 
rial, we  will  take  for  example  the  Oliver  Chilled  Kow  Works  at 
South  Bend,  Ind.,  an  a^icultural  implement  concern^  making  a^i- 
cultural  implements  which  are  considered  very  essential  in  winmng 
the  war,  in  growing  crops. 

Then  there  is  the  Bath- A  very  Co.  at  Louisville,  Ky,  a  similar  con- 
cern. Then  there  are  still  other  concerns  like  the  American  Blower 
Co.,  who  make  blowers  and  exhaust  pans,  and  so  on.  They  are 
making  the  same  material  that  the^  were  making  before  the'  war, 
and  they  were  using  the  same  machmes  before  the  war,  to  the  same 
extent  that  thev  are  now. 

Sejiator  McC5umber.  The  war,  because  of  the  fact  that  it  has  caused 
a  shortage  of  labor,  and  conditions  growing  out  of  the  war,  compelled 
these  people  to  use  your  machine  and  thereby  your  machine  became 
more  valuable  and  your  income  larger  because  of  the  i^ar? 

^fr.  MiNiCH.  I  can  show  that  our  income  has  only  increased  in 
proportion  in  the  same  ratio  as  before  war  was  declared.  I  simply 
make  the  point  that  the  machine  is  proving  of  very  material  value; 
the  fact  being  that  these  people  who  had  the  machme  in  service  be- 
fore the  war  are  now  using  it  on  products  which  the  Ghovenunent  is 
now  taking.  They  were  using  it  oef ore  the  war  to  the  same  extent^ 
and  I  will  sav  that  the  income  from  the  machines  from  these  same 
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people  was  relatively  the  same  as  it  is  now,  but  it  so  happens  that  it 
nas  proved  of  material  value  in  that  these  materials  which  they  made 
before  the  war  are  now  being  taken  by  the  Government  and  are  be* 
ing  used  by  the  Government. 

Senator  Smoot.  In  increased  quantities? 

Mr.  MiNicH.  Yes. 

Senator  McCumbeb.  They  are  doing  a  greater  business^  and  there- 
fore you  are  getting  a  greater  income ! 

Mr.  MiNiCH.  Possibly  they  are  bein^  used  in  greater  quantities. 
Our  income,  which  is  based  upon  quantities,  does  not  indicate  an  in* 
crease  of  the  output.  These  concerns  with  whom  we  have  always 
done  business  were  the  leading  concerns,  which  even  under  the  pre- 
war period  were  running  at  full  capacity,  and  their  capacity  has  not 
been  materially  increased.  They  do  make  the  point,  that  under 
present  labor  conditions  they  could  not  maintain  tne  capacity  which 
they  did  maintain  before  the  war  but  for  the  assbtance  of  the  ma^ 
chine  now  gives  them. 

The  Chaibman,  Have  you  a  brief? 

Mr.  MiNiCH.  I  have  only  what  I  have  submitted  there  in  the  form 
of  an  amendment.    I  shall  be  very  pleased  to  submit  a  brief. 
.  The  Chaibman.  If  you  desire  to  Hubmit  a  brief  you  may  do  that. 
1  think  the  committee  U7iderstands  your  point. 

Mr.  MiNiCH.  Thank  you,  gentlemen. 

(The  brief  referred  to  is  here  printed  in  full,  as  follows:) 

Septehbeb  16,  1918. 

The   f'HAlKMAN    AND  MKMBRRS. 

Sen  atk   Fi  n  a n ck    Com  m  ittee, 

Wa^hingt^m,  Z>.  C. 

8iR8 :  In  support  of  our  proposed  amendment  to  H.  R.  12863  for  insertion  on 
pape  40,  between  lines  14  and  15,  attaclied  hereto : 

I  wii^h  to  outline,  us  an  illustration  of  the  hardship  and  inequality  of  the 
operation  of  existing  law  anil  the  propoHcnl  new  law,  a  brief  financial  history 
of  our  own  business. 

This  business  is  founded  upon  a  patented  invention  for  the  dally  preparation 
of  sand  for  making  castings  in  gray  iron,  malleable,  steel,  and  aluminum.  It 
was  started  in  1908  by  m^elf,  operating  us  an  individual  under  exclusive  rights 
which  I  obtained  from  the  owners  of  the  patent.  After  exhausting  my  capital 
I  organized  a  company  on  June  1,  1910,  which  was  incorporated  for  $175,000, 
all  paid  In,  in  cash.  This  entire  sum  was  paid  to  the  original  owners  for  the 
patent  and  good  will. 

The  work  performed  by  the  machine  had  previously  l)een  done  by  hand.  To 
overcome  prejudice  against  a  new  method  was  slow  and  costly.  The  early  ma^ 
chines  wero  crude  and  imi>erfect  and  had  to  be  scrapped  and  new  types  de- 
signed. Seven  types  were  designed  and  completely  scrapped  after  being  built 
an<l  put  in  servicre  in  some  numbers  and  found  wanting,  before  the  present  type 
was  adopte<1,  in  1916.  In  this  way  practically  all  of  the  profit  of  the  previous 
years*  efforts  was  spent  in  the  development  of  the  machine  to  bring  it  to  a 
state  of  practical  perfection.  Not  a  dollar  of  the  earned  profit,  which  was  put 
into  the  mechanical  development  of  the  machine,  was  added  to  the  capital 
account,  but  was  all  charge<l  off  to  expense.  No  stockholder  other  than  myself 
ever  drew  a  dollar  of  salary,  or  compon.'«atlon  In  any  other  form,  and  all  of 
these  years,  and  up  to  date,  I  have  drawn  a  salary  equal  to  only  60  per  cent 
of  what  I  was  receiving  when  I  resigne<l  my  previous  position  to  start  this 
business.  The  net  surplus  and  undivided  profit  from  May  1,  1908,  to  June  1, 
1916.  was  only  $4,778.54.  The  machine  was  marketed  on  a  royalty  basis  from 
the  outset.  Just  as  soon  as  the  expense  for  designing  and  scrapping  machines 
was  stopped  by  the  perfecting  of  the  machine,  the  income  from  royalties, 
which  was  the  result  of  eight  years  of  cumulative  eflTort,  commencetl  to  show  a 
profit.    That  the  larger  net  Income  enjoyed  thereafter  was  not  due  to  the  war 
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is  shown  by  the  following  table  giving  the  gross  income  from  royalty  collections, 
year  by  year : 

1908,  June  1-Dec.  31,  7  months ..         $892.16 

1909 10. 101. 68 

1910 21, 007. 49 

1911 32, 178. 62 

1912 ^ 42,  211. 32 

1913 53. 133. 04 

1914 "- 57, 083. 18 

1915 64,  059. 75 

1916 : 82,  794. 91 

1917 - ^ 122,  657. 32 

1918,  Jan.  1-Aug.  31,  8  months 100, 485. 26 

ExPLANATORT  NoTV. — At  the  middle  of  1916  we  had  unfilled  orders  on  our  books  which 
had  been  accumulating  for  almost  one  year  while  we  were  changine  from  the  plan  of 
obtaining  machines  under  contract  to  making  them  ourselTes.  This  accounts  for  the 
slightly  disproportionate  increase  between  1916  and  1917. 

From  the  foregoing  figures  it  will  also  be  evident  that  a  large  proportion  of 
the  income  upon  which  we  are  being  assessed  excess-profits  taxes  and  war- 
profits  taxes  is  income  from  royalty  contracts  closed  before  the  war.  It  will 
further  be  evident  that  if  these  machines  now  out  on  royalty  had  been  sold 
and  the  proceeds  added  to  our  capital  the  lawful  deductions  would  be  much 
greater  and  the  income  subject  to  the  present  tax  would  be  appreciably  less. 

Our  belief  is  that  In  the  granting  of  a  patent  the  (government  Intends  to  give 
a  limited  monopoly  to  encourage  inventions.  Our  machine  was  not  merely  an 
Improvement  upon  some  device  already  known  and  accepted  and  in  demand 
by  the  trade.  On  the  contrary,  it  constituted  a  completely  new  art.  It  is  a 
well-known  fact  that  years  of  costly  effort  are  always  necessary  before  any 
device  which  represents  a  new  art  can  be  made  commercially  profitable.  If, 
as  Is  true  in  the  present  instance,  a  tax  scaling  up  to  60  per  cent  or  a  flat  tax 
of  80  per  cent  is  levied  upon  the  income  from  a  patent  upon  which  years  of 
effort  and  substantial  sums  have  been  unprofitably  spent,  and  which  has  but 
few  years  remaining  before  it  expires  in  which  to  earn  a  compensating  income, 
the  effect  will  be  to  defeat  the  obvious  original  purpose  of  the  Government  in 
granting  such  protection.  This  will  surely  remove  all  incentive  to  men  to 
risk  their  time  and  money  In  Inventing  and  perfecting  valuable  mechanical 
devices.  The  case  Is  quite  different  from  that  of  a  standard  article  of  com- 
merce, sold  In  competition,  for  the  reason  that  for  such  articles  the  demand 
has  already  been  created,  the  market  exists,  and  it  is  only  a  problem  of  good 
salesmanship  to  promptly  secure  a  profitable  sale  for  such  products.  But  with 
an  unknown  invention  the  demand  must  be  created,  which  is  always  a  slow  and 
costly  process,  regardless  of  the  merit  and  the  value  or  the  device. 

Also  the  case  differs  from  that  of  mines  or  oil  wells  in  that,  even  though  as 
much  time  and  money  may  have  been  unprofitably  spent  in  finding  the  oil  or 
uncovering  the  ore,  the  owner  of  the  well  or  mine  may  use  his  discretion  as  to 
when  he  will  pump  out  antl  sell  the  oil.  or  mine  and  dispose  of  his  ore.  But 
with  a  patented  article  it  Is  now  or  never,  as,  with  each  passing  day,  the 
expiration  date  draws  nearer. 

Therefore,  we  submit  our  belief  that.  In  the  case  of  such  patents,  the  excess- 
profits  tax  and  the  war-profits  tax  should  be  levied  upon  the  average  income 
during  the  life  of  the  patent,  as  provided  In  our  proposed  amendment,  and  not 
upon  the  Income  of  the  few  years  only  during  which  It  makes  a  profit. 
Yours,  very  truly, 

V.   E.   MiNICH, 

Vice  President  and  General  Manager, 

PROPOSED   AMENDMENT. 

In  House  Bill  No.  12883,  entitled  "A  bill  to  provide  revenue  and  for  otiier 
puri)oses,"  insert  on  page  40  between  lines  14  and  15  the  following  additional 
matter,  to  wit : 

••(14)  In  the  case  of  business  done  under  an  unexplreil  patent  or  patents 
where  the  taxable  Income  largely  represents  the  fruits  of  activities  antedating 
tlie  taxable  year  an  iiUowance  ecjual  to  the  difference  between  the  net  income 
from  the  business  done  under  such  unexpired  patent  or  patents  for  the  taxable 


TO  PBOVIDB  BBVENUB  FOB  WAE  PUBPOSES.  259 

year  and  the  total  net-  income  from  the  business  done  under  such  unexpired 
patent  or  patents  since  Issued,  including  the  taxable  year,  divided  by  the  num- 
ber of  years  since  such  patent  or  patents  were  issued." 

The  Chairman.  The  next  gentleman  on  this  list  is  Mr.  Frank  A. 
Blair,  vice  president  of  Foley  &  Co.,  Chicago,  111.,  manufacturers  of 
proprietary  medicines. 

Mr.  Blair.  I  have  also  been  asked  to  represent  the  National  Whole- 
sale Druggists'  Association,  their  representative  being  not  able  to  get 
here  on  account  of  illness. 

The  Chairman.  How  much  time  do  you  want? 

Mr.  Blair.  Give  me  15  minutes  and  I  will  try  to  take  less. 

The  Chairman.  You  may  take  15  minutes,  but  be  as  brief  as  you 
possibly  can. 

STATEMENT  OP  ME.  FEANE  A.  BLAIE,  VICE  FEESISENT  OF  FOIEl 

&  CO.,  OF  CHICAGO,  ILL. 

Mr.  Blair.  We  simply  wish  to  call  to  the  attention  of  the  commit- 
tee two  or  three  what  "seem  to  us  to  be  injustices  to  our  industry 
under  the  present  tax,  which  under  the  pending  bill  will  be  accentu- 
ated because  of  the  increased  rate.  If  they  are  unjust  on  the  pres- 
ent basis,  as  the  basis  is  increased  and  there  are  changes,  the  injustice 
becomes  greater. 

The  first  thing  is  the  definition  of  '^  invested  capital."  Proprietors 
or  manufacturers  of  proprietary  medicines  have  their  greatest  invest- 
ment— in  fact  it  amounts  to  85  per  cent  of  their  investment — in  good 
will,  formula,  trade-mark,  brand,  and  secret  process,  none  of  wnich 
is  recognized  under  the  present  definition  of  "  capital.'  This  is  all 
familiar  to  the  committee,  and  I  do  not  intend  to  elaborate  on  it,  but 
file  a  short  brief  and  simply  to  call  attention  to  the  fact  that  under 
the  new  bill  we  have  not  been  given  any  relief. 

In  administration  the  Treasury  Department  appointed  an  advis- 
ory committee  before  whom  we  appeared,  and  that  advisory  commit- 
tee did  give  us  at  this  time  a  temporaiy  relief — ^that  is,  they  have, 
10  use  their  own  language,  gpne  as  far  as  they  could  under  the  limi- 
tations of  the  act  in  recognizing  our  claim.  We  are  not  claiming  any 
value  for  noneamed  increment.  We  are  claiming  just  for  money 
that  we  have  actually  invested  in  tlie  business.  It  is  actual  invest- 
ment, running  over  a  period  of  years;  and  it  is  unfair  as  between 
manufacturers  in  our  own  business.  One  manufacturer,  for  instance, 
having  bought  his  business  outright  and  having  paid  for  it  a  definite 
sum  of  money,  the  sum  of  money  which  he  has  paid  is  usually  equiva- 
lent to,  or  somewhere  near  equivalent  to,  the  amount  of  money  which 
the  man  has  paid  into  the  business  to  build  it  up.  A  man  who  sells 
it  does  not  make  anything.  He  simply  cashes  m  on  his  expense  up 
to  that  time. 

Senator  Jones  of  New  Mexico.  Do  they  not  often  make  a  profit  ? 

Mr.  Blair.  Do  they  not  often  make  a  profit? 

Senator  Jones  of  New  Mexico.  Yes. 

Mr.  Blair.  I  think  not.  I  think  often  businesses  are  sold  for  less 
tJian  what  was  put  into  them,  cashing  in  a  large  amount  on  direct 
sale,  but  not  getting  back  all  that  was  put  in  it.  These  direct  sales 
have  usually  been  made  on  the  basis  of  five  or  six  years'  earnings.  A 
few  organizations  in  the  country  have  been  buying  businesses  which 
were  going  businesses,  established,  going,  prosperous  companies. 
They  will  buy  them  on  this  basis;  they  will  put  their  bookkeepers 
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and  auditors  in  jour  plant  and  they  will  pay  based  on  the  earnings 
of  from  five  to  six  years. 

Senator  Jones  of  New  Mexico.  You  take  a  concern  that  has  built 
up  a  very  valuable  trade-mark ;  it  is  not  willing,  ordinarily,  if  it  has 
been  very  successful,  to  sell  it  simply  for  the  amount  of  money  that 
has  been  spent  on  aavertising  and  making  the  trade-mark  valuable, 
is  it? 

Mr.  Blaib.  The  records  would  indicate  that  it  has  been  sold  for, 
frequently,  one-third  of  the  amount  of  money  spent  in  advertising. 
It  IS  the  tradition  of  the  trade  that  probablv  two-thirds  of  the 
amount  is  sales  expense,  and  one-third  might  be  justly  charged  to 
constructive  expense.  It  has  not  been  our  custom,  however,  to  do 
that,  but  we  have  charged  all  the  advertising  to  sales  expense,  and 
we  have  that  judgment,  that  one- third  is  chargeable  to  construotiye 
expense. 

Senator  Jones  of  New  Mexico.  It  is  not  profitable  to  build  up  a 
trade-mark,  then,  is  it? 

Mr.  Blair.  We  have  been  taking  profits  out  of  it  at  the  same  time, 
of  course. 

Senator  Jones  of  New  Mexico.  But  yet  you  say  that  when  you  go 
to  sell  it  you  will  sell  it  for  about  one-third  of  what  it  cost? 

Mr.  Blair.  No,  I  said  one-third  of  the  advertising  expense,  S^iator. 

Senator  Jones  of  New  Mexico.  Is  not  that  about  the  same  thing! 

Mr.  Blair.  No,  I  said  two-thirds  are  justly  chargeable  to  sales 
expenses.  Some  of  us  use  no  salesmen.  Others  use  salesmen.  Where 
we  use  no  salesmen,  the  advertising  expense  is  our  only  expense. 

Senator  Jones  of  New  Mexico.  You  would  not  consider  that  as 
part  of  the  cost,  then  ? 

Mr.  Blair.  No;  I  say  approximately  one-third  of  this  money  which 
we  have  spent  for  advertising  has  given  a  real  value  to  our  property. 
The  trade-mark  is  property  which  has  a  real  value.    It  passes  as  a 

Eart  of  an  estate.  It  is  admissible  in  a  general  assignment  for  the 
enefit  of  creditors,  and  is  in  every  way  recognized  by  the  law  as 
property,  except  in  this  definition  of  invested  capital,  where  it  sajs 
not.  Now,  we  simply  ask  that  in  the  rewriting  of  the  revenue  bill 
taxes  shall  be  imposed  on  an  equal  basis;  that  we  shall  be  ^ven  the 
same  opportunity  as  the  manufacturers  in  other  lines  of  business  and 
as  competitors  between  ourselves.  I  have  elaborated  somewhat  on 
that  in  a  short  brief  which  I  shall  file. 

The  Chairman.  How  are  you  going  to  ascertain  the  value  of  a 
trade-mark  unless  it  has  been  sold  f 

Mr.  Blair.  Under  the  act  of  September  8,  1906,  if  I  remember 
right,  a  tax  is  imposed  on  the  capital  stock — a  Federal  capital  stock 
tax.  The  Treasury  Department  has  collected  that.  The  present  bill 
doubles  that  tax. '  It  is  small.  They  have  collected  that  and  they 
have  ascertained  the  actual  value,  based  on  the  earnings,  and  they 
have  taken  into  account,  they  have  recognized  there,  the  good  will  of 
the  trade-mark,  the  brand,  and  the  secret  process,  and  they  have  there 
the  machinery  for  doing  so.    If  our  business  is  overcapitalized ^ 

The  CitAiR3iAN.  You  are  speaking  about  the  tax  on  the  capital 
stock,  now  ? 

Mr.  Blair.  Yes. 

The  Chairman.  We  allowed  there  the  value  on  the  market  of  the 
capital  stock. 
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Mr.  Blaib.  Yes ;  and  it  is  based  on  that,  and  the  Treasury  Depart- 
ment has  there  the  machinery  for  that  purpose. 

Now,  I  have  another  suggestion.  Mj'  suggestion  would  be  under 
section  210  of  the  old  bill,  or  327  of  the  new  bill,  where  the  Treasury 
or  the  commissioner  have  the  light  to  compare  like  or  similar  busi- 
nesses. And  do  not  forget  that  under  tne  bill  he  is  prohibited 
from  considering  trade-marks  as  having  a  value.  He  is  not  allowed 
to  do  it,  although  he  is  allowed  to  consider  legal  inequalities.  He  is 
prohibited  from  considering  them,  and  they  have  said,  "  Your  relief 
18  in  Congress.    We  have  gone  as  far  as  we  can.." 

The  Chaibkan.  Your  point  is  that  in  capitalizing  you  they  should 
place  some  fixed  value  upon  a  trade-mark  ? 

Mr.  Blair.  Yes. 

The  Chaibman.  Now,  the  question  I  asked  you  was,  how  will  you 
compote  that  value?  What  standard  will  thev  fix  it  by?  How  dp 
they  know  what  the  value  of  the  capital  stock  is,  measured  by  the 
trade-mark;  and  if  there  is  no  capital  stock  to  measure  it,  on  what 
basis  would  they  estimate  its  value?  Of  course,  if  the  trade-mark 
has  been  sold,  then  under  the  bill  it  can  be  considered,  because  it  rep- 
resents an  actual  outlay ;  but  where  the  trade-mark  has  not  been  sold, 
would  not  any  estimate  that  they  might  make  be  a  mere  guess? 

Mr.  Blaib.  My  suggestion,  outside  of  the  machinery  which  the 
Treasury  Department  has  for  that  purpose^  would  be  under  section 
210  or  under  section  327  comparison  with  like  or  similar  businesses. 
If  A  has  a  business  which  has  been  sold  for  which  he  is  paid 
$1,000,000,  A's  business  may  have  brought  $200,000  last  year ;  it  may 
be  20  per  cent.  B,  we  will  say,  hits  a  business  that  has  been  con- 
ducted over  a  similar  number  o^  years,  and  he  made  $200,000,  but  he 
has  an  investment  of  only  $25,000  or  $30,000.  That  is  all  he  has 
invested.  It  is  patent  that  that  does  not  represent  all  the  money  that 
has  been  put  into  it,  and  yet,  by  comparison  of  like  or  similar  busi- 
nesses, the  Commissioner  might  well  arrive  at  a  fair  valuation  of 
tliese  businesses. 

The  Chaibbian.  Your  contention,  then,  is  that  if  the  taxpayer 
owns  a  trade-mark  which  he  thinks  constitutes  a  valuable  part  of  his 
assets,  that  fact  ought  to  entitle  him  to  the  benefit  of  the  like  business 
clause  of  the  bill  ? 

Mr.  Blaib.  I  do.  Do  not  overlook  the  fact  that  it  is  not  the  trade- 
mark alone;  that  the  trade-mark  without  the  good  will  is  not  worth 
anything.  No  matter  how  valuable  a  suggestion  the  trade-mark  may 
be,  if  it  is  only  worth  $50  or  $200,  it  is  just  a  suggestion,  and  you 
have  got  to  put  the  money  behind  it  and  advertise  it  and  create  the 
good  will  before  it  is  worth  anvthing.  It  is  trade-mark  and  good 
will. 

I  think  I  will  not  say  anything  more  on  the  score  of  proprietary 
manufactures.    I  think  you  are  all  familiar  with  that. 

But  we  have  a  second  and  still  a  third  place  in  which  we  are  heavily 
taxed.  Alcohol  is  used  in  medicines.  It  is  practically  impossible  to 
secure  the  strength  of  the  drug  without  alconol.  It  is  also  used  as  a 
preservative,  and  it  is  used  for  triturating  and  in  granulating.  We 
must  use  alcohol.  Formerly  there  was  a  tax  of  90  cents  a  proof 
gallon.  It  became  $1.10.  Under  the  present  bill  it  is  $2.20  a  proof 
gallon.  It  is  proposed  to  make  it  $4.40;  $4.40  a  proof  gallon  becomes 
i8w20  a  wine  gallon  on  alcohol  such  as  the  meaicine  manufacturers 
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use ;  $8.20  a  wine  gallon  is  a  higher  tax  than  it  is  proposed  to  put  on 
whisky.  It  is  proposed  to  be  taxed  $8  a  gallon,  and  it  is  less  than 
proof — proof  or  less. 

Now,  I  took  a  survey  of  some  of  our  industries  to  find  out  what 
percentage  that  would  amount  to  of  their  gross  business.  I  found 
in  the  case  of  one  of  the  old  liniments,  which  you  will  find  in  most  of 
the  stables  of  the  country  as  well  as  in  most  of  the  homes,  because  it 
is  u^ed  for  beast  as  well  as  for  man,  they  told  me  that  if  they  had 
paid  the  tax  on  their  alcohol  consumption  of  1917,  it  would  have 
amounted  to  51.7  per  cent  of  their  gross  sales.  Other  manufacturers 
reported  from  10  per  cent  to  35  per  cent  of  their  entire  sales.  The 
larger  percentages  were  in  the  cases  of  manufacturers  who  had  lini- 
ments in  their  lines,  and  the  smallest,  10  per  cent,  was  in  the  case 
of  a  manufacturer  who  markets  nothing  in  liquid  form,  but  only 
pills  and  tablets,  and  who  used  it  only  for  granulation  and  extrac- 
tion ;  so  that  there  is  a  tax  imposed  there  which  ranges  from  10 
up  to  52  per  cent. 

The  Chairman.  Would  this  apply  to  proprietary  medicines  only 
or  to  all  medicines? 

Mr.  Blair.    It  applies  to  all  medicines. 

The  Chairman.  This  51.7  per  cent  you  speak  of? 

Mr.  Blair.  That  applied  to  liniments. 

The  Chairman.  Liniments  have  a  large  percentage  of  alcohol. 

Mi*.  Blair.  A  very  large  percentage. 

The  Chairman.  The  fact  is  that  the  proprietary  medicines  have  a 
great  deal  larger  percentage  of  alcohol  than  the  common  medicines? 

Mr.  Blair.  No;  a  much  smaller  per  cent.  When  you  say  "com- 
mon medicines,"  I  take  it  to  mean  physicians'  prescriptions. 

The  Chairman.  I  mean  the  medicines  that  are  sold  over  the 
counter. 

Mr.  Blair,  The  medicines  that  are  sold  over  the  counter?  They 
are  proprietary  medicines. 

The  Chairman.  They  are  not  proprietary  medicines? 

Mr.  Blair.  Yes,  thev  are  almost  all  proprietary  medicines;  and 
I  am  addressing  myself  only  to  such  preparations  as  may  not  be  sold 
for  beverage  purposes.  We  have  not  in  our  list  a  single  article  that 
may  be  sold  for  beverage  purposes.  Do  not  make  the  mistake  of 
thinking  for  a  moment  that  these  articles  are  taxed  under  the  liquor 
tax,  for  we  are  representing  only  such  manufacturers  as  manufacture 
such  medicines  as  may  not  be  sold  for  beverages,  which  are  medicated 
sufficiently  so  that  they  can  not  be  so  sold ;  and  that  is  covered  under 
the  pure  food  and  drug  act  of  October,  1910. 

There  are  other  liniments  besides  this  to  which  I  have  referred  in 
which,  in  my  opinion,  the  percentage  of  alcohol  would  be  higher 
than  51.7.  1  did  not  happen  to  get  the  information,  but  I  believe 
that  the  percentage  of  alcohol  would  be  even  higher  than  51.7  per 
cent  of  their  gross  sales. 

Senator  Townsend.  Tliat  same  thing  applies  in  extracts  very 
largely,  does  it  not  ? 

Mr.  Blair.  Yes;  extracts  conie  pretty  close  to  that.  We  do  not 
have  extract  manufacturers  in  our  organization. 

There  is  one  other  feature  I  would  like  to  mention,  there.  De- 
natured alcohol  does  not  pay  a  tiix.  I  do  not  believe  the  alcohol  used 
in  the  manufacture  of  medicines  has  any  more  right  to  pay  a  tax 
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than  denatured  alcohol.  I  do  not  see  why  it  should.  Medicine  is 
for  the  sick,  and  why  should  it  be  taxed  at  the  rate  of  $8.20  a  gallon? 
I  do  not  believe,  in  the  first  place,  that  the  members  of  the  Ways  and 
Means  Committee  realized  that  they  were  placing  that  tax.  We  must 
use  wine  gallons  in  our  computation,  because  we  are  required  by  law 
to  state  on  our  package  the  percentage  in  volume  of  alcohol,  so  that 
we  always  state  it  in  wine  gallons. 

Senator  Thomas.  Did  you  appear  before  the  Committee  on  Ways 
and  Means  of  the  House? 

Mr.  Blair.  If  you  noted  the  hearings,  this  was  put  in  at  the 
eleventh  hour.  It  was  put  in  at  the  last  minute.  I  appeared  before 
the  other  committee  on  the  subject  of  excess-profits  tax,  and  the  defi- 
nition of  "invested  capital"  and  the  specinc  tax,  but  not  on  this, 
because  we  had  no  opportunity  on  this. 

The  Chairman.  You  knew  that  it  was  the  purpose  of  that  commit- 
tee to  develop  this  tax  all  the  way  through*  That  was  announced 
in  the  papers. 

Mr.  bi*AiR.  No;  but,  Senatorj  if  you  will  remember  it— ;-;- 

The  Chairman.  You  had  a  differentiation  in  favor  of  spirits  used 
in  medicine  in  the  last  bill,  and  that  differentiation  is  simply  carried 
forward  in  this  bill. 

Mr.  Blair.  But  if  you  will  remember,  the  recommendation  of  the 
Treasury  Department  was  this.  Under  the  previous  bill  we  were 
taxed  $2.20. 

The  Chairman.  Yes. 

Mr,  Blair.  On  beverage  alcohol  the  recommendation  of  the  Treas- 
ury Department — at  least  the  printed  recommendation,  which  is  all 
I  have — was  that  the  tax  should  be  doubled. 

The  Chairman.  Yes. 

Mr.  Blair.  We  took  that  literally  and  did  not  make  any  report 
regarding  nonbeverage,  because  we  thought  it  excepted;  that  the 
recommendation  of  the  Treasury  Department  in  that  respect  would 
be  followed.    Instead  of  that  tne  tax  was  doubled. 

The  Chairman.  While  the  tax  on  spirits  used  in  medicine  was 
doubled,  the  tax  on  spirits  not  used  in  medicines  was  more  than 
doubled. 

Mn  Blair.  Yes.  .    . 

The  Chairman.  As  I  sav,  substantially  the  same  differentiation 

was  carried  through. 
Mr.  Blair.  Wc  are  even  at  a  greater  advantage. 
The  Chairman.  What  is  that? 
Mr  Blair.  There  is  even  a  greater  differentiation  in  this  present 

bill. 

The  Chairman.  Slightly,  ves.  ^ 

Mr.  Blair.  Yes:  but  the  burden  has  already  become  very  high. 
We  pay  to-day  approximately  80  cents  a  gallon  for  alcohol  on  which 
we  are  to-day  paying  $4.10 'tax.  Under  the  proposed  bill  we  are 
going  to  pav  $9  for  alcohol ;  that  is,  we  will  pay  80  cents  for  the 
alcohol  and  $8.20  tax. 

Now  there  is  still  another  feature  of  it. 

Senator  McCi  mber.  I  think  you  can  add  Sherman^s  phrase  about 

war  there.  .,,    *  .  i 

.   Mr.  Blair.  Yes,  we  can  do  that  very  well.     You  will  think  so, 
after  I  call  vour  attention  to  the  next  one. 
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The  Chairman.  Somebody  else  besides  taxpayers  finds  that 
out,  too. 

Mr.  Blaik.  Yes ;  our  boys. 

Under  the  present  bill  a  sales  tax  of  2  per  cent  is  imposed  on  the 
manufacturer.  Under  the  proposed  bill  a  tax  of  10  per  cent  will 
be  imposed.  I  am  using  the  term  "  10  per  cent "  because  it  is  for 
comparative  purposes.  That  means  1  one  cent  on  each  10  cents  or 
fraction  thereof.  We  have  asked  that  this  be,  instead,  4  per  cent, 
and  we  are  basing  our  request  upon  the  proposed  volume  of  the  bill. 
We  are  paying  2.  It  is  proposed  to  double  the  bill,  and  it  seems  to 
us  that  it  would  be  our  fair  share  of  the  burden  in  addition  to  the 
other  thing  if  we  were  charged  4,  but  we  suggest  that  this  be  made 
a  consumption  tax  paid  by  the  consumer  at  the  time  of  purchase 
from  the  retailer,  by  aflSxing  a  stamp ;  and  again  I  am  usin^  the  term 
"  4  per  cent "  for  comparative  purposes.  We  suggest  that  it  be  1  per 
cent  on  each  5  cents  or  fraction  thereof.  As  the  sales  are  going 
to-day,  it  would  give  approximately  five  times  as  much  as  the  man- 
ufacturer's 2  per  cent  tax,  and  would  not  be  burdensome,  par- 
ticularly. 

The  Chairman.  Do  I  understand  you  to  sslx  that  you  are  willing 
for  the  tax  to  be  increased  if  we  would  relieve  the  vendor  and  let 
it  go  to  the  purchaser? 

Mr.  BiiAiK.  It  will  go  to  the  purchaser,  no  matter  where  you  put  it. 

The  Chairman.  But  you  want  it  directly  put  on  the  purchaser? 

Mr.  Blair.  I  want  it  airectly  imposed  on  him. 

The  Chairman.  You  do  not  want  simply  the  privilege  to  put  it 
on,  but  you  want  the  right  to  put  it  on? 

Mr.  BliAir.  I  ask  the  committee  to  collect  in  that  manner.  The 
consumer  will  then  pay  25  cents  for  his  bottle  of  medicine  and  1 
per  cent  tax. 

The  Chairman.  The  law  requires  the  seller  to  pay  the  tax? 

Mr.  Blair.  Yes. 

The  Chairman.  You  are  willing  to  have  us  double  the  tax  if  we 
are  willing  to  require  the  purchaser  to  pay  it? 
.  Mr.  Blair.  Yes,  sir. 

Senator  Thomas.  That  is  very  humanitarian  and  philanthropic. 
[Laughter.] 

Mr.  Blair.  Perhaps  not  so  much  as  you  think.  Our  costs  have  in- 
creased. We  will  not  absorb  it,  no  matter  where  it  is  put.  We  did 
not  absorb  the  last  tax,  taking  it  as  a  whole,  as  anybody  who  is  in- 
formed about  it  knows. 

Senator  Jokes  of  New  Mexico.  Have  you  any  objection  to  making 
that  2  cents  instead  of  1? 

Mr.  Blair.  Well,  1 4hink  that  1  cent  is  enough.  It  collects  five 
times  as  much  as  tne  present  tax.  But  we  are  only  trying  to  raise 
twice  as  much  money.  The  suggestion  of  the  Ways  and  Means  Com- 
mittee was  somewhat  higher. 

Senator  Jones  of  New  Mexico.  If  a  fellow  should  be  sick  and 
wanted  a  sure  remedy,  he  would  not  hesitate  on  paying  an  additional 
cent^  would  he? 

Mr.  Blair.  Sometimes  the  man  who  is  sick  and  wants  the  remedy 
has  not  the  money  to  pay.    We  must  not  ask  him  to  pay  too  much. 

Senator  Jones  of  New  Mexico.  If  he  had  not  the  2  cents  he  would 

« 

-not  have  the  1  cent. 
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Senator  Thomas.  This  bill  practically,  in  its  ultimate  consequence, 
imposes  the  great  bulk  of  this  $8,000,000,000  upon  the  consumers  ot 
the  country? 

Mr.  Blaib.  Yes ;  it  will  be  passed  there.    It  must  be  passed  there. 

Senator  Thomas.  They  are  the  ones  that  should  thmk  of  Sher- 
man^s  celebrated  and  truthful  saying. 

The  Chaibman.  Are  there  any  other  questions.  Have  you  any- 
thing further? 

Mr.  BtAHi.  No,  sir.    I  will  file  a  statement  for  the  record. 

(The  statement  referred  to  is  here  printed  in  full,  as  follows:) 

STATKMf;NT  BY  FBANK  A.  BLAIB,  VICE-PBKMIDKNT  OF  FOUSY  A  CO.,  CHICAOO,  ILL., 
MAN17FACTUBEB8  OF  PBOPBIETABY  MEDICINES,  ALSO  PBESIDENT  OF  THE  PBOPBIETABT 
ASSOCIATION,  A  NATIONAL  OBGAMZATION  OF  MANUFACTUBl-IBS  OF  PBOPBIETABT 
MEDICINES. 

We  api)reciate  the  demunds  of  the  country  for  increased  reveuue.  The  pend* 
ing:  revenue  bill  will  greatly  increase  the  taxes.  We  appear  only  for  the 
purpose  of  discussing  the  subject  of  Inequalities  in  the  present  system,  with 
the  hope  that  we  may  aid  the  committee  in  arriving  at  m>nie  method  of  pro- 
curing the  required  revenue  in  a  Just  and  equitable  way. 

The  President  in  his  message  pointed  out  that  there  are  Inequalities  in  the 
present  revenue  bill,  and  nece^M^arily  the  proposed  increase  in  rates  upon  the 
present  Itnsls  will  emphasize  such  inequalitiea 

One  instance  under  the  present  law  in  which  inequalities  appear  par- 
tlcularily  unfair  results  from  the  definition  of  invested  capital.  Under  this 
definition  concerns  engaged  in  similar  businesses,  having  identical  amounts  of 
Investment,  whether  such  investment  represents  a  purchase  or  an  increased  in- 
vestment of  profits,  are  unequally  taxed. 

For  example  a  manufacturer  began  business  many  years  ago.  By  reason 
of  the  excellence  of  his  product,  large  investment  in  advertising,  careful  and 
conservative  management,  and  faithful  attention  to  his  business,  he  has  built 
up  a  large  and  profitable  concern. 

His  competitor,  engaged  in  the  same  line  of  business,  has  acquired  his 
property  by  direct  purchase,  paying  therefor  a  sum  of  money  equivalent  only 
to  its  value  and  in  an  amount  not  in  excess  of  the  amount  expended  by  the 
first  Individual  in  the  building  up  of  his  business.  The  former  is  penalized 
by  a  tax  of  8  per  cent  upon  what  is  really  the  actual  value  of  the  capital  in- 
vested in  his  trade-mark,  brand,  and  good  will.  This  is  an  unjust,  unfair,  and 
Inequitable  system  of  taxation. 

If,  therefore,  the  basis  of  determining  the  point  at  which  taxes  upon  income 
are  to  be  Imposed  is  made  the  actual  value  of  the  property  rather  than  an 
artificial  definition  of  investe<1  capital,  like  taxes  would  l>e  assessed  upon  aU 
engaged  in  similar  business. 

We  appreciate  that  If  It  be  the  purpose  of  the  Congress  to  impose  a  tax  upon 
unearned  Increment  or  upon  values  which  have  been  developed  irreGq[>ectiye  of 
the  amount  of  money  actually  originally  Invested  in  an  enterprise,  it  would 
probably  be  within  the  power  of  Ck)ngress  to  impose  such  tax,  but  as  we  are 
treating  the  subject  of  taxes  Imposed  upon  incomes,  based  upon  the  percentage 
of  income  to  investment  the  tax  should  be  alike  in  all  instances. 

If  the  income  Is  the  same  and  if  the  credits  or  property  which  produces  that 
income  is  the  same,  the  tax  ought  to  be  the  same.  If,  however,  a  tax  is  to 
be  imposed  upon  values  which  have  been  developed  then  that  should  be  the 
subjei't  of  substantive  legislation  and  all  treated  alike.  But  if  you  are  im- 
posing this  tax  upon  incomes  then  the  tax  should  be  fairly  and  equitably  dis- 
tributed. 

Manufacturers  of  proprietary  medicines  have  expended  large  sums  in  ad- 
vertising to  give  real  value  to  their  property ;  therefore  it  can  not  be  said  that 
the  value  of  their  property  depends  upon  something  unearned.  This  value  is 
not  an  unearned  increment,  but  represents  actual  money  invested,  although  not 
within  the  definition  of  invested  capital  found  in  the  present  revenue  law. 

The  value  of  a  proprietary  medicine  concern  is  largely  represented  by  Its 
trade-mark  and  good  will,  which  usually  represents  approximately  85  per. 
cent  of  its  total  value. 
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This  trade-mark  and  good  will  is  property  which  has  a  real  value,  which 
passes  by  purchase,  is  transmissible  under  a  general  assignment  for  the  benefit 
of  creditors  and  may  be  administered  as  a  part  of  a  decedent's  estate.  Why 
should  it  not  be  considered  as  well  as  any  other  class  of  property  in  determining 
the  amount  of  invested  capital? 

Under  the  proposed  revenue  law  not  only  is  this  value  excluded  in  determin- 
ing the  deduction  but  it  Is  In  the  nature  of  a  penalty  imposed  upon  the  manu- 
facturer who  Is  conservatively  capitalized  and  who  has  built  up  his  business, 
and  places  him  in  an  unfair  and  inequitable  position  with  respect  to  his  com- 
petitor, who  has  purchased  the  property  outright  for  its  value. 

We  ask  that  in  the  rewriting  of  the  revenue  bill  the  taxes  shall  be  Imposed 
upon  an  equal  basis.  That  in  determining  the  amount  of  excess  profits,  which 
is  to  be  taken  by  the  Government  by  way  of  revenue,  that  all  manufacturers 
shall  be  treated  alike.  Reference  to  the  records  of  the  Bureau  of  Internal 
Revenue  will  give  you  full  and  complete  information  as  to  the  amount  of  our 
earnings.  If  for  the  conduct  qf  the  war,  It  Is  necessary  to  take  our  earnings, 
take  from  us  as  from  others  and  we  will  have  no  complaint.  We  ask  only  that 
you  shall  impose  a  tax  upon  us  that  is  imposed  upon  other  industries  and  that 
the  tax  imposed  upon  our  industry  shall  fall  with  equal  burden  upon  all  en- 
gaged in  the  industry. 

In  this  behalf  your  attention  is  called  to  the  fact  that  the  Congress  In  the 
revenue  law  of  1917  realized  that  the  hard  and  fast  rules  already  laid  down 
were  apt  to  work  inequalities  and  for  that  reason  provided  In  Section  210  a 
partial  means  of  relief.  The  advisory  committee  appointed  to  assist  the  Treas- 
ury Department  In  the  administration  of  the  Income  and  excess  profits  title, 
80  far  as  tiiey  were  able,  tried  to  grant  relief  to  the  owners  of  franciiises  and 
trade-marks.  It  was  pointed  out  by  them,  however,  that  they  had  gone  as 
far  as  they  could  in  the  matter  and  they  suggested  that  the  only  way  in  which 
proper  relief  could  be  obtained  would  be  through  amendments  to  the  titles 
by  Congress. 

II;  has  been  stated  that  It  would  be  extremely  difficult  to  determine  the 
actual  value  of  capital  invested.  We  respectfully  suggest  that  to  obtain  this 
basis  is  not  at  all  difficult.  On  September  8,  1916,  an  act  of  the  Congress  of 
the  United  States  was  approved,  which  contained,  among  other  things,  a  pro- 
vision for  the  assessment  of  a  tax  based  on  the  fair  value  of  Its  capital  stock 
and  In  estimating  the  value  of  Its  capital  stock,  the  surplus  and  undivided 
profits  should  be  Incldded.  Under  the  provisions  of  this  Act,  the  Bureau  of 
Internal  Revenue  have  devised  a  system  of  imposing  taxes  whereby  the  actual 
value  of  the  property  has  been  as  nearly  arrived  at  as  can  be.  Where  the 
capital  stock  has  been  of  less  value  than  its  face,  the  corporation  has  been 
billed  for  the  real  value.  Where  the  corporation  has  been  conservatively 
capitalized,  the  corporation  has  been  billed  for  the  actual  value  irrespective 
of  the  outstanding  capital  Lssued  and  in  determining  this  value  they  have  taken 
Into  consideration  the  value  of  trade-marks  and  good  will.  So  that  the  Treas- 
ury Department  have  already  the  machinery  with  which  to  arrive  at  the  ac- 
tual value  of  the  capital  of  a  corporation  and  if  the  definition  of  invested 
capital  should  be  rewritten  we  submit  that  it  can  be  arrive<l  at  in  the  same 
manner  as  the  actual  value  of  capital  stock  is  determined  under  the  provisions 
of  Section  401  of  the  act  of  1916.  What  I  have  stated  here,  indeed,  is  empha- 
sized by  the  provisions  of  title  10  of  the  bill  reported  to  the  House  by  the 
Ways  and  Means  Committee,  wherein  this  Identical  tax  is  imposed,  being  In- 
creased, however,  to  $1  Instead  of  50  cents  on  the  fair  average  value  of  Itn 
capital  stock. 

But  we,  the  nianufncturers  of  proprietary  nuMliclnes.  are  not  asking  that  you 
shall  set  aside  your  present  definition  but  are  perfectly  willing  that  you  shall 
proceed  upon  the  basis  of  capital  Invested  irrespective  of  the  actual  value  of 
the  property,  but  we  ask  that  In  determining  this  actual  Investment,  you  shall 
give  credit  to  us  for  the  amounts  of  money  which  we  have  expended  for  con- 
structive purpose^s.  We  hnve  made  a  careful  survey  of  this  matter,  and  think 
we  can  state  to  you  with  a  reasonable  degree  of  accuracy  that  the  money  which 
is  expended  for  advertising  can  be  approximately  divide<l  into  two  classes,  two- 
thirds  of  this  money  being  expended  for  sales  expense  and  one-third  for  con- 
stnictlve  purposes.  That  is  to  say,  that  one-third  of  the  money  which  has  been 
exi)ended  for  advertising  goes  directly  Into  the  value  or  cost  of  purchasing  the 
value  with  as  great  a  degree  of  certainty  as  money  which  would  be  expended 
upon  a  building  which  would  be  erected  upon  a  vacant  lot  and.  therefore,  we 
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resp^tfully  ask  that  If  the  definition  of  invested  capital  shall  remain,  there 
shall  be  modi  Ilea  tlons  that  the  manufacturers  of  trade-mark  goods  sliall  be 
permitted  to  include,  under  such  rules  and  regulations  as  may  be  published  for 
the  enforcement  of  the  act,  that  part  of  the  money  which  has  been  permanently 
and  constructively  invested  in  trade-marks  and  to  receive  the  benefit  thereof  in 
arriving  at  the  basin  for  the  computation  of  the  amount  of  taxes  to  be  imposed 
upon  our  income. 

Of  course  the  Secretary  of  the  Treasury  must  be  satisfied,  just  as  under  the 
present  law  the  Secretary  of  the  Treasury  must  be  satisfied  by  proper  evidence 
of  the  amount  of  capital  necessarily  retalncnl  or  used  in  the  business  for  the 
purpose  of  determining  the  point  at  which  10  i)er  cent  will  be  imposed  on 
undivided  profits. 

Permit  me  at  this  time  to  show  you  that  the  manufacturers  of  medicines  are 
now  paying  and,  under  any  system  of  taxation,  will  pay,  a  larger  revenue  than 
any  other  group  of  manufacturers.  Alcohol  is  a  necessary  and  essential  in- 
gredient in  medicines,  either  for  the  purpose  of  extraction,  solution,  or  preserva- 
tion, and  we  are  compelled  to  pay  a  direct  tax  upon  alcohol  which  the  bill 
pending  in  the  House  proposes  to  increase  to  $4.40  per  proof  gallon,  or  approxi- 
mately 18.20,  per  wine  gallon. 

The  tax  pro|>osed  on  alcohol  for  nonbeverage  i)urposes  would  amount  to 
about  ten  times  the  cost  of  the  alcohol  itself. 

An  illustration  of  the  onerous  character  of  this  tax  is  found  in  the  case  of  a 
manufa<'turer  of  an  old,  well-known  household  liniment  used  both  for  human 
beings  and  animals,  which  if  it  had  paid  a  tax  of  $4.40  per  proof  gallon  on  the 
alcohol  used  in  1917.  would  have  paid  the  equivalent  of  51.7  per  cent  of  its 
gross  sales.  Other  manufacturers  of  family  remedies  report  their  alcohol  tax 
for  their  1917  consumi)tion  if  figured  at  $8.20  per  wine  gallon,  would  have 
amounted  to  from  12  per  ceiit  to  32  per  <ent  of  their  gross  sales. 

In  many  instances  these  preparations  are  marketetl  in  dry  form,  the  alcohol 
being  used  as  a  solvent  and  for  granulation  purposes.  The  tax  on  alcohol 
for  medicinal  purposes  must  be  considered,  in  wine  gallon  units,  $8.20,  as  we 
are  required  to  state  the  percentage  of  Jilcoholic  content  by  volume  under  the 
provisions  of  the  foo<l  and  drugs  act. 

We  res|iectfully  submit  that  this  is  an  unjust  and  unusual  burden  to  be 
placeil  upon  a  raw  chemical  ingredient.  Indeed,  there  is  no  more  justification 
for  such  a  tax  upou  one  of  the  ingredients  which  enter  into  the  manufacture  of 
drugs  than  there  would  be  for  a  special  excise  tax  to  be  imposed  upon  any 
Ingredient  which  entered  into  the  manufacture  of  any  substance.  Indeed,  we 
contend  that  there  Is  less  reason  and  justification  In  this  instance  for  the  reason 
that  it  is  a  tax  upon  an  ingivdlcnt  entering  into  the  medicines  of  the  sick. 
We  ask  only  that  this  relief  be  granted  for  ingredients  for  the  manufacture  of 
such  preparations  as  can  in  no  wise  he  usetl  for  beverage  purposes.  Your  atten- 
tion is  respectfully  called  to  the  fact  that  manufacturers  using  denatured 
alcohol  do  not  pay  a  tax  and  we  submit  that  there  should  be  no  difference  in 
this  reganl  between  denature<l  alcohol,  used  as  an  ingredient,  and  alcohol  used 
aa  an  ingredient  in  the  manufacture  of  nuHlicines. 

Permit  me  to  say  right  here,  tluit  it  is  now  and  always  has  been  my  view 
that  a  necessity  such  as  medicine  ought  not  to  be  made  the  subject  of  special 
taxation.  That  there  exists  in  my  judgment  no  real  excuse  for  the  imposition 
of  a  tax  of  that  kind. 

If  it  be  the  judgment  of  this  coumdtt<»e  that  a  tax  of  this  character  should 
be  retained.  I  have  to  respectfully  submit  my  approval  of  the  metho<l  of  collec- 
tion suggested  by  the  Ways  and  Means  Committee  In  the  i)eiidlng  bill,  namely 
by  the  affixing  of  a  stamp  by  the  vendor  at  the  time  of  sale  to  the  consumer 
and  the  reimbursement  by  the  consumer  of  the  amount  of  the  stamp.  We 
respectfully  submit,  however,  that  the  amount  to  be  raised  by  the  pending  bill 
ia  double  that  of  the  act  of  October  3  1917,  under  which  was  imposed  a  manu- 
facturer's tax  of  2  per  cent  and  that  if  you  .substitute  a  4  per  cent  tax  at  the 
time  of  the  retail  sale,  the  consumer  to  pay  It  at  the  time  of  the  purchase,  the 
revenues  which  the  Government  will  obtain  from  the  sale  of  these  proprietary 
articles  will  be  nearly  five  times  the  present  receipts.  The  amount  which  the 
consumer  pays  will  be  only  equal  to  the  tax  imposed  and  not  a  larger  amount, 
which  may  result  from  the  manufacturer  passing  it  on  to  the  Jobber  and  the 
Jobber  to  the  retailer,  and  there  will  be  less  trade  Irritation. 

Respectfully  submitted, 

Frank  A.  Blaib. 

PreHdent  of  the  Proprietary  Association. 
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The  Chairman.  Senator  Penrose  says  there  is  a  gentleman  here 
who  will  take  onlv  about  two  minutes. 

Senator  Penrose.  Mr.  Horace  Stern. 

The  Chairman.  How  long  will  it  take  you,  Mr.  Stem?    The  Sena- 
tor from  Pennsylvania  suggests  that  it  will  only  take  you  two  min- 
utes. 
.  Mr.  Stern.  I  think  I  can  do  it  in  two  minutes. 

The  Chairman.  Very  well.    We  will  give  you  five  minutes. 

STATEMENT  OF  MB.  HOEACE  STEBN. 

Mr.  Stern.  Very  well,  Mr.  Chairman.  I  wanted,  if  I  might,  to 
say  a  word  in  reference  to  section  1007  of  the  bill.  This  is  on  page 
149.    It  reads  as  follows  [reading:] 

Sec.  1007.  That  on  and  after  January  1,  1919,  every  manufacturer  of  auto- 
matic vending  or  weighing  machines  who  operates  such  machines  shall  pay 
annually  a  special  excise  tax  equivalent  to  5  per  centum  of  the  gross  amotiiit 
received  by  him  from  such  operation  during  the  preceding  year  ending  June  80. 

Senator  Penrose.  In  order  to  get  the  record  straight,  Mr.  Stern, 
may  I  ask  you  to  state  whom  you  represent  ? 

Mr.  Stern.  Yes;  the  Harn  &  Hardart  Automat  Co.  of  Pennsyl- 
vania,  operating  automatic  restauraiits  in  the  city  of  Philadelphia. 

The  Chairman.  Go  ahead. 

Mr.  Stern.  Section  1007  puts  a  tax  of  5  per  cent  on  the  gross 
amount  received  from  the  oi>eration  of  automatic  vending  or  weigh- 
ing machines  when  they  are  operated  by  the  manufacturer.  Now, 
it  happens  that  this  Philadelphia  Automat  Co.  does  manufacture  its 
own  machines.  My  thought  was  that  when  the  clause  was  put  in  it 
was  intended  to  apply  to  machines  selling  luxuries,  such  as  chocolate 
and  chewing  gum  ana  things  of  that  kind,  and  that  the  draft  men  of 
the  bill  never  intended  that  it  should  apply  to  food,  because  an 
automat  restaurant,  selling  food,  is  in  many  respects  a  public  bene- 
factor. It  does  away  with  the  necessity  of  waiters,  and  it  is  sanitary. 
The  competitors  of  the  company  I  represent  who  do  not  use  automatic 
vending  machines  would  not  be  obliged  to  pay  this  tax,  for  example, 
such  well  known  places  as  Childs ,  that  operate  thes<»  cheap  res- 
taurants. 

Senator  Thomas.  Did  you  say  they  operated  cheap  restaurants? 

Mr.  Stern.  As  cheap  as  anything  can  be  nowadavs.  It  is  cheaper 
than  the  Willard  and  the  Shoreham,  and  plates  of  that  kind. 

Senator  Penrose.  You  mean  that  the  Cnilds  concerns  do  not  manu- 
facture the  automat  machinery,  or  they  do  not  operate  it? 

Mr.  Stern.  No,  sir;  they  do  not  operate  the  machines.  I  do  not 
know  if  the  Senator  has  ever  indulged  in  that  kind  of  an  orgy  or 
not.  You  go  up  to  one  of  these*  machines  and  put  a  coin  in  a  slot 
and  there  comes  out  a  sandwich^  or  coffee,  or  any  other  article  tot 
which  you  put  in  a  coin.    (Laughter.] 

I  saw  the  Treasury  Department  in  refei-ence  to  this,  and  I  saw  Dr. 
Adams,  who  I  believe  originally  suggests!  the  draft  of  this  bill,  and 
in  a  letter  written  by  him  to  Mr.  Morris  Wolf  he  says  that  the  auto- 
matic restaurant  was  not  thought  of  when  the  bill  was  drafted.  I 
would  like  this  letter  to  go  in  the  record. 
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(The  letter  referred  to  is  here  printed  in  full,  as  follows:) 

Tbeasuby  Depakthent, 
Washington,  July  27,  1918, 
MoBRiH  Wolf,  Esq., 

lUH  Real  hUtntc  TruMt  Building, 

Philadelphia,  Pa.  . 

My  Dear  Mr.  Wolf  :  In  reply  to  your  letter  of  July  24,  1918,  I  am  frank  to 
say  thnt  the  antonmtlc  restaurnnt  was  not  In  mind  when  the  suggestion  of  a 
tax  of  10  per  cent  of  the  ^oss  collections  on  sales  of  all  articles  made  by 
automatic  vendinyr  machines  was  Incorporated  In  the  memorandum  sent  to  the 
ebairmau  of  the  Ways  and  Means  Committee. 

I  am  sending  your  letter  together  with  a  copy  of  my  reply  to  Mr.  Kitchln. 
Yours,  very  truly, 

T.  Adams. 

Mr.  Stern.  We  caught  this  thing  rather  late.  I  notice  that  while 
originally  the  tax  was  put  on  the  proceeds  of  sales  from  all  automatic 
vending  and  weighing  machines,  it  is  restricted  now  to  apply  only 
where  the  manufacturer  himself  operates  the  machine.  I  do  not  know 
what  the  reason  for  that  distinction  was,  but  it  hits  only  the  com- 
pany in  Philadelphia.  There  are  Horn  &  Hardart  concerns  in  Chi- 
cago, New  York,  and  Boston,  but  those  are  not  affected  because  they 
do  not  operate  their  own  machines. 

Senator  Pekbose.  This  clause  discriminates  between  the  operator 
who  is  the  manufacturer  of  his  own  machine  and  the  operator  who 
is  not  the  manufacturer? 

Mr.  Stern.  Yes.  On  paffe  29,  line  9,  it  provides  a  tax  of  10  per 
cent  for  vending  and  weighing  machines  on  the  selling  or  leasmg 
price  when  the  machine  is  sold  or  leased.  In  other  words,  if  a  man 
sells  or  leases  one  of  these  automatic  slot  devices,  weighing  or  vend- 
ing machines,  there  is  a  tax  of  10  per  cent  on  the  selling  price  or 
leasing  price,  but  if  the  manufacturer  operates  the  machine  ne  pays 
a  tax  not  on  the  cost  of  the  machine,  but  he  pays  a  perpetual  tax  of 
5  per  cent  on  the  income  derived  from  the  operation  of  the  machine. 
That  seems  to  me  to  be  rather  an  unusual  discrimination. 

Senator  Penrose.  I  can  not  see  why  such  a  distinction  should  be 
made,  even  on  the  chewing  gum  apparatus,  not  to  mention  the  res- 
taurant.   Why  a  distinction  at  all? 

Mr.  Stern.  I  do  not  see  it,  either;  but,  of  course,  I  was  trying  to 
confine  the  argument  to  the  special  point,  that  it  was  never  intended 
to  tax  food.  We  feed  forty  million  people  a  year,  so  that  it  is  quite 
an  item. 

Senator  Penrose.  You  eliminate  the  tip  system  with  the  auto- 
matic waiter  also,  do  you  not? 

Mr.  Stern.  Yes,  we  eliminate  that,  too.  It  has  a  great  many  ad- 
vantages, as  you  can  see  by  reason  of  the  fact  that  a  city  with  a 
f)opulation  of  two  million  sends  forty  million  people  a  year  to 

fatronize  it.  It  is  very  popular,  and  the  company  has  many  places  in 
Philadelphia*  and  it  seems  to  me  a  hardship  that  a  cheap  food  con- 
cern-^if  1  may  so  call  it — ^selling  to  so  many  people  and  selling  only 
the  vital  necessities  of  life,  should  be  so  taxed.  It  indulges  in  the  sale 
of  nothing  more  luxurious  than  ice  cream.  It  seems  to  me  a  hardship 
not  only  that  it  should  be  subjected  to  a  tax,  but  that  it  should  be 
subjected  to  a  tax  only  because  it  sells  its  food  in  a  sanitary  manner, 
not  using  man  power,  or  even  woman  power,  for  that  matter ;  and  I 
do  not  think  it  was  intended  that  the  tax  should  be  applied  in 
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that  way ;  and  this  apart  from  the  suggestion  that  Senator  Penrose 
makes,  that  it  is  an  unfair  discrimination  against  the  manufacturer 
who  is  also  the  operator.  I  think  that  in  line  19,  if  after  the  words 
"  vending  machines  "  the  words  '*  excepting  automatic  restaurants," 
were  inserted,  it  would  confine  it  to  vending  and  weighing  machines 
for  everything  but  food. 

Senator  Penrose.  I  think  if  you  will  introduce  your  system  here 
in  Washington  you  will  have  a  great  deal  of  patronage. 

Senator  Tho3ias.    I  think  the  burden  of  proof  is  with  him. 

Senator  Penrose.  The  high  cost  of  living  has  not  affected  these 
restaurants  since  they  raised  their  j)rices5  has  it? 

Mr.  Stern.  No;  we  can  not  raise  our  prices  even  if  we  were 
tempted  to  do  so,  because  the  machines  are  made  for  a  certain  sized 
coin.     [Laughter.] 

Senator  Thomas.  This  is  one  of  the  cases  where  mechanics  pre- 
vents profiteering. 

Mr.  Stern.  Yes  . 

Senator  Thomas.  I  think  you  ought  to  be  exempted  in  this  case. 

Senator  Penrose.  You  could  cut  down  the  amount  that  comes  out 
of  the  machine. 

Mr.  Stern.  You  can  do  that,  yes;  but  you  can  not  do  that  beyond 
the  point  where  you  have  to  satisfy  a  hungry  man.  Of  course,  we 
cater  to  the  working  masses  who  want  to  appease  hunger  rather  than 
to  satisfy  fastidious  tastes. 

Senator  Thomas.  You  have  made  a  pretty  convincing  argument, 
and  I  think  you  had  better  not  go  on. 

Senator  Penrose.  You  do  not  use  it  in  other  restaurants? 

Mr.  Stern.  No,  sir;  we  use  it  only  for  our  own  purposes  in  our 
own  restaurants.  So  far  as  I  know  this  machinery  is  used  only  in 
Boston,  Chicago,  Philadelphia,  and  New  York.  The  Philadelphia 
company  makes  the  machines  and  operates  them. 

The  Chairman.  Why  do  you  not  make  the  machines  and  FeW  them 
to  everybody? 

Mr.  Stern.  In  other  cities? 

The  Chamman.    Yes. 

Mr.  Stern.  It  requires,  of  course,  capital,  and  we  had  it  in  mind  to 
extend  the  system,  but  we  went  lately  before  the  body  that  controls 
the  issue  of  stocks  and  bonds,  I  forgot  the  technical  name  of  it. 
.    Senator  Thomas.  The  Priorities  Committee? 

Mr.  Stern.  No,  the  Capital  Issues  Committee,  and  we  wanted 
more  capital.  Of  course  the  extension  of  those  restaurants  is  not  so 
vital  as  compared  with  some  of  the  bigger  phases  of  the  war  interests, 
but  we  think  this  is  a  time  when  the  extension  of  the  svstem  might 
be  considered,  and  I  may  say  in  every  city  where  it  has  been  in- 
troduced it  has  met  with  success  after  people  have  become  used  to  it. 
It  was  opened  in  Chicago  a  year  ago. 

Senator  McCfmber.  Is  it  used  in  Washington  I 

Mr.  Stern.  No.  sir.  It  originated  in  Philadelphia,  and  then  it 
went  next  to  New  York  and  to  Boston,  and  lately  to  Chicago. 

Senator  Penrose.  I  should  think  it  would  do  well  in  Wn«;hincton 
The  committee  would  go  there. 

Senator  McCvmber.  You  might  locate  one  in  the  Willard. 

Senator  Thomas.  Put  one  in  the  Senate  restaurant. 
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(Mr.  Stern  at  this  point  submitted  two  letters,  which  are  here 
printed  in  full,  as  follows:) 

Washington,  D.  C,  September  18,  1918. 
The  Ways  and  Means  Committee, 

House  of  Representatives, 
The  Finance  CJommittee, 

United  States  Senate. 

Gentlemen  :  The  war-service  committee  of  the  Sanitary  Drinking  Cup  Manu- 
facturers' Assosciatibn  respectfully  urge  that  sections  900  and  1007  of  H.  R. 
12S63  be  amended  so  as  not  to  apply  to  vending  machines  selling  sanitary 
paper  cups,  for  the  following  reasons: 

1.  Sanitary  paper  drinking  cups  cooperate  with  the  United  States  Public 
Health  Service  under  the  Treasury  Department  regulations  and  also  under 
the  various  State  laws,  which  have  abolished  the  infectious  common  drinking 
cups  In  preventing  the  spread  of  venereal  and  communicable  diseases. 

2.  We  supply  hospitals,  hospital  ships,  hospital  supply  bases,  American  Red 
Cross  divisions.  Navy  supply  depots,  Army  post  exchanges.  Young  Men's  Chris- 
tian Association  branches,  factories,  school  houses,  railway  trains,  Government 
departments  and  bureaus,  and  publls  places  In  general. 

3.  This  Nation  Is  now  confronted  with  the  scourge  of  venereal  diseases,  as 
indicated  by  Investigations  of  health  officers  of  five  training  camps  In  different 
parts  of  the  country,  which  show  32  per  cent  of  the  boys  entering  these  camps 
were  Infected  with  venereal  diseases,  all  of  which  may  be  contracted  through 
the  use  of  common  drinking  cups. 

4«  Surg.  Gen.  Rupert  Blue,  of  the  United  States  Public  Health  Service,  says 
In  the  attached  letter: 

"  This  Industry  Is  in  existence  largely  because  of  the  necessity.  In  the  Interest 
of  the  public  health,  for  the  abolition  of  the  common  drinking  cup.  The  product 
of  this  Industry  Is  a  sanitary  necessity  essential  to  carrying  out  Federal  and 
State  laws  forbidding  the  use  of  the  common  drinking  cup.  The  work  of  the 
United  States  Public  Health  Service  and  of  the  State  and  municipal  health 
departments  In  preventing  the  spread  of  communicable  diseases  can  not  be 
efficiently  continued  unless  an  ample  supply  of  these  paper  drinking  cups  Is 
assured." 

5.  A  few  paper  drinking  cup  vending  machines  might  stand  such  a  tax,  but 
the  great  majority  would  not  pay  and  be  abandoned. 

Instead  of  taxing  them  out  of  existence,  an  appropriation  ought  to  be  made 
by  the  Government  to  extend  their  use  for  the  purpose  of  protecting  the  public 
health. 

We  respectfully  request,  In  view  of  the  foregoing  facts,  that  sections  900 
and  1007  be  amended  so  as  not  to  Include  sanitary  cup  vending  machines  or 
tliat  the  matter  be  submitted  to  the  Surgeon  General  of  the  United  States 
Public  Health  Service  for  his  opinion  thereon. 

Respectfully  submitted. 

Wab  Service  Committee  of  the  Sanitabt  Dbinkino 

Cup  Manufacturebs'  Association, 
L.  W.  LxjEiXEN,  Chairman, 

220  West  Nineteenth  Street,  New  York  City. 


Treasury  Department, 
Office  o*  the  Surgeon  General,  Public  Health  Service, 

Washington  September  6,  1918. 

The  Pbiobitiks  Board  of  the  War  Industbies  Board, 

Washington,  D.   C. 

Gentlemen:  There  has  been  referred  to  me  by  the  pulp  and  paper  section 
of  the  War  Industries  Board  for  *•  comments,  suggestions,  and  possible  indorse- 
ment "  the  question  of  the  classification  of  the  Industry  of  making  Individual 
paper  drinking  cups. 

This  Industry  Is  In  existence  largely  b<»cause  of  the  necessity  in  the  interest 
of  the  public  health  for  the  abolition  of  the  common  drinking  cup.  The  prod- 
uct of  this  industry  is  a  sanitary  necessity  essential  to  carrying  out  Federal  and 
State  Jaws  forbidding  the  use  of  the  common  drinking  cup. 
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The  work  of  the  United  States  Public  Health  Service  and  af  the  State  and 
municipal  health  departments  in  preventing  the  spread  of  communicable  dis- 
eases can  not  be  efficiently  continued  unless  an  ample  supply  of  these  paper 
drinking  cups  is  assured. 

I  have  the  honor,  therefore,  to  indorse  the  application  of  the  committee  of  the 
Sanitary  Drinking  Cup  Manufacturers*  Association  that  their  industry  be  in- 
dorsed as  essential  in  order  that  they  may  secure  the  materials  and  substances 
necessary  for  the  manufacture  of  sanitary  drinking  cups. 
Respectfully, 

RupEBT  Blue,  Burgeon  GeneraL 

Senator  Penrose.  I  desire  to  file  for  the  record  a  brief  submitted 
by  Mr.  Stern  on  the  automatic  restaurant  proposition. 
(The  brief  referred  to  is  here  printed  in  full,  as  follows:) 

Tax  on  Automatic  Vending  Machines. 

[Section  1007  of  proposed  revenue  Mil.] 

The  Chairman  of  the  Senate  Committee  on  Finance, 

Washinffion,  D.  0. 

Deab  Sn:  On  behalf  of  the  Horn  &  Hardart  enterprises  in  Philadelphia, 
New  York,  Chicago,  and  Boston,  we  beg  to  submit  the  following  argument  in 
favor  of  the  exemption  of  automatic  restaurants  from  the  prorlslons  of  section 
1007  of  the  proposed  revenue  bill,  which  section  reads  as  follows : 

"  That  on  and  after  January  first,  nineteen  hundred  and  nineteen,  every  man- 
ufacturer of  automatic  vending  or  weighing  machines  who  operates  sndi 
machins  shall  pay  annually  a  special  excise  tax  equivalent  to  five  per  centum 
of  the  gross  amount  received  by  him  from  such  operation  during  the  preceding 
year  ending  June  thirtieth." 

1.  In  July,  1918,  the  Treasury  Department  submitted  to  the  Ways  and  Means 
Committee  of  the  House  of  ^Representatives  a  memorandum  of  possible  sources 
of  revenue  secured  from  taxes  on  "luxuries  and  nonessential  expenditures." 
In  the  memorandum  the  department  stated  that  the  taxes  wliich  it  suggested 
were  designed  **  not  only  to  raise  additional  revenue  but  for  the  equally  Impor- 
tant purpose  of  discouraging  wasteful  consumption  and  unnecessary  produc- 
tion," and  further  that  "  the  really  needy  consumer  is  amply  protected  by  ex- 
empting from  the  tax  altogether  those  classes  of  articles  which  the  poor  actually 
buy  or  need  to  buy."  Among  the  taxes  proposed  was  a  tax  of  10  per  cent  on 
the  sales  of  all  articles  made  by  automatic  vending  machines. 

2.  The  general  langunge  of  this  recommendation  appeared  to  include  the 
automatic  restaurants,  known  as  **  automats,"  operated  by  the  Horn  &  Hardart 
enterprises  in  Philadelphia,  New  York,  Chicago,  and  Boston. 

These  automats  are  large  restaurants  centrally  located,  in  which,  instead 
of  securing  food  from  waiters  or  from  exposed  counters,  the  food  is  kept  In 
closed  glass  compartments,  and  the  patrons,  by  dropping  a  coin  beside  the  com- 
partment containing  the  article  of  food  which  they  desire,  are  enabled  to  unlock 
the  glass  door  and  take  out  the  article  of  food. 

The  advantages  of  this  method  of  selling  food  are :  First,  it  is  highly  sanitary, 
because  the  food  Is  not  exposed  to  the  air  or  handled  by  waiters  when  delivered ; 
and,  second,  that  by  avoiding  the  necessity  for  service  in  delivering  the  food 
there  is  a  saving  of  time,  an  avoidance  of  the  necessity  for  tipping,  and  an 
economy  In  the  number  of  employees  required. 

As  a  result  of  these  advantages,  the  enterprises  have  grown  from  a  small 
restaurant  operated  by  Mr.  Hardart  in  New  Orleans  to  48  establishments  in 
the  business  centers,  which  take  care  of  about  40.000,000  patrons  a  year.  Tliat 
these  patrons  are  of  the  working  classes  Is  evident  from  the  fact  that  the 
average  expenditure  per  person  per  meal  is  under  15  cents. 

3.  A  consideration  of  these  facts  made  It  evident  that  the  Treasury  Depart- 
ment did  not  mean  to  Include  the  automats  In  the  luxuries  list,  and  when  the 
matter  was  taken  up  with  the  Treasury  Department  that  department  stated 
in  a  letter  which  has  been  presented  to  the  committee,  and  which  U  in  its 
record,  that  automats  were  not  in  contemplation  when  the  10  per  cent  tax  was 
suggested  to  the  Ways  and  Means  Committee. 

4.  Accordingly  the  Ways  and  Means  Committee  did  not  include  In  the  bill 
which  It  passed  any  such  provision  as  was  embodied  in  the  memorandnia  from 
the  Treasury  Department. 


TO  PBOVIDE  BEVENUE  FOR  WAB  PURPOSES.  278 

it  UiU  suggest  a  tnx  of  10  per  cent  ou  the  sales  price  of  automatic  vending 
machines.     (Set*.  900,  par.  21.)    This  tax  we  consider  entirely  fair. 

In  section  1007,  liowever,  quoted  at  the  l)eginnlnp:  of  this  brief,  a  t»\x  of  5 
per  cent  was  laid  on  the  receipts  of  automatic  vending  machines  operated  by 
the  manufacturers.  No  tax  was  laid  on  such  machines  not  operated  by  the 
manufacturers,  nor  was  the  tax  limited  to  machines  that  should  be  manufac- 
tured After  the  date  of  the  passage  of  the  bill. 

5.  When  Mr.  Horn  and  Mr.  Hardart  adopted  the  idea  of  the  automats,  such 
machines  were  not  built  In  this  country,  and  in  order  to  secure  tiiem  they  were 
compelled  to  l)ulld  machines  themselves.  The  result  is  that  they  now  operate 
many  machines  which  they  built,  some  many  years  ago  and  some  more  recently. 

A  tax  of  5  iier  cent  of  the  receipts  of  these  machines  would  be  prohibitive, 
as  the  Horn  &  Hardart  restautrants  have  to  compete  with  other  i)opular  priced 
restaurants,  such  as  (UiiidsV  nud  Thonipson*s.  whose  receipts  are  not  taxed 
In  any  way. 

In  these  disturbed  times  the  profits  of  the  Business  in  most  cases  do  not 
amount  to  nearly  5  per  cent  of  the  receipts,  and  the  result  of  the  passage  of 
the  bill  in  its  present  form  would  be  that  Horn  &  Hardart  would  have  to  go 
back  to  the  selling  of  their  food  by  waiters,  thereby  sacrificing  the  cleanliness 
and  saving  which  the  automat  machine  secures.  As  far  as  tbey  are  concerned, 
therefore,  the  tax  would  not  produce  revenue  for  the  Government,  but  would 
simply  cause  a  return  to  less  efficient  methods  of  selling  the  food. 

6.  We  therefore  ask  that  if  the  new  bill  embodies  any  tax  on  automatic 
vending  machines,  It  except  automatic  restaurants,  by  adding  the  words  "  except 
automatic  restaurants  "  after  the  words  **  automatic  vending  or  weighing  ma- 
chines." in  section  1007. 

Resjiectfully  submitted. 

Stern  &  Wou. 
September  13,  1918. 

Senator  McCumber.  Before  we  adjourn,  Mr.  Chairman,  I  would 
say  that  I  received  a  telephone  message  from  Chicago  last  evening, 
indirectly  coming  from  Congressman  Britten,  of  Chicago,  who 
wanted  to  be  heard  Friday  or  Saturday,  and  wanted  to  try  to  fix 
a  time.  I  could  not  call  you  up,  and  I  told  him  that  I  was  certain, 
if  he  wished  to  be  heard,  he  could  be  heard  Friday  afternoon. 

The  Chaibman.  Does  the  Congressman  want  to  be  heard  ? 

Senator  McCumbeb.  Yes,  I  presimie  so ;  I  understand  so. 

The  Chaibmak.  All  ri^ht,  we  will  hear  him. 
.  (Thereupon,  at  1  o'cIock  p.  m.  the  committee  took  a  recess  until  3 
o'clock  p.  m.). 

aptebnoon  session. 

The  committee  reassembled  at  3  o'clock  p.  m.,  pui*suant  to  taking 
the  recess. 

The  Chaibman.  The  committee  will  next  hear  Dr.  Klein.  Dr. 
Klein  state  what  interests  you  represent  and  what  you  wish  to  speak 
about  in  the  bill. 

WAB  PBOFrrS  TAX. 

STATEMENT  OF  SB.  JOSEPH  J.  KLEDf,  NEW  TOBE. 

Dn  KiiEiK.  I  represent  no  interest.  I  am  tax  editor  for  a  New 
York  newspaper.  I  am  a  certified  public  accountant,  and  represent 
a  number  of  tax-paying  entities — corporations,  partnerships,  and  in- 
dividuals. But  I  appear  here  in  my  private  capacity,  representing 
no  interest  whatsoever  without  retainer. 

Senator  Pexbose.  In  what  business  are  you  engaged? 

Dr.  Klein.  I  am  a  certified  public  nccountant  in  New  York  City. 

81008—18 18 
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Senator  Penrose.  To  what  phase  of  the  bill  do  you  address  your- 
self? 

Dr.  Klein.  I  am  going  to  speak,  if  I  may  have  a  few  minutes,  on 
the  possibility  of  removing  the  excess  profits  and  the  alternative  war 
profits  tax  provision  applying,  as  it  does  in  the  proposed  bill,  to  cor- 
porations only,  and  in  favor  of  some  consumption  tax  that  I  pre- 
viously brought  to  the  attention  of  the  Ways  and 'Means  Committee. 

The  Chairman.  How  much  time  do  you  want? 

Dr.  Klein.  Within  15  minutes  unless  you  wish  to  keep  me  longer. 

Senator  Penrose.  Did  you  have  a  hearing  before  the  Ways  and 
Means  Committee? 

Dr.  Klein.  I  did;  thev  gave  me  15  minutes  and  kept  me  there  for 
about  an  hour  and  a  hair. 

Senator  Penrose.  Then  you  simply  want  to  repeat  what  you  stated 
to  them?  *^ 

Dr.  Klein.  No,  sir,  because  at  that  time  the  restriction  of  the  excosis 
war  profits  tax  to  corporations  only  was  not  thought  of. 

Senator  McCumber.  If  he  can  give  us  some  new  subjects  of  taxa- 
tion, I  think  we  should  give  him  all  the  time  he  wants. 

Senator  Thomas.  I  understand  you  Avant  to  argue  for  the  extension 
of  the^  profits  to  others  than  corporations  ? 

Dr.  Klein.  No,  sir;  just  the  reverse.  I  propose  to  point  out  a  way 
to  do  away  with  those  profit  taxes  entirely.  I  will  try  to  develop  that 
thought. 

Senator  Smoot.  That  is,  you  mean  excess  profits? 

Dr.  Klein.  Yes ;  and  the  war  profits  tax. 

Senator  Penrose.  You  want  to  advocate  consumption  tax^s.  [' 

Dr.  Klein.  No,  sir;  but  to  make  it  easy  to  do  away  with  the  otheir 
taxes.  '  " 

•  •  •    • 

The  first  matter,  the  application  of  the  corporations'  profit  UiXi 
including  both  the  excess  profits  and  the  war  profits,  has  l>^6n  r^^ 
tained,  in  my  opinion,  whether  consciously  or  unconsciously,  by  th)^ 
committee  on  the  other  side  of  the  Capitol^  because  there  has  b^eriijji^ 
practical  means  found  thus  far  to  force  a  coi^oration  to  distribute 
its  earnings.  The  attempt  was  made  in  the  bnl  of  October  ^,  l^lt^ 
to  pompel  that  distribution  by  the  tax  on  undistributed  profits.  One 
of  the  deputy  commissioners  is  of  the  opinion  that  very  little,,  if  anyr 
thing,  will  ever  be  collected  under  that  provision  of  the  law,  *  •' 

In  the  present  proposed  law  the  18  per  cent  on  corporation  profit^, 
compared  to  the  12  per  cent  on  the  profits  that  remain  after  payment 
of  dividends,  is  another  attempt  to  force  the  distribution  of  cor|>ora- 
tion  earnings. 

I  take  it  that  every  thinker  on  taxes  will  agree  that  if  there  w  er^ 
only  some  means  available  whereby  every  organization,  regardless  of 
the  form  of  the  organization,  regardlass  of  the  proprietary  fonn— 
individual,  partnership,  or  corporation — if  each  one  of  these  forms 
of  organization  could  be  made  to  pay  a  tax  depending  exactly  on  some 
basic  factor — capital  the  poorest  of  all  factors,  earnings  probably  the 
best  factor — I  believe  that  we  would  grasp  at  the  opportunity  so  to 
tax.  ; 

So  I  propose  as  an  alternative  proposition  to  the  proposed  excess 
profits  tax  at  the  higher  rates  than  proposed  by  the  Secretary  of  the 
Treasury,  and  for  the  alternative  war  profits  tax,  based,  as  it  13,  upon 
the  British  provision,  a  compulsory  distribution  of  corporate  earii- 
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ings  applicable  tx>  the  year  in  which  they  are  earned,  and  not  to  the 
year  in  which  declared— and  I  will  make  that  clear  in  a  moment — of 
at  least  25  per  cent  in  ca^,  and  the  balance  in  script,  and  the  pro- 
vision for  the  minimum  of  26  per  cent  is  a  very  poor  attempt  on  my 
part  to  strike  an  average  of  the  amount  payable  in  cash  to  the  Gov^ 
ernment  by  each  shareholder  on  the  assumed  basis  of  his  share  of 
corporate  profits. 

Pardon  this  illustration.  I  think  it  will  make  it  clearer.  In  a 
partnership  consisting  of  five  or  six  individuals,  each  partner  is 
presumed  to  have  full  possession,  in  law  and  in  fact,  of  the  share  of 
partnership  profits  to  which  his  interest  in  the  entity  entitles  him. 
He  reports  that  share  of  profits  in  his  individual  income  tax  return, 
and  then  he  must  seek  some  way  of  paying  the  tax  bill,  despite  the 
fact  that  he  may  not  have  those  profits  distributed  to  him  m  cash, 
because  the  organization,  the  partnership  must  retain  some  of  its 
earnings  for  future  development,  for  renewals  of  its  activities,  and 
so  cm.  Despite  the  fact,  liowever,  that  in  many  cases  the  partnership, 
as  such,  does  not  distribute  its  earnings,  the  individual  partner  is  sup- 
posed to  have  received  the  profits,  a  share  of  the  profits,  to  make  his 
return  and  to  pay  the  tax  thereon. 

In  a  close  corporation,  consisting,  let  us  say,  of  the  same  number 
of  shareholders,  on  an  assumption  which  may  or  may  not  be  consti- 
tutional, but,  in  m}"^  opinion,  is  at  least  as  constitutional  as  the 
tax  on  the  salaries  paid  to  State  officials  and  employees,  and 
municipal  officials  and  employees,  for  which  I  was  somewhat 
responsible  on  the  other  side  of  the  Capitol,  I  feel  that  by 
assuming  that  corporations'  profits  are  distributed,  merely .  on  the 
basis  of  having  been  earned,  to  individual  shareholders,  .we  would 
attain  the  object  that  tax  legislators  have  been  trying  to  reach  for 
jrears,  now,  namely,  to  force  a  distribution  of  corporate  earnings ;  and 
if  you  do  so  legislate  that  a  corporation's  earnings  shall  assume  td 
have  been  distru>uted,  you  plaoe  on  an  absolute  par,  on  an  absolutely 

Suitable  relatiooship,  one  as  to  the  other,  all  partnerships,  all  in- 
vidiials,  and  all  corporations.  Of  course^  the  thouight  could  be 
developed  to  greater  length,  but  I  think  I  have  presented  the  basic 
idea  and  I  am  willing  to  leave  it  with  you,  unless  jam  w»di  to  ask 
qnestions  reffardinff  it. 

Senator  Shoot.  Do  you  mean  25  per  cent  of  the  earnings  of  all 
partnerships,  corporations,  and  individuals,  should  be  paid  as  a  flat 
tax  to  the  Government  ? 
Dr.  KxJBiN.  No,  sir.    I  propose  that  at  least  25  per  cent  of  the  cor- 

Eorttions'  earnings  shall  oe  paid  in  a  cash  dividend  to  the  share- 
olders  so  as  to  enable  those  snareholders  to  meet  their  tax  bill,  based 
upon  such  earnings. 
Senator  Smoot.  There  is  more  than  25  per  cent  now. 
Dr.  Klein.  Yes,  sir,  25  per  cent,  plus  the  flat  12  per  cent  income 
tax,  would  make  it  87  per  cent,  and  I  am  merely  guessing  on  the 
amount  that  is  rquired  to  be  distributed.     You  have  a  statistical  de* 

Jartment  at  the  Treasury  Building.  I  see  Mr.  McCoy  here.  They 
are  available  the  data  which  is  not  mine.  I  know  in  some  cases  the 
amounts  distributed  will  be  entirely  too  large,  in  other  cases  en- 
tirely too  small.  But,  of  course,  the  whole  provision  is  a  war  ex- 
pedient, and  the  only  economic  objection  I  have  ever  come  across  re- 
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garding  corporations'  profits  as  having  been  distributed  to  share* 
holders,  is  the  fact  that  you  then  call  upon  shareholders  in  a  corpora* 
tion  to  pay  a  tax  without  giving  them  the  means  with  which  to  pay 
that  tax.  They  are  not  presumed  to  be  placed  in  possession  of  the 
profits  until  by  action  of  the  board  of  directors,  or  corresponding 
t)ody,  the  dividend  has  been  declared,  of  course. 

Senator  Thomas.  They  do  not  pay  a  tax  on  their  income  until  they 
receive  it. 

Dr.  Kleix.  That  is  exactly  what  I  am  trying  to  sav.  I  am  trying 
to  provide  a  means  whereby  every  organization,  including  corpora- 
tions, will  pay  the  full  measure  of  tax,  based  upon  earnings  for  that 
year.  At  the  present  time  I  have  tried  to  approximate  the  relation- 
ship between  an  individual's  tax,  a  partner's  tax,  and  a  corporation 
tax,  and  I'  find  that  there  is  a  close  approximation,  so  that  those  who 
developed  the  scale  of  rates,  built  well.  Of  course,  there  ai« 
extremes. 

Senator  Thomas.  I  do  not  understand  you.  My  impression  is  that 
what  you  are  arguing  for  is  to  relieve  the  corporations  from  the  bur- 
den of  the  excess  and  war  profits  tax  by  shifting  it  upon  the  in- 
dividual stockholders,  and  then  giving  them  a  guaranteed  cash  in- 
come from  the  corporation  in  which  they  are  stockholders  of  not 
less  than  25  per  cent  of  the  earnings. 

Dr.  Klein.  Yes,  sir. 

Senator  Thomas.  And  then  increase  the  tax  upon  the  stock- 
holders.   Is  that  correct? 

Dr.  Klein.  To  have  the  stockholder's  tax  on  the  same  basis  as  any 
other  individual's  tax.  My  bigger  point  there  is  that  every  organiza<* 
tion,  regardless  of  its  form,  which  is  an  incident,  should  pay  ike 
same  tax  based  upon  its  earnings. 

Senator  Smoot.  The  result  would  be,  you  would  desire  to  raise 
money  by  income  rather  tlian  by  excess  profits? 

Dr.  Klein.  And  one  reason  for  that,  Senator,  is  that  everybody  is* 
agreed  that  the  artificial  excess  profits  tax  is  inequitable. 

Senator  Smoot.  Xo  doubt.    Everybody  knows  it.  *» 

Dr.  Klein.  I  am  trying  to  propose  an  exemption  which  would  be 
more  equitable  in  this.  No  real  patriot  objects  to  hi^  taxes.  He 
objects  to  w^iat  be  believes  at  times  to  be  inequitable  burdens,  inci- 
dents that  are  not  fair.  I  am  trying  to  make  the  incidents  of  tht 
taxes  fall  equally  upon  every  taxpayer,  and  that  is  a  consummation 
much  to  be  wished. 

Senator  Thomas.  If  you  can  do  that,  you  will  be  entitled  to  a 
monument. 

Senator  McCuMiiEK.  If  wc  had  a  system  that  would  be  far  more 
equitable,  what  effect  would  it  have' on  the  amount  of  taxes  thai 
would  be  raised,  after  vou  make  your  allowances  for  exemptions  to 
individuals,  which  would  not  be  allowed,  of  course,  to  corporations? 

Dr.  Klein.  A  few  moments  sjgo  I  took  a  corporation,  a  partner- 
ship, and  an  individual,  with  invested  capital  of  $100,000,  and  eaniT 
ings  of  various  amounts,  and  a  rough  approximation  showed  me  that 
tiie  amounts  to  be  paid  by  each  of  these  organizations  does  not 
radically  differ  in  any  case  due  to  corporate  organization,  exccipt  in 
this,  the  provision  in  the  law  frees  from  normal  tax  dividends.  But 
here  is  what  actually  happens.  Corporation  A  has  paid  aii  excess 
profits  or  war  profits  tax  of  $90,000,  and  an  income  tax  of  $10,000  and 
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then  has  a  bahmce  of  profits  of  $30,000  or  $40,000,  or  $50,000,  which 
it  ought  to,  of  course,  and  sometimes  does,  actually  distribute  to  its 
shareholders.  Those  shareholders  then  pay  surtaxes,  but  do  not  pay 
any  normal  tax,  on  the  assumption  that  the  corporation  has  already 
paid  a  12  per  cent  normal  tax  on  the  earnings  distributed.  But  the 
fact  remains  that  had  this  distribution  to  A,  B,  and  C  been  made 
through  a  partnership,  or  to  A  himself  through  his  own  business, 
the  war  profits  and  the  excess  profits  tax  would  not  have  applied. 

Senator  McCumbkr.  But  here  is  the  point  I  make.  Suppose  a 
corporation  makes  $100,000  net  profits,  it  is  taxed  upon  those  net 
profits  under  the  present  system. 

Dr.  KiJciN.    Yes,  sir. 

Senator  McCVmber.  Suppose  that  is  divided,  however,  among  a 
hundred  stockholders,  and  each  of  them  receivers  a  thousand  dollars, 
and  each  one  claims  his  exemption  of  $1,000.  Then  the  Government 
gets  no  tax.    That  is  the  point. 

Dr.  Ki>EiN.  That  is  right.  I  show  that  that  is  not  an  undue  hard- 
ship, due  to  this  fact,  that  if  in  a  partnership  the  same  condition  ex- 
isted, then  the  partners  pay  the  smaller  tax,  and  if  it  is  fair  in  a  part- 
nership, it  is  surely  no  less  fair  in  a  corporation.  I  do  not  believe 
•nj'body,  surely  on  this  side  of  the  Capitol,  wants  to  strike  at  a  cor- 
poration merely  because  it  is  a  corporation. 

Senator  McCumber.  I  was  not  speaking  of  the  fairness  of  it.  I 
was  asking  what  effect  it  would  have  on  the  amount  to  be  received. 

Senator  Thomas.  T  am  not  so  sure  about  that  last  proposition.  No- 
body has  ever  accused  me  of  being  a  friend  of  the  corporations, 
particularly.  But  I  cannot  understand  why  this  war  pi'ofits  and  this 
excess  profits  is  limited  to  corporaticms. 

Dr.  Ki*ETN.  My  point  is  this.  Senator,  if  the  war  profits  and  the 
excess  profits  taxing  is  basically  good,  it  ought  to  apply  to  every  line 
of  business,  and  if  it  applies  to  corporations  only,  the  only  economic 
reason  for  it  I  can  find  is  because  it  is  so  hard  to  get  at  the  profits 
of  a  corporation. 

vSenator  Thomas.  I  think  there  is  a  political  reason  behind  it.. 
myself. 

Senator  S3ick)T.  How  are  you  going  to  make  up  for  the  loss  in 
in  taxes  if  we  adopt  your  suggestion?  Because  if  your  suggestion  is 
adopted,  we  have  to  find  other  sources  to  collect  at  least  $2,000,000,000.. 

Dr.  Klein.  T  will  give  you  from  two  to  four  billions  in  this 
way.  One  of  the  (striking  features  of  the  last  excess  profits  tax, 
in  so  far  as  it  related  to  the  individual  taxpayer,  was  the  difficulties 
encountered  in  interpreting  that  law.  That  was  the  difficulty  that 
the  taxpayer  experienced  and  the  Treasury  Department  experienced. 
Tliey  had  to  call  in  outside  help,  ahd  they  threw  up  their  hands,  and 
the  outside  help  threw  up  their  hands.  The  remarkable  part  was 
that  this  aitificial  tax  netted  less  than  one  per  cent  of  the  net  sales 
of  the  country.  One  of  the  most  difficult  statistical  figures  to  obtain 
is  the  turnover  of  the  volume  of  business  done  in  the  country.  I  have 
estimated  it  to  be  more  than  two  hundred  billions  of  dollars. 

Senator  Sbioot.  You  are  too  high. 

Dr.  Ki-EiN.  The  1917  figures  are  as  follows.  The  result  of  min- 
ing. The  value  of  mining  productts  produced  $3,000,000,000;  of 
building  operations   and    materials,   $1,000,000,000,    and    of   farm 
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products,  $40,000,000,000.  Those  figures,  taken  from  the  "Statistical 
Abstract,"  refer  to  initial  or  original  factors.  Take,  for  example, 
the  price  of  wheat  is  included  here,  but  not  the  value  of  the  flour  or 
the  value  of  the  products  of  the  flour.  The  steel  and  iron  figures  are 
here,  but  not  the  value  of  the  beams,  and  rails  and  so  on.  In  ordinary 
business  there  are  at  least  three  hands  through  which  product  flows 
from  the  initial  stage  until  the  consumption  stage,  and  so  these  figures 
of  $63,000,000,000,  not  including  transportation,  not  including  com- 
munication of  any  sort,  and  not  including  rents  and  leases^  amount 
to  $63,000,000,000,  and  I  have  taken  the  factor  of  three,  which  gives 
us  approximately  $200,000,000,000  for  1917.  Whether  the  figures 
will  be  increased  or  decreased  for  1918  I  have  no  means  of  knowing 
now. 

Senator  Smooi\  I  think  you  are  about  $750,000,000,000  too  high: 

Senator  Lodge.    Do  you  mean  the  turnover  and  all? 

Senator  Smoot.  Yes.    That  is  not  over  100  per  cent. 

The  Chairman.  I  think  we  pretty  fairly  understand  your  propo- 
sition, Mr.  Klein. 

Dr.  Klein.  Give  me  just  two  more  minutes,  and  I  will  give  you 
the  sources  of  other  taxation  that  you  have  not  had.  The  2  per  cent 
on  what  I  have  given  you  would  give  you  anywhere  from  two  billiojos 
to  four  billions.  The  other  consumption  taxes  I  have  not  presented 
are  the  following.  I  thought  this  first  one  would  be  accepted  by 
the  House,  but  for  some  reason  or  other  it  was  dropped.  One  is  a 
tax  on 'telephone  messages,  5-cent  and  10-cent  calls.  There  is  a  tax  on 
15-cent  calls.    That  would  net,  I  estimate,  150  millions  of  dollars. 

Senator  Smoot.  Five  cent  calls? 

Dr.  Klein.  Five  cent  and  10  cent  calls,  not  including  subscribers 
c^Us,  would  net  150  millions  of  dollars.  There  are  20,000,000,000 
telephone  messages  of  which  we  take  one- fourth  to  be  toU  messages 
and  uncontrolled.  A  flat  tax  of  2  cents  on  mercantile  invoices  or 
bills  would  yield,  I  astimate,  thirty  millions  of  dollars.  Why  the 
tax  on  checks  was  ignored  I  can  not  find  any  reason  for.  In  our  Civil 
War  and  our  Spanish  American  War  we  had  that  tax.  A  flat  tax  of 
2  cents  would  yield  $30,000,000.    A  flat  tax  of  3  cents 

The  Chaibman.  We  have  all  that  data,  and  have  been  over  it  re- 
peatedly.   You  need  not  bother  about  it. 

Senator  Thomas.  Suppose  you  put  j^our  statement  in  the  record, 
and  then  we  can  get  it. 

Dr.  Klein.  That  is  all,  then,  Mr.  Chairman.    I  thank  you. 

The  Chairman.  Your  proposition  is  simply  to  substitute  a  tax 
upon  the  undistributed  earnings  of  corporations  that  now  escape 
taxation,  as  a  substitute  for  the  excess  profits  and  the  war  tax  f 

Dr.  KiEiN.  Assuming  that  the  distribution  has  been  made  as  in  a 
partnership. 

The  Chair3£an.  Assuming  the  distribution  has  been  made,  and 
provide  for  forcing  it  to  be  made. 

Dr.  Klein.  Yes,  sir. 

The  Chairman.  The  substance  of  your  proposition,  after  you  have 
eliminated  all  the  machinery,  is  that  we  will  provide  a  method  by 
which  what  is  now  known  as  the  undistributed  earnings  of  corpora- 
tions will  be  compelled  to  pay  the  income  tax  we  impose  ? 

Dr.  Klein.  Exactly. 
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*  The  Chairman.  And  you  propose  that  as  a  substitute  for  the 
excess  and  the  war  profits. 
Dr.  Klein.  Yes,  sir. 

.  (The  chairman  submitted  a  petition  from  the  New  York  Board 
of  Trade  and  Transportation,  which  is  here  printed  in  full,  as 
follows :) 

New  Yobr  Boabd  of  Tbade  and  Tbanspobtation, 

New  York,  Septeniher  17,  1918. 

To  the  Finance  Committee  of  the  Unitkd  States  Senate,  and  the 

OoMMrrrEE  on  Wats  and  Means  of  the  House  of  Repbesentatives, 

Wa8hingtonf  D,  C, 

(}BNTiJEMEN :  Tlie  undersigned  fuUy  comprehend  the  perplexing  nature  of  the 
problems  which  confront  your  committees  in  tlieir  efforts  to  prepare  the  law 
under  which  the  moneys  that  are  nea»ssary  to  carry  on  the  war  shall  be 
raised.  We  sympathize  with  you  in  your  arduous  labors  and,  therefore,  the 
suggestions  herein  are  made  in  no  spirit  of  criticism,  but  with  the  same  inspira- 
tion of  loyalty  to  our  country  which  we  are  contident  actuates  your  members. 

X  We  believe  that  under  the  i)ending  bill  the  sum  to  be  raised  by  taxation 
during  tlie  year  is  too  large  in  proportion  to  the  amount  to  be  raised  by  the 
sale  of  bonds.  It  is  unnecessary  to  pb*ce  so  large  a  share  of  the  burden  of 
tiost  upon  tlie  pivsent  generation  who  are  fighting  this  war  by  their  man 
Imwer.  The  greater  benefits  which  aro  to  be  achieved  will  be  enjoyed  by 
posterity  who  should  in  ju.stice  carry  a  large  share  of  the  cost. 
.  2.  At  no  time  should  taxation  reach  n  height  which  will  make  it  impossible 
for  any  part  of  our  people  to  take  their  proper  share  in  subscribing  for  liberty 
bonds.  Under  the  pending  bill  persons  with  the  largest  incomes  and  paying 
ander  the  highest  surtaxes  will  find  their  current  income  and  their  power 
to  purcliase  bonds  seriously  curtailed. 

It  is  proposed  to  put  every  available  dollar  into  the  war.  It  is  proposed  to 
raise  ?.S.OO(),(KX),000  by  taxation  and  J!;16,000,(XX),000  by  bond  sales.  These 
bonds  nmst  he  purchased  and  these  taxes  paid  out  of  the  available  cash 
refiourres  of  the  Nation. 

The  liu'ger  purchasers  of  bonds  are  those  having  the  larger  resources.  But 
under  the  i)ending  bill  these  larger  resources  are  taxed  as  high  as  70  per  cent, 
which  leaves  a  total  of  only  30  per  cent  of  such  resources  available  for  bonds. 

3.  The  bill  is  avowedly  based  upon  the  principle  that  those  who  are  best 
able  to  pay  shall  pay.  This  principle  is  worked  out  in  the  bill  to  such  an 
extreme  as  to  become  not  only  inequitable  but  unwise,  because  it  will  deprive 
the  great  mass  of  our  people  from  carrying  any  adequate  part  of  the  financial 
bltfden.  The  law  should  recognize  the  jirlnciple  that  It  is  the  patriotic  privi- 
lege, as  well  as  the  duty,  of  every  American  citizen,  and  of  every  other  person 
who  enjoys  the  unparalleled  advantages  of  living  under  our  American  condi- 
tions and  institutions,  to  contribute  to  the  extent  of  his  ability  whether  much 
or  little.  Taxes  should  be  so  levied  as  to  give  the^  smallest  wage  earner  an 
opportunity  to  contribute  something  ami  such  distribution  of  the  tax  to  the 
entire  community  would  make  tlie  burdon  light  for  all  and  impose  no  unjust 
share  on  any, 

.  4.  No  extra  tux  should  be  placed  upon  undistributed  earnings  of  corporations, 
as  such  tax  would  foster  bad  finance  and  compel  distribution  of  larger  amounts 
thiin  would  be  safe  for  the  corporation  and  would  make  it  difficult  or  impossible 
to  provide  the  capital  necessary  for  the  protection  and  extension  of  the  business. 

In  this  connection  it  must  be  borne  in  itilnd  that  the  present  high  cost  of  labor 
and  of  materials  make  the  cost  of  produv-tfon  several  times  greater  than  l>efore 
the  war,  and,  therefore,  ne<*essitate  a  much  larger  working  capital.  This  con- 
dition affects  the  whole  business  interesrs  of  the  country 'alike,  financial,  com- 
mercial, manufacturing,  ami  jigrlcultural. 

Nothing  should  be  done  that  will  curtail  industry,  for  the  (tovernment  has  no 
other  resources  than  the  combined  resources  of  the  i>eople  of  the  Nation,  and 
the  people  have  no  rcsoun-es  other  than  the  retunis  from  the  active  inclustries 
In  which  they  are  engaged,  and  such  industries  must  be  fostere<l  and  encourag(*d 
or  their  revenue-yielding  power  will  dwindle  or  lapse. 

Any  unusual  or  extra  l:i\  upon  undlstilbuted  earnings  of  corporations,  tlure- 
fore,  would  be  dangerous  and  unwise  ami  lead  to  dLsaster. 

5.  None  of  the  available  sources  of  revenue  .should  be  neglected,  and  the  dis- 
trlbntloD  of  the  burden  should  be  made  as  broad  and  general  as  possible.    We 
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therefore  recommend  a  stamp  tax  on  bank  checks  and  on  receipted  bUts  or 
invoices.  We  also  believe  that  a  general  consumption  tax  of  a  very  small  pi^- 
centage  should  be  Imposed  and  collected  through  the  retail  seller. 

All  persons  receiving  an  income  of  $1,000  and  less  should  pay  a  tax  of  at  least 
1  per  cent,  which  could  be  collected  with  small  expense  thrimgh  the  internal- 
revenue  ofticers  or  the  lo<*al  post  oflice. 

If  Incomes  of  $1,(X)0  and  less  should  be  iaxed  the  exeinptuni  i>f  $1.1M¥)  now 
allowed  should  be  repealed  and  the  normal  tax  rate  of  6  per  cent  reduced 
proportionately  upon  incomes  of  up  to  $4,000,  in  order  that  there  shall  be  no 
inequalities  or  inconsistencies,  and  to  avoid  making  the  tax  on  such  incomes 
excessive. 
Respectfully  submitted. 

J.  Fkkdebick  Talcott,  Chainium, 
Frank  Brain ard, 
.Joseph  H.  Emery, 
Nathan  T.  Pulsifer, 
Stephen  Farrelly, 
Special  Committee  on  War  Revenue, 
New  Yo7'k  Board  of  Trade  and  Tran^portatioxu 

Lek  ICohns,  PrettMetit. 

A  true  copy. 

Frank  S.  Gardner,  Secretary. 

The  Chairman.  You  may  be  heard  now,  Mr.  Bond. 

NONBEVERAGE    ALCOHOL. 

STATEMENT  OF  HE.  BICHABD  H.  BOND,  OF  BALTIMOBE,  MD. 

« 

Mr.  Bond.  Mr.  Chairman,  I  represent  the  Flavoring  Extract  Asso- 
ciation of  the  United  States.  I  desire  to  speak  to  the  raising  of  the 
tax  on  nonbeverage  alcohol  as  applied  to  flavoring  extracts. 

Gentlemen,  it  is  a  conceded  fact  that  flavoring  extracts  are  a  neces- 
sity in  the  modern  world.  You  gentlemen  would  all  kpow  what  a 
flavorless  dietary  would  mean.  The  United  States  Government 
also  recognizes  the  necessity  of  flavoring  extracts  in  the  dietary  of 
the  Army  and  of  the  Navy,  and  is  today  the  largest  single  purdiaser 
of  extracts  in  the  world.  You  have  the  data  before  you  gentlemen, 
I  have  no  doubt,  of  their  .purchases  of .  these  items  for  use  in  the 
Army  and  Navy.  Due  very  largely  to  that  fact,  our  men  composing 
the  Army  and  the  Navy  are  the  best  cared  f<»r  Army  ami  Navy  in 
the  world,  particularly  in  their  dietary. 

The  food  authorities  are  continually  asking  our  people  to  conserve 
food  and  not  to  waste  food.  The  flavoring  extract  is  the  most  im- 
portant factor  in  permitting  the  people  to  conserve  and  not  waste 
other  things  that  formerly  would  have  been  thrown  away.  In  the 
average  household  I  believe  you  gentlemen  who  know  of  these  things 
and  come  in  direct  contact  with  the  rank  and  file  of  the  people 
know  that  they  are  now  using  foods  that  ftirmerly  went  into  the 
garbage  can,  and  they  are  Wing  used  in  advantageous  and  palatable 
wavs,  and  very  largely  by  the  use  of  flavoring  extracts. 

Alcohol  is  a  nece^'^itv  in  the  nuinufai'ture  of  flavoring  extract&i. 
Manufacturers  have  tneiK  and  scientists  have,  for  many  years,  to 
find  some  other  ingredient  which  will  dissolve  and  hold  in  solulicm 
and  extract  the  flavoring  principles  which  are  tised  for  the  flavorinir 
of  foods  and  what  not.    It  is  an  ah.  olut^.*  necessity. 

Flavoring  extract*^  are  recognized  as  foinls  and  nei*essities  by  the 
legislation  of  all  of  iIk»  State's.    The  fonner  cost  of  the  aloohol*  ii.^«d 
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in  flavoring:  extracts  was  $1.10  \)er  proof  gallon.  That  is  about  $2.09 
a  wine  gallon.  We  have  to  fagiire  on  the  wine  gallon.  The  last 
revenue  act  placed  a  tax  of  $2.20  per  proof  gallon  upon  nonbeverage 
alcohoK  of  which  flavoring  extracts  are  made.  That  makes  a  tax 
paid  to  the  Government  figui^e  about  $4.18  per  wine  gallon  of  flavor- 
ing extracts  used. 

1  say  to  you  that  a  comparison — and  not  selecting  them  for  the 
high  alcohol  content^,  but  a  few  of  the  more  popular  ones — shows 
that  they  will  average  about  57  per  cent  alcoholic  contents  in  all 
flavoring  extracts  per  volume.  Figuring  on  raising  this  tax  to  $4.40, 
which  we  will  haye  to  pay  on  it,  basing  it  upon  the  two-ounce 
package,  at  the  price  now  received,  it  would  make  the  consumer  pay 
to  the  (iovemment  42  per  cent  of  the  entii'e  price  which  the  manu- 
facturer receives  for  the  flavoring  extract,  basing  it  on  an  average  of 
67  per  cent,  selecting  these  flavors,  and  not  selecting  the  high  grade 
ones. 

When  you  placed  the  tax  on  bef oiv,  due  to  other  conditions  brought 
about  by  the  war,  the  little  six  spoonsfuK  the  six  dram  bottle,  as  we 
call  it,  had  to  be  sold  at  15  cents  to  the  consuming  public.  With  the 
placing  of  this  tax  of  $4.40  upon  it,  the  consuming  public  will  have 
to  pay,  more  than  likelv,  25  cents,  and  certainly  be3'ond  20  cents,  for 
this  six  teaspoonsful  of  flavoring  extract. 

Senator  Thomas.  What  per  cent  of  that  is  alcohol  ? 

Mr.  Bond.  About  57  per  cent. 

Senator  Thojias.  Do  you  not  think  a  gradual  disuse  of  these 
flavoring  extracts  would  promote  the  cause  of  temperance  I 

Mr.  noND.  I  would  say  to  you  that  the  department  has  had  that 
matter  entirely  in  hand,  for  this  reason,  that  we  have  to  give  bond 
to  the  Treasury  Department  that  these  flavoring  extracts  shall  not  be 
used  for  beverage  purposes:  also,  that  we  are  liable,  and  the  men 
who  sell  these  goods  are  also  liable,  to  the  State  authorities  in  the 
prohibition  States,  if  thoy  sell  these  foods  as  beverages,  or  if  they 
sell  thom  under  circumstances  which  would  permit  a  reasonable  man 
to  believe  they  were  going  to  be  so  used.  And  the  people  of  the 
country  ought  not  to  be  cut  off  by  reason  of  the  temperance  propa- 
ganda from  those  necessary  things  of  modern  life. 

Senator  Thomas.  I  just  wanted  to  get  your  idea  about  it. 

Mr.  Bond.  I  believe  a  price  of  that  sort  would  be  prohibitory.  I 
do  not  think  a  price  of  that  sort  ought  to  he  placed  upon  this  neces- 
sary article  of  the  people's  use. 

Senator  Smoot.  Is  it  your  idea  to  make  a  special  tax  upon  alcohol 
that  entei*s  into  the  extracts? 

Mr.  Bond.  We  are  satisfied,  and  I  believe  that  the  people  had 
adjusted  themselves  to  the  present  price,  $2.20  per  proof  gallon. 

Senator  Penrose.  What  kind  ot  flavoring  extracts  are  these?  I 
was  out  when  you  began  your  remarks. 

Mr.  Bond.  I  said  selecting  a  half  dozen  at  random  of  the  flavoring 
extracts,  such  as  lemon  and  pineapple  and  strawberry,  and  not  seek- 
ing those  which  contain  a  high  alcoholic  content,  but  taking  the 
average* 

Senator  Pbkrosb.  They  are  the  popular  ones ! 

Mr.  Bond.  They  are  the  more  popular  ones ;  yes,  sir.  The  largest 
sale  of  flavoring  extracts  is  of  vanilla  and  lemon.  The  South,  even 
before  the  days  of  prohibition,  bought  about  three  times  as  much 
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lemon  flavor  as  they  used  of  vanilla  flavor,  and  in  the  northern  sec- 
tion of  our  country,  also  before,  and  in  the  middle  section  before  that 
section  went  dry,  they  used  about  three  times  as  much  vanilla  as  they 
did  of  lemon,  a  difference  in  the  dietary  ideas  among  the  people. 

Senator  Penrose.  Has  the  consumption  increased  since  these  terri- 
tories went  dry  ? 

Mr.  Bond.  I  can  hardly  refer  to  that  as  tonnage,  but  I  would  say 
that  the  volume  of  business,  as  represented  by  the  price  received  fpr 
it,  is  slightly  larger  than  before.  Some  of  them  are  less.  I  woidd 
say,  however,  that  the  tonnage,  so  to  speak,  is  smaller  than  it  had 
been. 

Senator  McCumber.  Do  you  think  the  housewife  will  cease  to  put 
vanilla  in  her  cakes  because  she  has  to  pay  25  cents  where  she  used 
to  buy  it  at  15  cents  ? 

Mr.  Bond.  I  think  she  will  not  make  so  many  cakes.  I  think  she 
will  not  take  so  many  crusts  of  bread  and  make  them  into  bread 
pudding,  and  the  thousand  and  one  things  that  go  into  these  house 
economies. 

GASOLINE. 

The  Chairman.  Mr.  C.  G.  Howes  desires  to  be  heard  now.  Pro; 
ceed,  Mp,  Howes. 

STATEMENT  OF  MB.  C.  0.  HOWES. 

Mr.  Howes.  Mr.  Chairman,  I  represent  the  dying  and  cleaning 
industry  of  the  United  States.  I  would  call  your  special  attention 
to  page  130  of  the  bill,  section  902,  excise  taxes,  regarding  the  im^ 
position  of  a  tax  of  2  cents  a  gallon  on  gasoline. 

Because  of  the  peculiar  use  which  we  make  of  gasoline  this  tax,  as 
proposed,  probably  unintentionally,  is  going  to  work  a  very  grave 
nardship  on  us  by  placing  a  tax  entirely  out  of  proportion  to  our 
capitalization,  our  gross  business,  our  net  income,  and  our  ability  to 
pay.  We  do  not  seek,  however,  to  have  this  tax  entirely  eliminated, 
as  far  as  it  enters  into  the  consumption  of  gasoline  as  fuel,  or  as  it 
enters  as  an  ingredient  or  factor  into  some  other  product.^  But  we 
do  fear  that  this  tax,  which  will  be  placed  on  this  commodity  which 
we  use  so  extensively,  is  unwarranted  and  unjustifiable,  and  I  am 
going  to  appeal  to  your  sense  of  justice  by  showing  you  a  few  figures 
to  bear  me  out  in  my  contention. 

Our  investment  is  $60,000,000.  Our  gross  business  is  $90,000,000. 
Our  net  profit,  on  the  basis  of  10  per  cent,  is  $9,000,000.  We  have 
2,000  plants.  Our  capacity  at  present  of  gasoline  for  cleansing  pur- 
poses only  is  50,000,000  gallons.  That  is  outside  of  the  5,000,000  gal- 
lons we  use  for  motor  delivery.  Two  cents  tax  on  50,000,000  gallons 
will  be  $1,000,000,  which  will  bo  11  per  cent  oh  the  net  profit,  and 
that  will  be  about  2J  per  cent  of  the  entire  return  estimated  from 
this  source  by  the  Ways  and  Means  Committee — $40,000,000. 

Our  industrj"  as  a  whole,  as  an  entirety,  is  really  small  compared 
with  one  factor  in  one  of  the  larger  industries  which  could  well  afford 
to  pay  three  or  four  times  this  amount. 

Senator  McCumber.  You  use  about  a  gallon  of  alcohol  for  clean- 
ing one  suit  of  clothes? 
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Mr.  Howes.  A  gallon  of  gasoline  i 

Senator  McCumber.  Yes. 

Mr,  Howes.  Hardly ;  I  would  sa^  it  would  average  that. 

Senator  McCumber.  You  think  it  would  average  a  gallon  ? 

J^ix.  HowEs.  Yes. 

Senator  McCumber.  Do  you  not  think  the  consuming  public  could 
stand  t^t  2  cents } 

Mr.  Howes.  I  will  tell  you,  Senator,  that  is  just  the  point.  The 
increase  in  materials  since  the  war  started,  not  only  of  gasoline,  which 
has  jumped  from  11  cents  to  20  and  26  cents,  but  the  denial  by  the 
Government  of  ammonia  and  acids,  which  we  used  to  supplement 
that  work^  has  made  us  entirely  reliant,  for  the  most  part,  on  gaso- 
line. To  meet  that,  and  with  the  enormous  increase  in  cost  of  labor 
and  other  factors,  rents,  and  so  forth,  which  have  increased,  we  have 
got  to  charce  our  customers  up  to  the  very  limit,  where  further  in- 
crease will  decrease  the  business. 

.  Senator  McCumber.  If  you  charge  an  increase  of  almost  a  hundred 
per  cent  in  labor,  the  point  with  me  was  that  you  could  probably  put 
2  cents  on  it  for  gasoline. 

Mr.  Howes.  In  fact,  we  have  considered  that  very  carefully,  and 
feel  that  any  just  and  equitable  assessment  of  our  charges  to  the 
public  to  spread  it  over  would  be  impossible,  because  our  charges  are 
80  small.  Where  you  previously  had  to  pay  a  dollar  and  a  quarter 
to  have  a  suit  of  clothes  cleaned,  it  is  now  up  to  $2,  and  it  has  gone 
as  high  as  you  or  any  gentlemen  of  ordinary  means  would  care  to 
put  into  having  his  clothes  cleaned. 

Senator  Penrose.  Do  you  mean  to  state  it  takes  a  gallon  of  gaso- 
line to  clean  a  suit  of  clothes? 

Mr.  Howes.  I  do. 

Senator  Penrose.  I  had  no  idea  it  took  that  much. 

Mr.  Howes.  You  take  the  fresh  gasoline,  and  with  the  bath  that 
is  used,  and  then  the  rinse  subsequently,  and  the  evaporation,  it 
takes  about  a  gallon  of  gasoline. 

Senator  Smoot.  Just  the  cleaning  and  the  pressing  of  a  suit  of 
clothes  does  not  take  a  quarter  of  a  gallon,  does  it? 

Mr.  Howes.  To  have  it  thoroughly  cleaned.  The  ordinary  tailor, 
as  you  may  notice,  is  not  a  fair  representative  of  the  capacities  of  our 
industries. 

Senator  Smoot.  Do  you  clean  children's  clothing? 

Mr.  Howes.  Yes;  every  manner  of  clothing  and  household  articles. 
And  I  might  mention  here  that  the  War  Department  has  mentioned 
this  industry  as  a  most  powerful  factor  in  the  conservation  of  wool. 

Senator  Skoot.  I  am  ^uite  sure  that  you  can  not  raise  the  price 
of  cleaning  now,  because  if  it  was  raised  just  a  little  higher  you  could 
go  and  buy  a  new  dress  or  a  new  suit  for  the  amount  you  charge.  I 
am  positive  of  that.   - 

Senator  Thomas.  Yqu  speak  from  personal  experience? 

Senator  Smoot.  I  speak  from  the  bills  I  get  every  month. 

Mr.  Howes.  I  feel  this  way  about  it,  really,  that  the  tax  could  not 
be  distributed  equitably  among  all  the  people  and  in  its  effect  on  our 
industry  it  becomes  a  license  to  operate.  In  my  particular  business 
I  use  2.5,000  gallons  of  fresh  gasoline  a  year.  That  would  mean  a 
tax  of  $500,  and  my  tax  is  about  $700.  That  increases  my  contribu- 
tion to  $1,200,  which  I  feel  is  quite  out  of  proportion  to  the  impor- 
tance of  the  industry. 


284  TO  PROVIDE  REVENUE  FOR  WAR  PURPOSES. 

We  do  not  wish  to  evade  our  just  proportion  of  the  motor  ^soline 
tax,  and  as  it  is  now  that  tax  would  be  $100,000  with  us.  We  use 
5,000,000  gallons  of  gas  for  motor  purposes,  and  it  is  our  impression 
that  it  should  either  be  3  or  4  cents  a  gallon  used  for  fuel  purposes. 
That  hits  the  agricultural  people  as  well  as  motor  people.  But  we 
feel  that  tax  would  be  justifiable  and  equitably  aistrlbuted.  We 
want  relief  from  the  tax  on  gasoline  as  it  pertains  to  cleansing  pur- 
poses. 

Senator  McCumber.  You  now  charge  $2.  After  this  law  goes  into 
effect  you  would  charge  $2.02.  Do  you  think  you  would  lose  any 
business  by  that? 

Mr.  Howes.  I  think  we  would  have  hard  work  convincing  the 
people  about  it.    They  would  haggle  at  this  odd  figure. 

Senator  Smoot.  They  would  just  charge  $2.25. 

Mr.  Howes.  I  do  ndt  want  to  take  any  more  time.  That  is  my 
main  contention. 

(The  following  brief  was  subsequently  submitted  by  Mr.  Howes, 
and  is  here  printed  in  full,  as  follows:) 

Brief  Pbesented  to  the  Finance  Committee  of  the  United  States  Senate  bt 
THE  Cleaning  and  Dyeing  Industry  of  the  United  States,  September  12. 
1918. 

To  the  honorable,  the  Committee  on  Finance,  United  Sitatcs  Senate, 

Gentlemen  :  The  proposed  tax  levy  of  2  cents  a  gallon  on  j?asoiine,  as  con- 
tained in  section  902.  Title  XI,  excise  taxes,  H.  11.  12863,  entitled,  "A  bill 
to  provide  revenue  and  for  other  purposes,"  occasions  this  protest  from  tbt 
clean injB:  and  dyeing  industry  of  the  Unlt«?d  States. 

The  cleaning  industry  utilizes  gasoline  in  two  ways: 

1.  As  fuel  for  its  motor  delivery. 

2.  As  the  basic  agent  for  its  cleansing  processes. 

In  so  far  as  tlie  tax  applies  to  motor  consumption  for  fuel,  tlie  industry 
heartily  acquiesces,  being  willing  to  accept  not  only  the  profxised  rate,  but  any 
other  rate  deemed  advisable  to  bring  the  nt^'essary  amount  of  revenue  from  this 
source  Into  its  proper  proportion  to  the  whole. 

We  do  not  desire  exemption  from  any  tax.  If  that  tax  is  equally  and  equitably 
distributed.  What  we  earnestly  oppose  is  what  appears  to  us  as  double  taxa- 
tion.   Our  contention  is  based  on  tliese  grounds: 

1.  In  paying  a  tax  on  gasoline  for  motor  or  fuel  consumption  we  share  with 
others  equally,  proi>ortlonately,  and  come  under  the  original  intent  of  the  law. 
This  we  most  heartily  indorse.   - 

2.  The  payment  of  a  tax  on  gasoline  for  cleansing  purposes  is  an  unjust 
added  burden,  taxing  the  principal  ingretllent  used  In  our  Industry,  In  addition 
to  that  which  we  will  share  with  the  automobile  users. 

Because  of  the  unprecedented  increase  in  the  cost  of  lai>or  and  other  ma- 
terials used  in  our  industry,  the  present  price  for  service  to  the  public  has 
reached  a  figure  where  it  now  has  a  tendency  to  discourage  the  Individual  of 
moderate  income. 

The  following  facts  reveal  the  small  size  of  the  industry  and  the  great  im- 
portance of  gasoline  In  its  operation: 

statistics  for  1917. 

Number   of  plants 2,000 

Invested   capital $00. 000. 000 

Total  gross  business $80,000,000 

Estimated  net  profit,  10  per  cent $9,000,000 

Consumption  of  gasoline gal—    50,000,000 

The  estimated  total  net  revenue  from  all  sources  is $40,000,000 

The  tax  on  50,000.000  gallons,  our  consumption,  will  yield $1, 000, 000 

This  $1,000,000  shows  a  ratio  to  the  whole  tax  of 2i% 

This  $1,000,000  represents  11%  of  the  net  income  of  this  industry  11% 
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This  i9  a  levy  entirely  out  of  proportion  to  the  capital  Iziition,  gross  business, 
and  net  return  of  this  Industry;  it  is  an  injustice  and  will  prove  a  veritable 
burden  nnd  an  unwarranted  hardship. 

No  other  industry  to-day  renders  the  service  in  conservation  and  reclama- 
tion of  t'^oolen  stocic,  for  which  there  is  such  urgent  need,  as  the  cleaning  and 
dyeing  industry*  This  service  has  l)een  completely  recognized  by  the  Govern* 
ment  by  its  adoption  of  the  dry-cleaning  processes  in  reclaiming  millions  of 
pieces  of  uniforms  for  the  War  Department.  It  has  further  been  recognized 
by  the  Government  as  a  corrective  and  preventative  factor  in  the  matter  of 
sanitation.  These  advantages  so  recogidzed  ofilcially  are  equally  essential  to 
and  available  for  similar  needs  of  the  civilian  population. 

Without  emphasis  on  the  injustice  of  our  position  in  the  application  of  this 
tax,  we  believe  that  the  revenue  derived  from  this  taxation  for  cleaning  pur- 
poses would  be  more  than  oflFset  by  the  resultant  loss  to  conservation,  which  at 
this  time  should  be  urgently  fostered  rather  than  in  any  way  discouraged. 

Respectfully  submitted. 

Arthur  Berg,  Chaimian, 
C    G.    Howes,    Secretary, 
War  Service  Committee, 
Cleaning  atnl  Dyeing  Industry  of  the  United  States. 

INCOME,  EXCESS  PROFITS,  AND  WAR  PROFITS  TAXES. 

The  Chairman.  Mr.  Ben  Watscn  is  the  next  gentleman  who  de- 
sires to  be  heard.    Mr.  Watson,  what  interest  do  you  represent? 

STATEMENT  OF  MB.  BENSON  0.  WATSON,  aEPSESENTING  THE 
NATIONAL  ASSOCIATION  OF  CBEDIT  HEN. 

Mr.  Watson.  I  api)ear  on  behalf  of  the  National  Association  of 
Credit  Men,  which  is  a  business  organization  representing  approxi- 
mately 25,000  of  the  leading  jobbers,  manufactui^rs,  and  financial  in- 
terests of  the  country;  in  fact,  the  largest'  organization  of  business 
units  in  the  world. 

Senator  Smoot.  Where  located? 

Mr.  Watson.  The  headquartei-s  are  at  41  Park  Kow,  New  York. 

The  Chairman.  To  what  section  of  the  bill  are  you  going  to  direct 
our  attention? 

Mr.  Watson.  The  purpose  of  my  appearance  is  to  point  out  some 
apparent  inequalities,  and  to  suggest  some  additional  means  of  reve* 
nue  which  seems  to  have  been  overlooked. 

Senator  Penrose.  You  represent  the  jobbers.  In  what  particular 
line? 

Mr.  Watson.  Every  line,  every  industry  in  the  United  States  en* 
gaged  in  jobbing,  manufacturing,  or  financial  industries  is  a  member 
of  our  association. 

At  the  beginning  of  the  present  year,  when  the  i-esults  of  the  pres- 
ent income  tax  law  became  apparent,  the  question  of  its  effect  upon 
credit  granting  became  very  important.  The  jobbing  and  manu- 
facturing industries  sell  to  retailers  and  distributors  who  are  cor- 
porate, partnership,  and  indi^ndual. 

Their  situations,  so  far  as  capital  stock  or  invested  capital  is  con- 
cerned, and  their  vohime  of  busmej-s,  their  probable  income,  in  ordei 
to  make  credit  granting ^afe  and  consistent,  should  be  compai-atively 
the  same.  We  found,  however,  that  under  the  law  of  1917  there  were 
very  grave  inequalities  as  the  result  of  different  forms  of  business 
organization.  So  that  at  the  beginning  of  the  year  a  committee  was 
appointed,  consisting  of  Mr.  R.  G.  Elliott,  chairman,  of  the  Jaques 
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Manufacturing  Co.,  of  Chicago,  111. ;  Mr.  Charles  D.  Joyce,  of  the  A. 
Colbum  Co.,  of  Philadelphia,  Pa.j  Mr.  E.  H.  Jaynes,  of  the  Cleve-* 
land  Cliffs  Iron  Co.,  Cleveland,  Oliio ;  Mr.  W.  M.  Kennard,  of  Graup- 
ner.  Love  &  Lamprecht,  New  York,  N.  Y.,  anil  Mr.  S.  J.  Wliitlock, 
of  Belding  Bros.  &  Co.,  of  Chicago,  111.,  with  mvself  as  counsel  for 
the.  committee.  We  met  on  June  1  for  our  first  formal  meeting,  and 
at  that  time  prepared  what  we  designated  as  a  brief  of  the  National 
Association  of  Credit  Men,  which  was  in  turn  submitted  to  all  of  the 
above  120  local  associations  in  the  various  principal  cities  of  the 
United  States,  in  this  way  seeking  to  direct  to  the  attention  of  the 
members  of  the  Association  the  apparent  inequalities  and  the  recom- 
mendations and  suggestions  which  we  had,  which  we  felt  would 
equalize  the  burden.  That  brief  was  filed  with  the  Ways  and  Means 
Committee,  and  I  am  pleased  to  say  that  some  of  the  suggestions  con- 
tained it  have  been  recognized  in  the  bill.  In  connection  with  this 
brief,  and  as  a  part  of  it.  we  included,  at  the  end  thereof,  a  ^raph 
showing  the  inequalities  of  the  present  law,  taking  seven  distinct 
business  conditions  ^owin^  out  of  similar  pro^rty  holdings,  in- 
vested capital,  and  distributive  share. to  the  individual.  This  graph 
shows  clearly  the  inequalities,  and  the  figures  of  the  certified  public 
inequalities,  and  the  figures  of  the  certified  public  accountant  lollow, 
and  I  desire  to  include  that  brief  as  a  part  of  the  suggestions  which 
I  will  have  to  make  before  the  committee. 

The  purpose  of  our  work,  which  has  continued  since  that  time, 
has  been  to  seek  to  equalize  business  organizations  and  lajsineas  con.- 
ditions  subject  to  the  tax,  and  to  maintain  what  we  call  going  values; 
that  is,  that  the  burden  of  the  tax  should  not  be  so  severe  upon,  in- 
dustry that  it  will  curtail  production,  and,  thus  limit  income  ta^es 
and  earning  capacity  in  future  years,  and  we  have  directed  our  at- 
tention to  that  in  particular.  .    *    .    -  . 

In  going  oyer  the  various  matters  which  we  bad  to  suggest,  there 
were  two  matters  that  came  to  our  attention  which  we  had  not  souj^t 
to  find,  but  which  we  desire  simply  to  sug^st  to  the  committee  aa 
being  uncertainties  in  the  proposed  law  which  should  be  remedied*. 
Section  213^3,  page  9,  is  the  provision  which  excepts  as  a  deduction, 
from  gross  incomes  the  proceeds  of  life  insurance  policies  paid  upon 
the  death  of  the  insured  to  individual  beneficiaries,  or  to  the  estate 
of  the  insured.  Section  233,  pa^e  35,  provides  that  gross  ineotmes  of 
corporations  shall  be  as  defined  in  section  213. 

The  question  that  arose  in  our  minds  is  as  to  whether  or  not  in- 
surance paid  to  the  corporations  is  to  be  an  allowable  deduction. 
I  am  familiar  with  what  the  ruling  has  been  under  the  present  law, 
that  is,  that  the  excess  of  the  amount  paid  over  and  above  the  pre- 
miums paid  should  be  regarded  as  income.  But  I  think  there  is  an 
inconsistency  in  the  law  here  which  should  be  cured. 

The  other  suggestion  is  in  regard  to  the  section  following,  the 
proceeds  of  life  insurance  policies  paid  upon  the  death  of  the  insured 
to  individual  beneficiaries  or  to  the  estate  of  the  insured;  and  the 
one  following: 

"The  amount  received  by  the  insured  as  a  return  of  premium 
or  premiums  paid  by  him  under  life  insurance,  endowment,"  etc. 
The  question  I  wish  to  suggest,  without  commenting  on  it  to  tfa« 
committee,  is  as  to  whether  or  not  where  endowment  policies  mature, 
which  have  been  made  payable  to  a  beneficiary,  and  the  amount  of 
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the  endowment  policy  is  paid  to  an  individual  beneficiary,  it  is  ex- 
empt und9i*  the  law.  I  thmk  the  law  is  indistinct  in  that  regard,  and 
that  should  be  remedied. 

In  other  words,  if  your  insurance  Ls  life,  and  you  die,  the  amount 
paid  your  widow  is  ei:empted  as  income.  If  you  have  an  endow- 
ment policy,  and  she  is  a  beneficiary,  at  the  maturity  of  the  endow- 
ment it  is  paid  to  your  wufe;  there  is  no  provision  for  the  exemption. 
I  think  it  is  clearly  the  intension  that  that  should  be  done,  and  I 
think  that  ought  to  be  remedied. 

Senator  Thomas.  This,  I  think,  is  a  copy  of  the  present  law. 

Mr.  Watson.  Perhaps  so;  I  am  not  sure. 

Section  214-A  (2),  page  13,  covers  a  deduction  allowed  to  indi- 
viduals, which  is  carried  into  the  deductions  allowed  corporations. 
It  provides: 

AJI  Interest  paid  or  uccrtietl  witbin  the  taxable  year  on  iudebtedneas  *  *  * 
in  excess  of  interest  rec-eivetl  free  from  taxation  under  this  title. 

We  believe  that  is  a  provision  which  will  result  not  only  in- 
cauitably,  but  will  constitute  a  tax  which  is  not  intended.  The  law 
ot  1917  permitted  the  deduction  of  the  interest  to  the  extent  of  capi- 
talization on  the  rates  selected  or  paid,  equal  to  the  capital  stock 
plus  one-half  .of  the  indebtedness.  It  has  oeen  suggested  as  being 
sound  economy  that  the  interest  is  a  proper  business  expense,  and  I 
believe  that  is  usually  so  conceded.  Ii  it  is  a  proper  business  expense, 
and,  under  this  law  it  can  not  be  capitalizea  and  added  to  invested 
capital,  then  the  business  entity  should  have  the  privilege  of  charg- 
ing, as  a  business  expense,  the  total  amount  of  interest  paid.  That 
is  our  position  from  the  business  point  of  view, 

ITie  other  is  that  by  deductmg  tax  free  interest  received,  you  are 
indirectly  charging  a  tax  upon  municipals  which  yrou  specifically 
exempt,  and  upon  Liberty  bonds.  I  think  that  position  is  clearly 
sound,* and  that  that  is  the  effect;  that  is,  if  one  has  a  tax  free  interest 
coming  from  Liberty  bonds,  and  is  not  entitled  to  take  credit  for  all 
the  interest  paid,  but  *must  reduce  the  amount  of  the  deduction  by 
the  amount  of  his  tax  free  interest,  he  is  indirectly  paying  a  tax  at 
the  same  rate  on  Liberty  bonds. 

Senator  McCumber.  And  that  is  contrary  to  the  agreement  made, 
at  least,  when  the  first  Liberty  bonds  were  issued. 

Mr.  Watson.  Yes  sir;  and  contrary  to  the  expressed  purpose  of  the 
biU. 

Section  214,  A-3,  page  13,  (a),  (b),  and  (d)  provide  [reading]  : 

Taxes  paid  or  accrued  within  tlie  taxable  year  imposed  (a)  by  the  authority 
0^  the  United  States,  except  income,  war-proflts  and  excess-profits  taxes;  or 
(b)  by  the  authority  of  any  of  its  possessions,  except  the  amount  of  income, 
war-proflts  and  excess  profits  taxes  aUo\ve<l  as  ii  cre<lit  under  Hection  222;  or  , 
(d)  In  the  case  of  a  citizen  or  resident  of  the  Ignited  States,  by  the  authority 
of  any  foreign  country,  except  the  amount  of  income,  war-profits  and  excess 
profits  taxes,  allowed  as  a  credit  under  section  222. 

The  same  exception  is  repeated  at  other  places  in  the  measure, 
and  it  is  our  belief  that  that  is  not  a  sound  ousiness  principle,  that 
the  effect  of  it  is  to  charge  a  tax  upon  the  tax,  which  is  not  a  recog- 
nized principle  of  taxation ;  that  it  has  the  effect  of  disturbing  the 
ordinary  methods  used  in  business,  and  that  all  taxes  are  proper 
bnnneas  charges  against  expenses,  the  same  as  all  interest  charges.    I 
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recognize  the  fact  that  by  changing  that  provision  and  going  to  what 
we  consider  a  sound  business  principle  it  would  release  some  of  the 
tax  which  you  will  collect  Our  answer  to  that  is  that  if  that  is  the 
case,  the  proper  way  to  reach  that  tax  is  to  readjust  the  rates. 

Senator  Thomas.  Concisely  stated,  your  position  is  that  there 
should  be  allowed  deductions  for  all  taxes  paid  ? 

Mr.  Watson.  All  taxes  in  the  taxable  year  in  which  they  accrue. 

Senator  McCumber.  Because  unless  you  do  that,  you  are  not  tax- 
ing on  your  net  profits,  but  you  are  taxing  on  a  portion  of  your 
gross  profits. 

Mr.  Watson.  Exactly  so.  Section  213-A,  page  8,  providas  a  defi- 
nition for  gross  income,  which  I  believe  is  the  same  as  in  the  pre- 
vious law,  and  the  matter  to  which  I  desire  to  call  your  attention 
grows  out  of  a  very  possible  contingency  which  does  not  frequently 
occur,  to  one  either  preparing  a  tax  law  or  one  considering  business 
policies.  Under  the  definition  of  invested  capital^  as  used  in  the  pre- 
vious acts,  and  as  in  this  act,  there  is  no  permissible  appreciation 
credit  allowed  to  be  added  to  invested  capital.  A  conservatively 
managed  business,  having  a  property,  which,  according  to  its  book 
accounts,  is  worth  $100,000,  by  reason  of  its  appreciation,  the  cost 
of  replacement,  or  the  increased  value  of  real  estate  in  the  neighbor- 
hood, becomes  worth  $200,000.  Being  a  conservative  inan,  the  busi- 
ness man  insures  to  the  amount  of  the  appreciated  value,  either  bv 
co-insurance  or  a  straight  insurance  plan,  whichever  may  be  selected, 
and  has  a  fire.  Assuming  that  it  is  a  total  loss,  the  insurance  com- 
pany pays  to  him  $200,000.  His  business  accounting  system  only 
1)rovides  for  that  property  as  being  worth  $100,000.  The  rulings 
lave  been  to  the  enect  that  that  is  income.  It  is  our  contention  that 
that  item^  if  used  in  replacement,  should  not  be  counted  as  income. 

If  money  is  kept  and  used  in  other  channels,  it  may  be  a  proi^er 
item  of  income,  and  should  be  charged  if  the  appreciation  accrued 
since  March,  1913.  I  shall  not  argue  that.  That  may  be  correct  and 
may  be  sound.  lUit  if  the  man  is  required  to  use  the  $200jf)00  to 
replace  the  building  consumed,  he  has  no  more  after  his  building  is 
completed  tlian  he  had  before.  Nor  is  he  entitled  to  add  that 
$200,000  to  his  invested  capital,  unless  ho  pays  the  income  tax  on  the 
increase  in  value. 

There  is  a  Treasury  decision.  No.  2706,  which  relates  to  war  losses, 
which  provides  that  where  a  loss  is  occasioned  by  reason  of  war  times, 
or  war  destruction,  and  the  building  is  replaced,  the  amount  of  the 
increase  in  value  sliall  not  be  regarded  as  income;  and  provides,  fur- 
ther, that  if  on  account  of  business  conditions  the  replacement  can  not 
be  made  immediately,  the  corporation  or  the  individual  may  set  up  a 
replacement  charge  in  his  account  of  income  retained  for  uses  in  his 
business,  and  he  shall  not  be  taxed  on  that  account,  within  a  given 
period,  providing  he  gives  bond  and  complies  with  other  requirements 
of  the  Treasury  Department. 

It  seems  to  me  that  provision  should  be  embodied  in  the  law,  that 
where  property  consumed  is  compensated  for  by  insurance,  tiie  in- 
crease over  the  book  value  of  the  property,  if  used  in  replacement,  cm: 
if  placed  in  a  reserve  for  replacement,  should  not  be  treated  as  in- 
come, but  proper  safeguards  should  be  thrown  around  the  using  of 
that  sum  for  replacement  when  building  conditions  are  normal. 


TO  PBOVIDE  BEVENUE  FOB  WAB  PUBP0SE8.  289 

Section  2,  page  2,  of  our  brief  which  was  submitted  contains  the 
following  recommendation : 

EquaUty  of  the  basis  of  the  tax  is  essential  so  that  the  varying  needs  of  the 
Government  may  be  supplied  by  a  change  in  the  schedule  of  rates  only,  as  fre- 
<iuent  change  of  the  basic  principle  of  the  law  serves  to  cause  disturbance  to 
1)usine««8  and  creates  an  unnecessary  expense  to  the  Government. 

We,  therefore,  recommend  that  corporations,  copartnerships,  associations,  and 
individuals  enagged  in  business  or  trade  be  treated  identically  as  to  rates  and 
exemptions. 

Section  210,  page  5,  provides  for  the  nonnal  tax  of  12  per  cent  on 
individuals. 

Section  218-A,  page  19,  is  the  provision  relating  to  partnership, 
which  provides  that  partners  shall  report  and  pay  the  tax  in  their 
individual  capacities  only. 

Section  23(>-A,  page  31,  provides  a  tax  of  18  per  cent  on  corpora- 
tions, with  a  differential  of  6  per  cent  for  distributed  profits. 

It  is  our  position  and  our  contention  that  this  is  an  income  tax.  It 
is  not  a  privilege  tax,  not  an  excise  tax,  so  far  as  these  features  of  it 
are  concerned.  Corporations  are  creatures  of  the  laws  of  the  States 
in  which  they  are  incorporated  or  organized.  They  are  not  given  or 
entitled  to  any  Federal  privilege  other  than  that  which  is  given  to 
an  individual  or  a  partnership.  The  partnership  is  either  the  crea- 
1  ui*e  of  the  State  in  which  it  is  organized,  or  it  is  contractual,  and  it 
likewise  is  not  a  creature  of  the  Federal  Government. 

Before  the  lawmaking  powers  of  the  Federal  Government  a  cor- 
poration, an  association,  a  limited  partnership,  a  partnership,  and  an 
mdvidual  engaged  in  business,  stand  upon  identically  the  same  baaio, 
and '  are  entitled  to  the  same  rights  and  privileges,  and  should  not 
be  penalized  by  reason  of  their  being  organized  in  one  manner  a^ 
agaginst  others  organized  differently. 

Section  301,  being  the  alternative  war-profits  and  excess-profits  tax 
provision,  relates  to  corporations  exclusively,  and  makes  no  provision 
for  such  taxes  against  an  individual  or  a  partnership.  The  proposed 
law  is  discriminatory  against  corporations,  grossly  so,  in  favor  of  in- 
dividuals and  partnerships,  as  the  proposed  draft  is  prepared.  I  do 
not  ask  you  to  accept  the  conclusions  of  the  committee  or  the  state- 
ments which  I  shaU  make,  but  I  have  had  prepared  bv  a  certified 
public  accountant,  which  I  wiU  submit  as  a  part  of  the  record,  a 
tabulation  containing  the  income,  the  taxes,  the  rate  of  tax,  on  capi- 
tal, and  the  rate  on  income,  of  three  different  situations,  one  an  in- 
dividual in  single  proprietorship,  having  an  invested  capital  of 
$100,000,  an  income  of  $25,000 ; 

The  second  being  an  individual  who,  as  one  of  three  copartners 
owns  a  business  of  $300,000,  having  in  the  prewar  period  a  taxable 
income  of  $30,000,  having  in  the  taxable  year  an  income  of  $75,000, 
one-third  of  which  goes  to  the  individual  partner  owing  the  same, 
making  his  capital  invested  $100,000,  and  his  income  $25,000 ; 

The  third  being  one  of  three  owners  of  a  corporation  of  $300,000, 
haviM  prewar  earnings  of  $30,000,  having  current  earnings  for  the 
taxab^  year  of  $75,000,  which  does  not  distribute  any  of  its  earnings 
made  in  the  taxable  year. 

Another  provision  of  the  same  kind  for  a  corporation  which  dis- 
tributes all  of  its  earnings  and  another  which  distributes  its  earn* 
ings  in  excess  of  the  amount  of  its  taxes. 
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They  are  all  identically  the  same,  having  the  same  invested  capital 
and  earnings. 

The  individual  proprietor  pays  $4^45  in  income  taxes  and  surtax.. 

The  individual  owner  in  the  copartnership,  having  the  same  capi- 
tal, has  taxes  of  $4,245. 

The  individual  owner  of  one-third  of  the  corporation  not  dis- 
tributing its  dividends  pays  $13,564. 

The  individual  owning  one-third  of  the  capital  stock  of  a  corpora- 
tion the  income  of  which  is  all  distributed  as  dividends  pays  $14,501. 

The  individual  owning  one-third  of  the  capital  stock,  the  income 
of  which  is  all  distributed  with  adjustments  made  for  Federal  in- 
come tax  deductions  so  as  not  to  tax  at  18  per  cent,  that  portion  of 
income  represented  by  the  payment  of  income  tax  to  the  govern- 
ment, being  the  dropping  out  of  the  tax  on  the  tax,  $13,469.44. 

The  individual  owning  one-third  of  the  capital  of  a  corporation^ 
the  income  of  which  is  all  distributed  as  dividends  except  adjustment 
made  for  deduction  of  Federal  taxes  paid  by  corporations  to  arrive 
at  residue  available  for  distribution  as  dividends  $13,056.60. 

The  rate  of  taxation  on  the  capital  stock  for  the  partner  is  4.24  per 
cent;  the  individual,  4.24;  the  individual  owner  of  the  corporation  is 
13.5,  and  so  on  down  the  list.  The  tax  on  the  income  of  the  indi- 
vidual is  16.97  per  cent,  both  for  the  sole  proprietor  and  the  partner. 
For  the  corporation  it  becomes  a  54  per  cent  tax  in  one  instance,  and 
58  in  another,  53  in  another,  and  52  in  another. 

Senator  Thomas.  Does  that  include  the  war-profits  tax? 

Mr. Watson.  Yes,  figured  on  the  basis  of  the  alternative  plan^ 
either  the  war  tax  or  excess  profits,  whichever  is  greater. 

The  comparison  on  the  basis  of  $100,000  invested  capital  and 
$25,000  taxable  year  earnings  was  chosen  for  the  reason  that  in  our 
opinion  that  coines  the  nearest  being  the  average  case  and  would 
apply  to  a  larger  number  of  individuals  and  partnerships  engaged 
in  business  or  trade  than  anv  other  amount  which  could  be  selected. 
The  discrepancy  would  not  be  so  large  when  the  higher  percentages 
of  surtax  are  reached  but  there  would  be  fewer  instances  to  which 
the  rule  would  apply. 

There  is  no  sound  economic  reason  why  this  distinction  should  be 
made;  for  if  a  partnership  or  an  individual  is  sufficiently  large  so 
that,  if  incorporated,  it  would  be  the  subject  of  the  excess  profits  or 
war  profits  tax,  then  by  the  very  necessities  of  its  business  it  will 
have  a  system  of  accounting  to  which  the  war  profits  and  excess 

Srofits  tax  could  be  applied  as  \v^ell  as  a  corporation,  and  the  proper 
istinction  between  the  business,  as  such,  and  the  individual  could  be 
clearly  drawn. 

It  is  our  contention  that  if  it  is  the  business  entitj^  which  is  to  be 
made  the  subject  of  the  tax  all  business  entities  or  units  regardless 
of  the  form  of  their  organizations  should  be  treated  similarly. 

Section  214 A  (11),  page  16,  provides  for  exempting  contributions 
by  individuals,  but  this  provision  is  not  made  to  extend  to  partner- 
ships or  corporations.  The  effect  will  be  to  reduce  the  income  of  the 
Red  Cross  and  other  relief  organizations,  for  if  corporations  and 
partnerships  are  to  be  discriminated  against  in  the  matter  of  deduc- 
tions and  made  to  pay  the  tax  upon  their  contributions  they  will 
obviously  be  curtailed. 

Section  230A,  page  31,  provides  for  6  per  cent  deduction  for  dis- 
tributed earnings  of  corporations.    It  is  our  recommendation  that  in- 
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dividuals,  partnerships  and  corporations  should  be  treated  alike,  as 
to  the  exemptions,  deductions,  rates,  and  the  war  profits  and  excess 
profits  taxes.  Then  a  provision  should  be  made  to  prevent  the  ac- 
cumulation of  unwarranted  surplus  accounts  to  prevent  the  pay- 
ment of  the  surtax  on  dividends  by  the  individual.  It  is  our  opinion 
that  the  plan  for  forcing  distribution  and  providing  for  a  tax  on  un- 
disti*ibuted  profits,  provided  for  in  the  act  of  October  3,  1917,  is 
preferable  to  the  plan  proposed  in  this  act,  as  the  plan  in  the  pro- 
posed bill  is  in  reality  a  tax  upon  capital  increase  which  may  be 
necessary  for  he  reasonable  requirements  of  the  business. 

Passing,  now,  to  section  326,  page  61  of  the  act,  which  is  the  pro- 
vision which  defines  invested  capital,  it  is  our  very  firm  conviction 
that  the  definition  of  ii;vested  capital  is  not  sufficiently  broad  in 
that  in  paragraph  A-3  it  specifically  excludes  a  large  amount  of 
sound  capital  assets.  *I  mean  b}^  that  the  concluding  paragraph, 
which  provides  [reading] : 

And  not  including  the  increase  in  the  value  of  any  asset  above  the  original 
cost  until  such  increase  is  actually  realized  by  sale. 

The  sixteenth  amendment,  which  made  possible  the  present  pro- 
posed law,  became  effective  March  1,  1913.  It  is  our  contention  that 
on  that  date  all  assets,  regardless  of  the  question  as  to  whether  they 
were  tangible  or  intangible,  admissible  or  inadmissible,  constituted 
invested  capital  of  the  citizen,  corporation,  or  entity;  that  the  in- 
vested capital  was  to  be  based  upon  that  date.  The  proposed  act 
makes  it  available  for  capital  purposes  when  it  has  been  the  subjc* 
of  purchase,  but  excludes  it  in  the  hands  of  the  originating  ownr- 
That  refers  to  so-called  intangible  property — good  will,  trade-marks, 
trade  names,  and  property  of  that  character.  It  very  frequently 
happens  that  good  will,  developed  in  the  hands  of  the  original 
owner,  is  more  valuable  than  it  is  when  it  is  sold.  It  is  actually 
sold,  however,  while  yet  in  the  hands  of  the  original  own?r,  when- 
ever a  share  of  the  stock  in  the  original  corporation,  or  an  interest  in 
the  partnership,  is  transferred  to  another  owner,  yet  the  corporation 
is  not  permitted  to  capitalize  it. 

If  an  organization  develops  the  good  will  which  makes  its  stock 
of  $100  a  Siare  par  value  worth  $300  a  share  the  person  who  pays 
$300  a  share  for  that  stock  in  the  concern,  having  the  good  will, 
which  has  not  been  sold  to  it,  is  just  as  much  and  just  as  well  entitled 
to  have  his  investment  protected  as  is  the  man  who  paid  $100  for  a 
share  of  stock  in  a  corporation  having  a  par  value  of  $100  which 
corporation  had*  purchased  good  will  on  the  market.  Our  sole  pur- 
pose is  to  equalize  that  provision,  and  it  is  our  contention  that  good 
will,  trade-marks,  and  trade  names,  having  a  determinable  value, 
whether  they  have  been  sold  or  not,  should  be  either  permissible 
invested  capital  items  to  the  corporation  which  originated  them,  or 
the  corporation  which  purchases  those  intangibles  on  the  market 
should  not  be  entitled  to  them.    We  do  not  care  which  way  you  go. 

The  proposition  is  reco^ized  in  this  law,  because,  in  section  201, 
page  4,  we  find  the  provision : 

That  for  the  purpose  of  ascertaining  the  gain  derived  or  loss  sustained  from 
the  sale  or  other  disfiosition  of  property,  real,  personal,  or  mixed,  the  basis 
shall  be — 

(n)  In  the  case  of  property  acquired  before  March  1,  1913,  the  fair  market 
price  or  value  of  such  property  as  of  that  date;  and 

(b)  In  the  rase  of  property  acquired  on  or  after  that  date,  (1)  the  cost 
thereof,  or  (2)  the  inventory  value. 
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It  is  our  contention  that  that  provision  in  this  act  recognia^es  the 
fact  that  property,  regardless  of  its  ownership,  regardless  of  its 
transfer,  regardless  of  its  character,  if  it  had  a  value  o^  March  1, 
1913,  is  recognized  as  invested  capital. 

Senator  Thomas.  Has  not  a  good  deal  of  this  intangible  wealth  of 
which  you  speak  been  convertea  into  capital  stock? 

Mr.  Watson.  I  think  there  has  been  an  attempt  to  do  that  in  many 
quarters.  On  the  other  hand,  practically  every  soundly  managed 
business  concern  that  is  closely  held  has  not  done  so,  ana  could  not 
do  so  under  the  law,  because  in  order  to  do  so  they  must  transfer  the 
ownership  to  somebody  else.  They  can  not  retain  50  per  cent  of 
the  ownership  themselves  and  increase  the  capitalization  under  the 
present  law,  and  this  fact  creates  an  obvious  inequality. 

The  proposition  is  recognized  in  another  place  in  this  bill,  where 
you  provide  for  the  basis  of  the  capital-stock  tax*.  There  you  pro- 
vide, first,  that  you  must  submit  your  assets  and  liabilities;  second, 
the  market  price  of  your  stock;  tnird,  your  average  income  for  the 
five  previous  years,  for  capitalization  purposes,  and  that  the  capital* 
stocK  tax  is  based  on  whicnever  is  highest. 

The  principle  has  also  been  recognized  by  judicial  decision,  in  the 
Big  Four  case,  to  the  oflFect  that  the  change  of  situation  after  the 
adoption  of  the  law  can  not  be  taken  advantage  of  to  change  the 
basis  of  tax. 

Our  recommendation  on  page  2,  section  3,  of  our  brief  contains  the 
following  [reading] : 

We  believe  that  so  far  as  possible  all  classes  of  citizens  and  residents  should 
bear  a  part  of  the  expense  of  winning  the  war. 

We,  therefore,  recommend  that  personal  exemptions  remain  as  at  present, 
but  that  a  flat  individual  Income  tax  not  to  exceed  $5  be  assessed  against  all 
individuals  whose  income  equals  or  exceeds  $800,  this  to  be  In  addition  to  what- 
ever taxes  are  now  or  hereafter  levied,  and  to  be  collected  and  paid  at  the 
source  wherever  possible. 

In  the  proposed  bill  reporting  at  the  source  has  been  increased 
from  $800  to  $1,000.  We  very  graciously  accept  that  change,  and 
suggest  that  the  provision  which  we  recommend  apply  to  that  pro- 
vision, because  the  thought  of  the  law  was  suggested  by  the  seeming 
uselessness  of  reporting  the  amount  of  income  less  than  the  amount 
of  exemption  which  was  required  by  the  old  law. 

The  present  requirement  of  reporting  $1,000  when  $1,000  is  the 
minimum  exemption,  and  the  amount  at  which  the  tax  begins  con- 
tains a  great  deal  more  in  its  favor.  But  the  thing  we  haa  in  mind 
in  recommending  this  tax  is  twofold.  In  the  first  place,  we  estimate 
that  there  are  30,000,000  people  in  the  United  States  earning  $1,000, 
and  that  a  tax  of  $5  will  produce  $150,000,000. 

If,  however,  you  pass  to  section  1001,  page  144  of  the  act,  you 
will  find  a  provision  of  the  law  which  in  some  respects  closely  re- 
sembles our  recommendation,  except  that  it  is  made  to  apply  to  all 
persons  who  are  proprietors  of  any  trade,  business,  or  profession, 
and  having  an  income  exceeding  $2,000,  the  tax  to  be  $10,  with  the 
provision,  however,  that  it  should  not*  apply  to  certain  specified 
classifications. 

Senator  Thomas.  To  agriculture. 

Mr.  Watson.  Yes,  sir;  and  we  seriously  object  to  the  exemption 
of  anyone.    We  are  of  the  opinion  that  it  is  vitally  important  for 
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the  interests  of  the  country  to  bring  home  to  every  citizen,  every 
person,  every  individual,  that  fact  that  he  or  she  has  some  part  in 
the  Government's  plan  of  financing  the  war.  We  believe  it  is  not 
only  the  duty  of  everyone  having  an  income  of  $1,000  to  pay  some- 
thing directly,  whether  he  is  subiect  to  an  income  tax  or  not,  but  we 
believe  it  is  a  privilege  which  should  be  extended  to  him.  We  be- 
lieve it  will  ppoducia  considerable  revenue  which  will  be  easily  col- 
lectible. Our  suggestion  is  that  wherever  possible  the  tax  be  col- 
lected and  paid  at  the  source,  and  as  a  workable  means  of  affecting 
this  purpose  we  suggest  that  the  tax  be  collected  by  the  employer 
and  deducted  from  the  earnings  of  every  employee  whose  rate  of 
wage  equals  $1,000  a  year,  deduction  to  be  made  upon  a  definite  date 
to  be  fixed  by  the  act  at  the  date  as  shown  by  the  statistical  bureau  as 
being  the  one  upon  which  most  people  are  employed ;  that  it  also  be 
included  as  a  part  of  the  fixed  tax  of  every  one  required  to  make  a 
tax  return  under  the  present  law,  but  deductible  from  the  individ- 
ual's tax  if  paid  by  his  employer;  that  an  affidavit  be  required  from 
all  others  who  are  employed  upon  the  date  fixed,  or  who  are  not 
required  to  make  the  individual  income  tax  return  by  reason  of  ex- 
isting exemptions,  stating  whether  or  not  their  earnings  equal  the 
sum  of  $1,000  per  year,  and  if  so,  the  tax  shall  be  collectible.  This 
plan  would  seem  to  have  the  effect  of  reaching  all  classes  of  em- 
ployes and  citizens  whose  earnings  or  rate  of  earnings  equal  $1,000 
per  year,  and  without  imposing  an  undue  expense  in  the  collection. 

The  provision  has  been  submitted  to  a  large  number  of  people 
throughout  the  country,  and  as  reflecting  the  manner  in  which  it  has 
been  received  I  have  here  a  letter  signed  by  various  business  men  in 
Indianapolis,  Ind.,  which  I  would  luce  to  read  to  the  committee.  It 
is  as  follows  [reading]  : 

lNDiANAP(»Lis  Association  of  Credit  Men, 

Indiana poli ft,  Ind.,  August  28,  1918. 

We  are  strongly  in  favor  of  a  flat  Individual  inronie  tax  of  not  exceedinj?  $5. 
iHiievinp  that  it  is  a  wise  policy  that  permits  many  individuUls,  who  now  have 
no  opi)ortunlty  of  doing  so.  the  privilege  of  having  a  more  peisonal  interest  in 
the  carrying  on  of  the  war  hy  means  of  payment  of  this  direct  tax.  The  majority 
of  the  committee  were  in  favor  of  a  minimum  income  of  $1,000  against  which 
to  hase  this  tax,  believing  that  individuals  having  an  income  of  less  than  that 
amount  would  on  account  of  the  high  cost  of  living  find  a  direct  flat  tax  some- 
what of  a  hardship,  although  it  was  conceded  that  there  are  individuals  with- 
out dei>endent8  receiving  incomes  of  less  than  $1,000,  w^ho  not  only  could  pay 
such  flat  tax,  but  would  be  perfectly  willing  to ;  in  fact,  would  feel  that  an  in- 
justice was  being  done  by  refusing  to  i)ermit  them  to  furnish  this  part  of  the 
sinews  for  carrying  the  war  to  a  successful  conclusion. 

I  thank  you  very  much  for  your  attention,  and  shall  l)e  pleased  to 
answer  any  inquiries  or  to  submit  any  further  statements  you  may 
desire. 

Senator  Townsend.  Did  I  undei-stand  you  had  revised  this  brief 
you  have  filed  in  the  House  ? 

Mr.  Watson.  This  brief  was  prepared  before  any  bill  was  in- 
troduced in  the  House.  We  have  not  changed  our  position  from  the 
position  laid  down  in  the  brief. 

Senator  Robinson.  Some  of  the  suggestions  in  the  brief  have 
already  been  incorporated  in  the  bill  ? 

Mr.  Watson.  Yes,  sir. 
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Senator  Bobinsox.  I  think  you  ought  to  indicate  on  the  brief,  or  in 
connection  with  your  statement,  what  suggestions  have  been  incor- 
porated.   You  can  do  that  at  your  leisure. 

Senator  Penrose.  Mark  the  paragraphs  that  are  incorporated  in 
the  bill,  so  that  they  may  be  indicated  when  the  hearing  is  printed. 

(The  document  referred  to  by  Mr.  Watson  is  here  printed  in  full, 
as  follows:) 

BRIEF  OF  THE  NATIONAL  ASSOCIATION  OF  CREDIT  MEN. 

(Prepared  by  R.  G.  Elliott,  chairman,  Jaquos  Manufacturing  Co.,  Chicago,  111. ;  Charles 
D.  Joyce,  the  A.  Colburn  Co.,  Philadelphia,  Pa. :  E.  H.  Jaynee,  Cleveland-ClllTs  Iron 
Co.,  Cleveland,  Ohio ;  W.  M.  Kennard,  Oraupner,  Love  &  Lamprecht.  New  York.  N.  Y. ; 
S.  J.  Whillock,  Beldlng  Bros.  &  Co.,  Chicago,  111. ;  and  B.  G.  Watson,  counsel,  Watson, 
Stouffer,  Davis  &  Gearheart,  Columbus,  Ohio.] 

I. 

The  National  Associaticm  of  Credit  Meu,  coniprisliifr  24,636  of  the  leading 
luanufftctiirers,  jobbers,  and  tinancial  institutions  of  the  United  States,  and 
being  the  largest  organization  of  commercial  units  in  the  world,  fully  recog- 
nizes its  obligations  tp  the  Government  and  pieces  its  fullest  support  to  the 
winning  of  the  war. 

The  Government  organization  of  its  war  activities  now  progi'essing  so 
splendidly  places  upon  organized  business  the  fullest  responsibility  of  furnish- 
ing increasing  financial  support. 

Fully  recognizing  the  inadequacy  of  existing  measures  for  the  production  of 
sufficient  revenues  for  the  Government's  expanding  operations,  we  have  never- 
theless had  constantly  before  us  the  fact  that  future  requirements  must  Inevi- 
tably be  still  greater  and  that  productive  industry  must  furnish  the  principal 
source  from  which  the  Government  secures  its  revenues,  we  therefore,  tender 
our  fullest  support  and  cooperation  to  the  end  that  an  economically  sound  and 
equitable  basis  for  future  taxation  be  laid  in  the  measures  now  under  con.sidera- 
tlon. 

From  an  exhaustive  study  of  the  present  income  and  excess  profits  tax  laws, 
we  find  that  the  operation  and  results  of  the  same  are  inequitable,  and  in 
many  instances,  impose  unwarranted  hardships,  and  in  others  correspondingly 
unwarranted  exemptions,  which  in  the  aggregate  do  not  result  in  producing 
maximum  revenues  with  minimum  disturbance  to  the  source  of  revenue.  To 
illustrate  the  character  of  the  inequalities,  we  have  caused  to  be  preparetl  and 
appended  hereto  a  compilation  of  a  variety  of  conditions  taken  from  actual 
business  operations  which  show  the  elToct  of  the  law,  not  only  upon  the  entity 
but  upon  the  constituent  holders  thereof  These  inequalities  arise  largely  from 
the  different  manner  in  which  different  forms  of  business  operations  are  treated 
by  the  law  and  the  varying  sources  from  which  taxable  income  is  derived. 
In  arriving  at  the  conclusions  and  recommendations  hereinafter  set  out,  we 
have  had  In  mind,  the  equal  encouragement  of  productive  industry  to  the  end 
that  not  only  more  current  revenue  may  be  obtained  from  income  but  that  the 
sources  of  future  taxable  income  may  remain  undisturbed. 

II. 

Equality  of  the  basis  of  the  tax  is  essential  so  that  the  varying  needs  of  the 
Government  may  be  supplied  by  a  change  In  the  schedule  of  rates  only,  aa 
frequent  change  of  the  basic  principle  of  the  law  serves  to  cause  disturbance 
to  business  and  creates  an  unnecessary  expense  to  the  Government. 

We  therefore  recommend  that  corporations,  copartnerships,  associations,  and 
individuals  engaged  in  buslne.ss  or  trade  be  treated  identically  as  to  rates  and 
exemptions. 

in. 

We  believe  that  so  far  as  possible  all  classes  of  citizens  and  residents  should 
bear  a  part  of  the  expense  of  winning  the  war. 

We  therefore  recommend  that  personal  exemptions  remain  as  at  present, 
but  that  a  flat  individual  income  tax  not  to  exceed  $5  be  assessed  against  all 
iudlviduals  whose  income  equals  or  exceeds  $800,  this  to  be  in  addition  to 
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whatever  taxes  are  now  or  hereafter  levied,  and  to  be  collected  and  paid  at 
the  sonrce  wherever  possible. 

IV. 

It  iy  the  duty  of  every  citizen,  resident,  corporation,  copartnership,  or  asso- 
ciation to  contribute  in  equal  proportion  to  his  or  its  ability  to  pay  from  his  or 
its  normal  income. 

We  therefore  recommend  that  the  normal  rate  be  increased  to  not  to  exceed 
8  per  cent,  and  that  the  surtax  be  continued.  It  would  seem  that  Incomes  under 
$100,000  could  be  fairly  expected  to  bear  a  relatively  higher  rate  of  surtax 
than  they  at  present  bear,  while  at  the  same  time  the  entire  schedule  might  be 
materially  increased. 

V. 

Double  taxation  should  be  avoided. 

We  therefore  recommend  that  corporate,  copartnership,  and  association 
earnings  in  the  hands  of  individuals  be  exempt  from  taxation  to  the  extent  of 
the  normal  tax  paid  by  the  corporation,  copartnership,  or  association  on  their 
•earnings. 

y\'e  further  recommend  that  income  taxes  a&sessed  be  an  allowable  deduction 
from  gross  income  for  the  year  in  which  they  accrue. 

VI. 

We  l>elleve  that  so-caHe<l  unearned  Incomes  should  l)e  taxed  on  the  same 
ba^ds  as  earned  incomes. 

VII. 

The  war  relief  activities  are  calling  largely  upon  corix)rations  for  assistance; 
we  therefore  recommend  that  contributions  by  corporations  made  to  strictly 
war  relief  organizations  be  an  allowable  detluction.from  gross  income. 

VIII. 

We  l)elleve  that  there  Is  no  sound  economic  relation  between  Invested  capital 
and  income,  and  that  an  excess  profits  law  based  thereon  penalizes  conserve tive 
business  management  and  personal  effort,  and  places  a  premium  on  over  capi- 
talization and  loose  management  and  can  not  be  equitably  assessed. 

We  therefore  recommend  that  an  excess  profits  tax  be  formulated  by  the 
terms  of  which  the  trade  or  business  be  allowed  an  earning  equivalent  to  its 
prewar  earnings  before  an  excess  tax  is  levied.  A  business  or  trade  not  in 
existence  during  the  prewar  period  or  with  subnormal  earnings  therein  should 
have  the  average  earning  of  the  industry  for  the  prewar  period  In  its  line; 
that  after  the  exemption  of  Its  prewar  earnings  a  substantial  graduated  in- 
creasing rate  should  be  assessed,  basefl  on  a  percentage  increase  over  prewar 
earnings.  This  tax  to  be  levied  on  all  corporations,  copartnerships,  associa- 
tions, and  Individuals  engaged  In  "  trado  or  business,"  which  last  terms  of 
** trade"  or  "business"  shall  not  Include  professions  or  personal  service. 

IX. 

We  recommend  that  undistributed  earnings  of  a  copartnership  should  be 
treat e<l  the  same  as  the  undistributed  earnings  of  a  corporation,  including  a  10 
per  cent  tax  on  undistributed  earnings  not  nece&sary  for  the  reasonable  re- 
quirements of  the  business. 

•     X. 

In  the  event  that  the  law  is  to  be  based  on  the  relation  of  invested  capital 
to  income,  then  provision  should  be  made  whereby  good  will,  trade  names, 
patents,  or  other  intangible  property  having  a  determinable  value  should  be 
place<I  on  the  same  basis,  whether  produced  by  the  present  owner  or  paid  for 
in  cash  or  tangible  property. 

And  further,  that  in  arriving  at  the  amount  of  invested  capital,  due  regard 
should  be  given  to  th^  market  value  or  earning  value  of  tlie  stock  or  shares  as 
well  as  to  the  average  amount  of  borrowed  money  customarily  employed  in  the 
bnatness. 
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The  foregoing  provisions  are  each  vitally  important  in  order*  to  maintain 
the  market  value  and  avoid  unnecessary  shrinkage  of  security  in  the  hands  of 
smaU  investors  who  are  to  a  greater  or  less  degree  dependent  thereon  for  their 
personal  income. 

XI. 

In  order  that  an  unnecessary  drain  upon  the  financial  resources  of  the  country 
may  be  avoided  at  tax  paying  periods,  we  recommend  that  the  same  be  payable 
one-third  on  June  15,  one- third  on  July  15,  and  one-third  on  August  15  of  each 
year,  and  that  anticipation  certificates  of  indebtedness  be  available  throughout 
the  year. 

XII. 

We  suggest  that  in  the  framing  of  the  present  revenue  measure  due  considera- 
tion be  given  to  the  fact  that  since  the  conclusion  of  the  prewar  period  a  large 
number  of  industries  have  been  organized,  many  of  which  do  not  have  a  parallel 
In  the  prewar  period  by  which  to  measure  its  adequate  prewar  earnings;  in 
others  of  which  the  operations  have  been  conducted  upon  Individual  responsi- 
bility of  its  officers  who  are  affiliated  with  other  kindred  industries,  and  in 
which,  by  reason  of  the  requirements  of  the  business  a  large  capital  during 
the  year,  as  a  whole,  is  not  necessary,  and  whose  earnings  are  so  disproportioned 
to  its  capital  requirements  as  to  render  a  comparison  with  similar  lines  during 
the  prewar  period  impossible  without  an  injustice  to  the  principals  engaged. 


XIII. 

In  formulating  the  foregoing  suggestions  and  recommendations  we  have  had 
constantly  in  mind  the  fact  that,  while  organized  business  will  produce  the 
larger  part  of  the  earnings  from  which  the  Government  must  obtain  its  revenue, 
yet  these-  units,  either  corporate,  copartnership,  or  association,  comprise  a 
large  number  of  individual  partners  or  shareholders  who  rely  for  their  source  of 
Income  upon  the  earnings  of  the  larger  units. 

We  believe  that  the  embodiment  of  our  suggestions  and  recommendations  in 
a  revenue  measure  will  have  the  effect  of  placing  the  ultimate  burden  of  the 
tax  upon  the  individuals  in  whose  hands  only  the  income  is  liquid  and  available 
for  tax  purposes,  on  an  equitable  basis  of  income  and  ability  to  pay. 

Ohicago,  May  21,  1918, 

We  have  compiled  the  following  statements  in  order  to  show  the  variation 
in  amounts  and  percentages  of  the  tax  on  the  same  amount  of  income  derived 
from  Investment  under  varying  conditions  or  received  without  Investment  as 
salary. 

Yours,  respectfully, 

Wm.  W.  Thompson  &  Co., 

Certified  Public  Accountants. 

SUMMARY. 

Taxes  on  Investments  and  incomes  under  following  conditions  would  be  as 
shown  below: 

AMOUNT  AND  PER  CENT  ON  CAPITAL  INVESTED. 


Condition. 


1.  Capital  invested  on  ooriK>ration  at 
three  times  par 

3.  Capital  invested  in  reormnized 
corporation,  which  has  bouij^t  good 
win,  etc.,  for  cash 

3.  Capital  invested  in  reorganized 
corporation  which  bought  good 
will,  etc.,  for  stock 

4.  Capital  invested  in  single  pro- 
prietorship   

5.  Capitel  Invested  in  partnership. . . . 

6.  Capital,  none;  entire  income  from 
saliury 

7.  Capital  invested  in  bonds 


A. 


Amount. 


18,686.92 
3,i8&ll 

5,888.36 

3,008.00 
8,215.40 

2,641.60 
1,48a  00 


Per 

cent. 


5.72 


2.33 


11.76 

1.34 
5.48 


B. 


Amount. 


85,067.62 


1,034.03 


3,401.37 

610.00 
4,761.16 


1,162.00 
.086      610.00 


Per 

cent. 


6.63 


3.15 


11.31 

.68 
5.29 


.677 


C. 


Amount. 


$1,674.36 
603.76 

1,107.00 

60.00 
1,^.24 

60.00 
60.*00 


Per 
cent. 


5.58 
2.01 

11.07 

.20 
5.02 


.20 


D. 


Amount. 


8837.18 


801.38 


5S3.50 

&00 
744.00 

6.00 
&00 


Per 
cent. 


5.58 


2.01 


1L07 

.10 
4.96 


.033 
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AMOUNT  AND  PER  CENT  ON  EARNINGS  OP  INVESTMENTS. 


1.  Capital  invested  on  corporatioji  at 
three  times  par 

2.  Capital  Invested  In  reornnized 
oorporation  which  has  bou^at  good 
win ,  etc. ,  for  cash 

8.  Capital  invested  in  reorsanlzed 
eorporatJon  which  bought  good 
win,  etc.»  for  stock 

4.  Oapital  invested  in  single  pro- 
prietorship  

5w  Capital  invested  in  partnership 

6.  Capital^  none;  entire  income  trom 
salarv 

7.  Capital  invested  in  bonds 


18,588.92  '38.16 


3,488.11   15.50 


5,883.26  .26.15 


2,008.00 
8,215.40 


8.02 
36.62 


2,641.60  11.74 
1,480.00  ;  6.57 


15,067.62 


1,034.03 


3,401.37 

610.00 
4,761.16 

1,162.00 
610.00 


37.54 

11,674.36 

37.20 

S837.18 

14.32 

602.76 

13.39 

301.38 

25.20 

1,107.00 

25.00 

553.50 

4.52 
36.27 

60.00 
1,508.24 

1.33 
33.51 

6.00 
744.00 

8.61 
4.52 

60.00 
60.00 

1.33 
1.33 

6.00 
5.00 

87.20 


13.30 


25.00 

.22 
33.06 

.22 
.22 


Condition  No,  1. — Smith  &  Ck).  Is  a  corporation  organized  in  1900,  with  a 
capital  stock  of  10,000  shares  of  a  par  value  of  $100  per  share ;  total  par  value, 
$1,000,000.  The  market  value  of  this  stock,  measured  by  sales  for  past  five 
years,  has  been  $300  per  share ;  total  market  value,  $3,000,000. 

The  earnings  on  the  above  stock  for  past  seven  years  has  been  an  average  of 
$45  per  share,  which  is  equal  to  45  per  cent  on  par  or  15  per  cent  on  market 
value. 

The  stock  is  all  outstanding  and  was  purchased  at  $300  per  share  by  indi- 
viduals who  are  married  but  witliout  children ;  and  the  income  from  this  stock 
constitutes  their  entire  income. 

After  computing  the  Federal  taxes  and  deducting  same  from  net  profits,  all 
the  balance  of  net  income  was  distributed  as  dividends  to  stockholders. 

Under  the  above  conditions  the  taxes  and  rate  per  cent  of  income  and  rate 
per  cent  of  investment  are  as  shown  below; 


stockholder. 


Tc^  r^f       Actual 

sh^^  '      ^PH 
snares,     invested. 


Earnings 
of  invest- 
ment. 


A 

B 

C 

D 

Others 


500     $150,000.00 

300        90,000.00 

100        30,000.00 

50  •      15,000.00 

9,050  2,715,000.00 


822,500.00 

13,500.00 

4,500.00 

2,250.00 

407,250.00 


10,000  3,000,000.00  450,000.00 


Share  of 
corpor- 
ation 
taxes. 


88,371.80 

6,023.08 

1,674.38 

837.18 

151,529.58 


Balance  of 

earnings 

reoeivedas 

dividends. 


814,128.20 
8,476.92 
2,825.64 
1,412.82 

255,720.42 


167,436.00 


282,564.00 


Per- 
sonal 
taxte. 


Total 
corpora- 
tion and 
personal 

taxes. 


8214. 12 
44.64 

None. 

None. 

Var. 


88,586.92 

5,067.62 

1,674.36 

837.18 


Per  cent  of 
taxes  on- 


Capital 
vested. 


6.72 
6.63 
6.58 
6.58 
Var. 


Earn- 
ings of 
invest- 
ment. 


38.16 
37.54 
37. 2D 
37.20 


Condition  Xo.  2. — Jones  &  Ck).  is  a  corporation  organized  in  1900  in  same 
business  and  with  same  capital  as  Smith  &  Co.,  but  in  1912  reorganized;  a 
new  corporation  taking  over  the  business  and  paying  in  cash  $2,000,000  for  the 
good  will,  trade-marks,  and  trade  brands  of  Smith  &  Co.  and  $1,000,000  for  the 
net  tangible  assets;  making  the  total  invested  capital  of  the  new  company 
$3,000,000. 

Otherwise  the  conditions  are  the  same  as  Smith  &  Ck),  stated  above. 

The  taxes  and  rate  per  cent  of  income  and  rate  per  cent  of  investment  under 
condition  Ko.  2  are  as  shown  be  low: 


Btookholder. 


A 

B 

C 

D 

Others 

Total 


Num*  ' 
berof 
shares. ' 

I 


Actual 

capital 

invested. 


Earnings 
of  invest- 
ment. 


I 


1,500  I  8160,000.00  822,500.00 

900  >     90,000.00     13,500.00 

300  '      30,000.00      4,600.00 

150  I      16,000.00  I    2,250.00 

27,150  2,715,000.00  >407,260.00 


30,000  3,000,00a00  450,000.00 


Share  of 
corpora- 
tion 
taxes. 


83,013.80 

1,808.28 

602.76 

301.38 

64,549.78 


Balance 
of  eam- 

inss 
received 
as  divi- 
dends. 


60,276.00 


819,486.20 

11,601.72 

3,897.24 

1,94S.62 

352,700.22 


389,724.00 


Per- 
sonal 
taxes. 


Total 
corpora- 
tion and 
persona) 

taxes. 


8474.81 

126.76 

None. 

None. 

Var. 


83,488.11 

1,934.03 

602.76 

301.38 


Per  cent  of 
taxes  on— 


Capital 

in- 
vested. 


2.33 
2.16 
8.01 
2.01 
Var. 


Earn- 
ings o 
invest- 
ment. 


15.60 
14.82 
ta.88 

13.30 
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Condition  No.  3. — Assume  that  all  particulars  under  condition  No.  2  are  the 
same  under  this  caption  except  that  $2,000,000  stock  was  issued  for  good  will, 
trade-marks  and  trade  brands  instead  of  cash  paid  for  same.  Then  in  that 
event  the  $2,000,000  good  will,  etc.,  can,  only  be  valued  for  purpose  of  deter- 
mining the  invested  capital  at  20  per  cent  of  outstanding  stock,  or  $600,000,  thus 
making  the  total  invested  capital  of  company  $1,600,000. 

The  taxes  and  rate  per  cent  of  income  and  rate  per  cent  on  investment  under 
condition  No.  8  is  as  follows: 


stockholder. 

Num- 
ber of 
shares. 

A 

1,500 

900 

300 

150 

27,150 

B 

C 

D 

Others 

Total.... 

30,000 

Actual 

capital 

invested. 


$50,000.00 

30,000.00 

10,000.00 

5,000.00 

905,000.00 


1,000,000.00 


EamiBgs 
of  invest- 
ment. 


$22,50a0O 

13,500.00 

4,500.00 

2,250.00 

407,250.00 


450,000.00 


Share  of 
corpora- 
tion 
taxes. 


$5,535.00 

3,321.00 

1,107.00 

553.50 


Balance 
of  earn- 
ings 
received 
as  divi- 
dends. 


$16,965.00 

10,179.00 

3,393.00 

1,696.50 


100,237.50  1307,012.50 


110,754.00  339,246.00 


Per- 
sonal 
taxes. 


$348.25 

80.37 

None. 

None. 

Var. 


Total 
corpora- 
tion and 
personal 

taxes. 


$5,8S3.26 

3,401.37 

1,107.00 

553.50 


Per  cent  of 
taxes 


Capital 

in- 
vested. 


11.76 
11.31 
11.07 
11.07 
Var. 


Earn- 
ings of 
invest- 
ment. 


26.15 
25.20 
25.00 
25.00 


Condition  No.  4- — If  there  were  no  corporation  taxes  and  the  stockholders 
under  condition  No.  1  received  all  of  their  pro  rata  of  earnings  of  the  corpora* 
tion  without  any  tax  deduction,  which  in  effect  would  put  each  stockholder  in 
the  position  of  a  single  proprietor,  then  the  taxes  and  rate  per  cent  of  Income 
and  rate  per  cent  on  invested  capital  would  be  as  follows : 


Proprietors. 


B. 
C. 


Num- 
ber of 
shares. 


500 

300 

100 

50 


Actual 

capital 

invested. 


$150,000.00  $22,500.00 
90,000.00  13,500.00 
30,000.00  4,500.00 
15,000.00  I      2,35a00 


Earnings 
of  invest- 
ment. 


Individual  taxes. 


Excess- 
profits 
tax. 


Income 
tax. 


Total 
taxes. 


$600.00  $1,408.00  $2,006.00 

None.  610.00  I      610.00 

None.  60.00         60.00 

None.  5.00  I         5.00 


Percentoftaxw 
on- 


Capital 
invested. 


1.34 
.68 
.20 
.10 


EanilxigB 
of  inxesi* 
ment. 


$.92 

4.  $2 

LS3 

.22 


Condition  No.  5. — If  the  proposition  as  state<l  In  condition  1  was  treated 
as  a  partnership  the  results  would  bo  fxa  follows: 


Partners. 


Num- 
ber of 
shares. 


A 

B 
C 
D 


Actual  oapi- 
I  tal  int'eited. 


500 

300 

100 

50 


$1.')0,000.00 

w,o(n.oo 

30,000.00 
15,000.00 


I 


Kamings 
ol  invest- 
ment. 


Excess 
profits. 


Individ- 
ual in- 
come 
tax. 


$22,500.00  $7, 44a  no 
13.500.00     4,4H4.00 
4..1OO.OO  I  l,4v>.00  I 
2.25A.00  I      744. <n  | 


$775.40 

2»7.16 

20.24 

None, 


Total 
taxes. 


$8,215.40 

.  4,761.16 

1,50K.24 

744.00 


Per  cent  of  taxed 


.Sf^Jsisa 


meot. 


5.48 
6.2^ 
5.03 
4.M 


35.27 


Ctmdition  No.  6\— If  tlie  stockholders  of  Smith  &  Co.  had  not  Invested  tbetr 
money  In  that  company,  but  received  salaries  of  a  like  amount  as  the  earnings 
of  the  stock  of  the  stockholders  of  Smith  &  Co.,  then  the  tax  on  their  Income 
would  be  as  follows : 
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Employees. 


A. 
B 
€. 
D 


Actual  cap!  - 
tal  invested. 


None. 
None. 
None. 
None. 


Salary  ro 
oeived. 


S22,500.00 

13,500.00 

4,500  00 

2,250.00 


Per  cent  of  taxes 
on- 


Individual 
income  tax. 


12,641.60 

1,162.00 

60.00 

5.00 


Earnings 

of  invest* 

ment. 


11.74 

8.61 

1.3.3 

.22 


Condition  No,  7. — If  income  of  Smith  &  Co.  stockholders  had  all  been  derived 
from  bond  interest: 


Bond  holders. 


A.. 
B. 
C 
D. 


Actual  in- 
vestment. 


S150,000.00 
90,000.00 
30,000.00 
15,000.00 


Earnings  of 
investment. 


S22.500.00 

13,500.00 

4.500.00 

.2,250.00 


Individual 

taxes. 


S1,4H0.00 

610.00 

60.00 

5.00 


Per  cent  of  taxes 
on- 


Capital 
invested. 


0.986 
.677 
.200 
.033 


Earnings 

of  invest- 

ment. 


6.57 

4.52 

1.33 

.22 


Tax  Analysis  for  National  Association  of  Credit  Men. 

The  N.\tional  Association  of  Credit  Men, 

Chicago,  III. 

Gknti.emex  :  We  have  compiled  the  following  statements  in  order  to  show 
the  effect  of  the  combined  income  and  excess  profits  or  war  profits  taxes,  as 
proposed  In  House  bill  No.  12863,  on  the  income  of  an  individual  with  an  invest- 
ment in  any  one  of  the  four  following  different  business  orgnnlzations: 

(o)  Slnf;Ie  proprietorship. 

(h)  Copartner.*«hip. 

(c)  Corporation  not  distributing  its  income  as  dividends. 

id)  Corporation  distributing  all  Its  income  as  dividends. 

We  show  tlie  amount  of  taxes  in  each  case  as  well  as  the  rate  per  cent  of  the 
taxes  base<1  on  both  the  invested  capital  as  well  as  on  the  income. 

You  will  note  that  with  Identically  the  same  investment  and  identically  the 
same  Income  the  amount  of  tax  varies  from  $4,245  against  an  individual  en- 
gaged in  business  as  a  single  proprietor  or  as  a  partner  in  a  copartnership  to 
$13,564  agninst  an  individual  with  his  money  invested  in  a  corporation,  which 
does  not  distribute  its  Income  as  dividends,  and  to  $14,501  against  an  individual 
with  his  money  invested  in  a  corporation  which  distributes  all  its  income  as  divi- 
dends. The  percentages  also  vary  from  4.245  i^er  cent  to  14.501  per  cent  on  capi- 
tal investe<l ;  and  on  Income  from  16.97  per  cent  to  58  per  cent. 

The  amount  of  tax  and  the  relative  percentages  in  class  C  will  be  increased 
if  and  when  the  corporation  does  declare  dividends  providing  this  action  takes 
place  during  a  year  in  which  the  tax  laws  are  in  force.  The  increase  will  de- 
pend entirely  on  the  tax  rates  in  force  at  that  time. 

We  have  compiled  Exhibtts  C  and  D  in  strict  accordance  with  the  text  of  the 
House  bill  as  It  now  stands,  but  call  attention  to  the  wording  of  paragraph  (a) 
of  section  230,  page  14,  which  is  as  follows : 

"In  the  case  of  a  <lomestic  corporation  18  per  centum  of  the  amount  of  the 
net  Income  in  excess  of  the  credits  provided  in  section  236 :  Provided,  That  the 
rate  shall  be  12  per  centum  upon  so  much  of  this  amount  as  does  not  exceed  the 
sum  of  (1)  the  amount  of  dividends  paid  during  the  taxable  year,  plus  (2)  the 
amount  paid  during  the  taxable  year  out  of  earnings  or  profits  in  discharge  of 
bonds  and  other  interest-1)earing  obligations  outstanding  prior  to  the  beginning 
of  the  taxable  year." 
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This  paragraph  should  be  changed  so  as  to  give  the  taxpayer  the  benefit  of 
the  12  per  cent  rate  on  that  portion  of  the  corporate  net  income  used  to  pay 
the  Federal  income  tax  with,  as  ft  is  obvious  that  while  a  corporation  may  pay 
out  all  its  net  income  for  a  single  year  in  dividends  and  treat  its  taxes  as  being 
paid  out  of  succeeding  years'  Income  it  can  not  continue  this  process  indefinitely. 
We  have  prepared  Exhibit  E  to  give  expression  to  an  anticipated  change  in 
paragraph  (a),  section  230,  which  will  give  the  taxpayer  the  right  to  compute 
the  tax  on  income  used  in  paying  income  tax  with  at  the  12  per  cent  rate  instead 
of  the  18  per  cent  rate  as  now  called  for  in  House  bill. 

We  have  also  prepared  Exhibit  F  to  give  expression  to  the  amount  of  divi- 
dends available  for  distribution,  as  it  is  clear  that  a  corporation  can  not  con- 
tinually distribute  all  its  net  income  as  dividends.  It  must  pay  the  Federal 
taxes  (which  are  not  allowed  as  an  expense  of  the  business)  and  the  residue 
is  the  only  amount  available  for  dividends. 

If  the  present  bill  H.  R.  12863  becomes  a  law  it  will  penalize  those  individ- 
uals who  are  engaged  in  business  under  a  corporate  form,  and  will  place  them  at 
a  serious  disadvantage  over  those  engaged  in  business  as  single  proprietors  or  in 
copartnerships  and  it  is  to  show  this  variation  in  taxes  that  we  submit  the  fol- 
lowing summary  supported  by  exhibits  and  schedules,  showing  the  details  by 
which  the  summary  is  made  up. 

Respectfully  submitted. 

Wm.  W.  Thompson  &  Co., 
Certified  Public  Accmtntanis. 


COMPARATIVE  SUMMARY. 


Capital 
invested. 


A.  Individual  in  single  proprietorship 

B.  Individual  as  one  of  3  copartners 

C.  Individual  owning  one-third  of  capital  of  corpo- 

ration the  income  of  which  is  not  distributed 
as  dividends 

D.  Individual  owning  one-third  of  capital  of  corpo- 

ration the  income  of  which  is  all  distributed 
as  dividends 

£.  Same  as  C  except  adjustment  made  for  Federal 
income  tax  deduction  so  as  not  to  tax  at  IS 
per  cent,  that  portion  of  income  represented 
by  payment  of  income  tax  to  Government. . 

F.  Same  as  D  except  adjustment  made  for  deduc- 
tion of  Federal  income  taxes  paid  by  cor- 
poration to  arrive  at  residue  available  for 
dLstributlon  as  dividends 


1100,000.00 
100,000.00 


100,000.00 
100,000.00 

100,000.00 

[ 

I 

I 

I  100,000.00 


Income. 


Taxes. 


125,000.00  S4,245.00 
25,00a00    4,245.00 


Rate  of  tax. 


On 
capital. 


Percent. 
4.245 
4.245 


25,000.00  13,564.00        13.564 


On 
incflOkt. 


Pgrcem. 
16.97 
16,  tr 


25,000.00  14,501.00        14.501  < 


25,000.00   13,056.68 


13.057 


54.25 

5S.0t> 


25,000.00  13,460.44,      13.469;  ^^ 


5^23 


Exhibit  A. 

Com-jnttation  of  tax  on  inromc  of  an  individual  citizen  or  renident  of  the  Cmtrd 
States  tchose  inrestid  capital  in  trade  is  $100,000^  and  itwome  is  S2S,000, 


Normal  tax :  T«x, 

Net   Income $25,000 

Less  personal  exemption 2,000 

Net  taxable  inctwue ._    28,000 

Taxable  at  C  per  cent 4,000       ri4i) 

Taxable  at  12  per  cent 19,000      2,28») 

Total  normal  tux --   -- 2,530 
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Surtax : 

Net  Income $25,000 

Less   exemption 5,000 

Net  taxable  income 20,000 

2  per  cent  on  $7,500— $5,000=$2,500 $50 

3  per  cent  on  $10,000— $7,500= $2,500 75 

7  per  cent  on  $15,000— $10,000= $5,000 350 

10  per  cent  on  $20,000— $15,000= $5,000 500 

15  per  cent  on  excess  over  $20,000=$5,000 750 

Total    surtax 1,725 

Total  normal  and  surtax 4,245 

(Not  subject  to  excess  profits  or  war  profits  tax.) 


Exhibit  B. 

Computation  of  tax  on  income  of  one  of  three  meinbers  of  a  domestic:  co-partner- 
ship whose  invested  capital  in  trordc  is  $300,000,  and  income  is  $75,000. 

Normal  tax :  Tax. 

Net   income—^ $25,000 

Less  personal  exemption 2,000 

Net  taxable  Income ^ 1 23,000 

Taxable  at  6  per  cent 4,000        $240 

Taxable  at  12  per  cent 19,000      2,280 

Total  normal  tax 2,520 

Surtax: 

Net   income 25,000 

Less   exemption 5,000 

Net  taxable  income 20,000 

2  per  cent  on  $7,500— $5,000=$2,500 50 

3  per  cent  on  $10,000— $7,500=$2,500 75 

7  per  cent  on  $15,000— $10.000=$5.000 350 

10  per  cent  on  $20,000— $15,000 =$5,000 500 

15  per  cent  on  excess  over  $20,000=$5,000 750 

Total    surtax 1,  725 

Total  normal  and  surtax 4,245 

I  Not  subject  to  excess  profits  or  war  profits  tax. ) 

Exhibit  C. 

CompitrtatUm  of  tax  on  in<'ome  of  1  of  a  total  of  S  equal  stockholders  otoning  all 
the  stock  of  a  domestic  corporation  irhoac  ini'csted  capital  in  trade  is  $300,000 
and  income  is  Slo.OOO,  none  of  which  income  distributed  as  dividends. 

CORPORATION    TAX    COMPT'TED. 

[No  dividends  paid.] 
Normal  tax :  Tax. 

Net  Income $75,000 

Less — 

War  profits  tax $33,600 

S|)ecific  exemption 2,000 

35,600 

Subject  to  18  per  cent  tax 39,400    $7,092 

War  profits  tax,  computed  as  per  schedule  No.  1 33,600 

Total  corporation  tax 40,692 
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INDIVIDUAL  TAX    COMPUTED. 

[No  dividends  received.] 

Normal  tax:  One-third  of  the  above  tax  paid  indirectly  by  individual 
through  corporation.  There  is  in  this  case  no  tax  direct  on  the  indi- 
vidual. The  tax  paid  by  corporation  for  account  of  the  Individuals 
was $13,  5W 


Exhibit  D. 

Computation  of  tux  on  income  of  1  of  a  total  of  S  equal  stockholder's  otcning  all 
the  stock  of  a  tfomestw  corporation  whose  invested  capital  in  tra^de  is  $300,000 
and  income  is  $75,000,  all  of  its  income  being  distributed  as  dividends, 

CORPORATION    TAX    COMPUTED. 

[All    income    distributed    as   dividends.] 
Normal  tax :  Tax. 

Net  income ^ $75,000 

T-^ss 

War  profits  tax $33,600 

Specific  exemption 2,000 

35.600 

Subject  to  12  per  cent  tax 39,400    $4,728 

War  profits  tax,  computed  as  per  schedule  No.  1 33,600 

Total  corporation  taxes 38,328 

INDIVIDUAL  TAX   COMPUTED. 

[Entire  corporate  earnings  received  as  dividends.] 

Normal  tax :  None  on  dividends. 

Surtax : 

Net  income  from  dividends $25,000 

Less  exemption  of 5,000 

Net  taxable  Income 20,000 

2  per  cent  on  $7,500— $5,000 =$2,500 $50 

3  per  cent  on  $10,000— $7,500 =$2.500 75 

7  per  cent  on  $15,000— $10,000 =$5,000 350 

10  per  cent  on  $20,000— $15,000=$5,000 500 

15  per  cent  on  excess  over  $20,000=$5,000 750 

Total  surtax 1, 725 

Add  individuars  share  of  tax  paid  by  corporation  iu  his  behalf  as 

per  above,  being  one-third  of  $38,328 12,776 

Total  taxes  paid  direct  by  individual  and  indirectly 
through  the  corporation 14,501 
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Exhibit  E. 

Computation  of  ta»  on  income  of  1  of  a  total  of  3  equal  stockholders  oivning 
all  the  stock  of  a  domestic  corporation  whose  itivested  capital  in  trade  is 
$800,000  and  income  is  $15,000,  None  of  which  income  is  distributed  as 
dividends, 

COBPOBATION  TAX  COMPUTED. 

No  divid(md8  paid. 


Normal  tax:  Tax. 

Net   income $75,000.00 

Less — 

War-profits  tax    (see  schedule  No. 

1) $33,600.00 

Specific  exemption 2, 000. 00 

35.600.00 

Subject  to  12  per  cent  tax 39,  400.  00    $4, 728. 00 

Less  normal  taxes 4, 728. 00 

Subject  to  additional  tax  of  6  per  cent  on  ac- 
count of  not  being  distributed 34, 672. 00      2, 080. 32 

War-profits  tax,  computed  as  per  schedule  No.  1 33,600.00 

Total ^ 40, 408. 32 

INDIVIDUAL  TAX   COMPUTED. 

[No  diTldends  recelyed.] 

Normal  tax:  One-third  of  the  above  tax  paid  indirectly'  by  indi- 
vidual through  corporation $13,469.44 


Exhibit  F. 

Computation  of  tax  on  income  of  1  or  a  total  of  3  equal  stockholders  owning  all 
the  stock  of  a  domestic  corporation  whose  invested  capital  in  trade  is  $300,000 
and  income  is  $75,000,  all  of  its  residue  of  income,  after  paying  Federal  taxes, 
being  distributed  as  dividends, 

COBPOBATION  TAX  COMPUTED. 

» 

[All  iDcome,  after  paying  taxes,  distributed  as  dividends.] 

Tax. 
Normal  tax: 

Net  income - $75,000.00 

I>esS'~~ 

War-profits  tax  (schedule  No.  1) $33,600.00 

Special  exemption 2, 000. 00 

35, 600. 00 

Subject  to  12  per  cent  tax 39, 400. 00    $4,  728.  00 

War-profits  tax,  computed  as  per  schedule  No.  1 33, 600. 00 

Total  corporation  taxes 38,328.00 
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INDIVIDUAL  TAX  COMPtmSD. 

[Entire  corporate  earnings,  less  taxes  paid,  received  as  dividends.] 

Normal  tax :  None  on  dividends. 

Surtax  : 

Net  income  from  dividends — 

One-third  net  income  of  $75,000 $25, 000. 00 

Less  corporation  taxes  paid 12, 776. 00 

Dividends  received 1 1 12, 224. 00 

Less  exemption  of 5, 000. 00 

Net  income  subject  to  surtax 7, 224. 00 

2  per  cent  on  $7,500— $5,000=$2,500 $50. 00 

3  per  cent  on  $10,000— $7,500= $2,500 75. 00 

7  per  cent  on  excess  over  $10,000=$2,224 155. 68 

Total  surtax 280. 68 

Add  individuars  share  of  tax  paid  by  corporation  in  his  behalf 
as  per  above,  being  one-third  of  $38,328 12,776.00 

Total   taxes   paid   direct  by   individual   and   indirectly 
through  the  corporation 13,066.68 

Schedule  No.  1. — War-profits  and  excess-profits  tax  computations  supporting 
Exhibit  "  C  ". 

WAB-PBOFiTS  METHOD. 

Net  income $75, 000. 00 

Less. — 

Specific  exemption $3,000.  00 

10  per  cent  prewar  profits 30, 000. 00 

33, 000. 00 

Income  taxable  at  80  per  cent $42,000.00 

Total  war-profits  tax  80  per  cent  of  $42,000,  equal $33,600.00 

EXCESS  PBOFITS  METHOD. 

Net  Income $75, 000. 00 

Less. — 

Specific  exemption ! $3,  OOu.  00 

8  per  cent  invested  capital 24. 000. 00 

27, 000. 00 

Income  taxable  as  below 48,000.00 

15  per  cent  of  invested  capital $45,000.00 

Less  exemptions 27, 000. 00 

Tax. 
Taxable  at  35  per  cent 18,000.00         6,300.00 

20  per  cent  of  Invested  capital 60,000.00 

Less  15  per  cent  of  capital 45.000.00 

Taxable  at  50  per  cent 15,000.00  7,500.00 

Excess  of  income  over  20  per  cent  of  invested  capi- 
tal taxable  at  70  per  cent 15.000.00        10.500.0i> 

Total  taxable  income 48,000.00 

Total  excess-profits  tax $24,300.00 

NoTX. — Inasmuch  as  the  war-profits  method  gives  a  larger  tax  than  the  «x- 
cesB-profits  method  It  is  the  tax  to  use  in  computing  the  Income  tax  return  and 
amounts  to  $33,600. 
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Conforming  to  the  request  of  Senators  Penrose  and  Robinson  that  we  Indicate 
the  principles  in  the  brief  which  have  been  embodied  in  the  proposed  law,  we 
sujcgefit  that  they  are  as  follows : 

First.  In  paragraph  2  the  basic  exemption  and  tax  rate  on  Income  as  between 
individuals,  partnerships,  and  Incorporations. 

Second.  In  paragraph  4,  our  recommendation,  "  it  would  seem  that  incomes 
under  $100,000  would  be  fairly  expected  to  bear  a  relatively  higher  rate  of 
surtax."* 

Third.  In  paragraph  5,  recommending  the  exemption  of  dividends  to  the 
amount  of  the  normal  tax  paid  by  the  entity. 

Fourth.  Paragraph  6. 

Fifth.  Paragraph  8,  suggesting  the  prewar  earnings  as  the  basis  of  the  exemp- 
tion, has  been  recognized  in  the  war-profits  tax. 

Sixth.  Paragraph  11,  recommending  the  payment  of  the  tax  in  installments, 
lias  been  adopted  with  modifications  as  to  dates. 

Seventh.  Paragraph  12,  the  lower  maximum  rates  provided  for  smaller  cor- 
porations and  a  provision  for  a  proper  exemption  to  entities  for  subnormal 
•earnings  during  the  pre  ward  period  has  been  provided  for. 

During  the  hearing,  but  too  late  to  be  presented  in  the  argument,  the  follow- 
ing telegram  was  received  from  a  prominent  member  of  the  association : 

"  Urge  •  *  *  that  if  invested  capital  is  reduced  by  dividends  paid  dur- 
ing current  year,  current  earnings  should  be  an  qddltion  to  Invested  capital. 
Consistency  is  a  virtue  which  should  not  be  overlooked." 

'    (The  following  letter  was  subsequently  received,  and,  by  order  of 
the  chairman,  is  here  printed  in  full,  as  follows:) 

EXCESS-PUOFIT    TAX    AS    IT    AFFECTS    MODERATE-SIZED    CORPORATIONS    ENGAGED    IN    A 

HAZABDOL^S  FORM  OF  BUSINESS. 

BuFFAix),  N.  Y.,  September  17,  191S. 
Hon.  F.  M.  Simmons, 

Sen-atc  Finance  Committee,  Washinffton,  D.  C. 

Dear  Sir:  The  excess-profit  tax  bears  most  heavily  on  small  or  medium-sized 
corporations  engaged  in  any  hazardous  form  of  business,  such  as  raining  or 
producing  oil. 

Owing  to  the  uncertain  nature  of  such  business,  the  annual  profits  fluctuate 
greatly,  except  In  the  case  of  very  large  corporations  whose  business  Is  on 
such  a  scale  that  tlie  element  of  chance  Is  practically  eliminated  and  whose 
annual  earnings,  therefore,  are  fairly  uniform  and  approximate  the  average 
profit  of  the  business.  The  smaller  companies  do  not  do  the  volume  of  business 
to  obtain  such  a  uniform  rate  of  profit  each  year.  Their  profits  depend  largely 
on  chance  or  luck,  and  It  is  often  the  case  that  they  have  several  bad  years 
of  little  or  no  profit,  and  then,  due  to  a  lucky  strike,  an  exceptionally  good 
year  showing  a  very  large  profit  for  that  year,  which  profit  may  be  very 
badly  needed  to  average  up  with  the  lean  years. 

To  Illustrate  how  the  proposed  new  rates  might  work.  A  large  company 
makes  20  per  cent  profit  each  year  for  five  years;  a  small  or  medium-sized 
company  averages  20  per  cent  profit  for  five  years  the  same  as  the  large 
company,  but  It  makes  only  5  per  cent  profit  during  four  of  these  years  and 
then  80  jier  cent  in  the  fifth  year. 

Large  company. 
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Medium  company 
80  per  cent  profit. 


, — Four  years,  5  per  cent  annual  profit;  no  tax;  one  year. 


Profits. 

Tax. 

Peroent- 

age  of 

tax  on 

invested 

oapitaL 

Percent. 

8 

7 

6 

60 

Percent. 

Percent. 

35 
50 
70 

2.45 

2.60 

42.00 

80 

■••••• 

46.05 

Average  for  5  years,  0.30  per  cent. 

It  will  be  noted  that  the  smaller  company,  with  the  same  average  i)ercentage 
of  profits,  pays  nearly  twice  as  much  excess-profits  tax  as  does  the  large  com- 
pany. Or,  to  put  it  in  another  way,  the  large  company  pays  in  excess-profits 
taxes  about  25  per  cent  of  its  profits  and  the.  smaller  company  nearly  50 
per  cent. 

The  difference  would  be  still  more  marlted  if  in  some  years  the  smaller 
company  should  not  have  profits,  but  losses.  If  it  sustained  a  very  serious 
loss  involving  a  large  portion  of  its  capital,  it  could,  with  these  excess-profits 
taxes  (which,  too,  would  be  greatly  augmented  on  account  of  the  company*8 
dwindled  invested  capital)  never  possibly  recover,  no  matter  how  fortunate  It 
might  again  be  in  another  year. 

Being  engaged  in  the  oil-producing  business,  and  realizing  the  great  ups  and 
downs  of  the  same  and  the  tremendous  risks  that  have  to  be  taken  in  this 
business  and  the  great  losses  that  are  part  of  this  business,  I  seriously  fear 
the  excess-profits  tax  will  hurt  so  severely  the  smaller  companies  engaged  In 
this  business  that  many  can  not  survive. 

The  large  companies  will  get  along  all  right  because,  on  account  of  their 
large  volume  of  business,  they  will  earn  fairly  uniform  profits,  and  therefore 
are  less  likely  to  have  to  pay  any  taxes  at  the  higher  rates;  also,  because/ as 
a  rule,  they  are  heavily  capitalized. 

Herein  seems  to  lie  the  serious  defect  of  the  excess-profits  tax.  It  bears 
most  heavily  on  small  and  conservatively  capitalized  concerns,  and  the  larger 
a  company  is  and  the  more  it  has  been  capitalized,  and  possibly  overcapitalized, 
the  less  is  the  burden. 

How  can  smaller  concerns,  engaged  in  hazardous  business  and  so  handi- 
capped, compete  with  the  great  corporations? 

It  is  my  understanding,  although  I  am  not  sure  it  Is  true,  that  the  English 
law  allows  a  refund  to  taxpayers  who,  having  paid  heavy  excess-profits  taxes^ 
In  subsequent  years  sustain  losses  or  greatly  reduced  earnings.  This  idea  would 
seem  to  have  a  merit,  and,  If  it  could  be  carried  out,  would  doubtless  in  the 
future  save  many  concerns  and  enable  them  to  continue  in  business. 
Yours,  very  truly, 

G.  A.   FORMAN. 

(The  chairman  here  presented  a  letter  in  the  nature  of  a  brief  from 
the  National  Association  of  Cotton  Manufacturers,  which  is  printed 
in  full,  as  follows:) 

The  National  Association  of  Cotton  Manufactubkbs, 

Boston,  Mass.,  September  18,  1918. 
Hon.  F.  M.  Simmons, 

Chairtnan  Finance  Committee,  United  States  Senate, 

Washington,  D.  C, 

Sib  :  The  National  Association  of  Ck)tton  Manufacturers,  through  its  taxation 
committee,  begs  to  submit  to  you  the  following  as  its  views  upon  the  new  war 
revenue  bill  drafted  by  the  Ways  and  Means  Committee  of  the  House  and  now 
under  consideration  by  your  committee: 

It  is  the  belief  of  the  National  Association  of  Cotton  Manufacturers  that  ex- 
tremely  important  economic  fundamentals  have  been  almost  entirely  neglected 
by  those'  who,  up  to  the  present  time,  have  had  the  measure  in  hand.    Speakinj^ 
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In  the  broadest  waj',  the  entire  bill  rests  upon  the  assumption  that  when  a 
nation  Is  enRa^ed  In  a  war,  the  larger  the  part  of  the  cost  of  the  war  that  is 
met  out  of  the  current  Income  of  the  nation  during  the  war  period  itself,  the 
sounder  the  economic  condition  of  the  nation  Is  kept,  both  during  the  war  and 
In  the  years  succeeding  the  war. 

As  a  basis  for  this  assumption,  much  has  been  made — and  a  few  professional 
economists  have  lent  their  weight  to  the  contention — of  the  argument  that,  inas- 
much as  the  materials  of  all  kinds  required  for  the  prosecution  of  the  war  must 
clearly  come  out  of  the  nation's  current  production  of  goods,  therefore,  these 
materials  should  be  paid  for  out  of  the  current  income  of  the  nation.  It  is  de- 
clared that  the  customary  process  by  which  important  enterprises  are  carried 
through  In  peace  times,  i.  e.,  the  use  of  materials  currently  produced  but  paid 
for  In  subsequent  years  through  the  machinery  of  credit — Is  contrary  to  the 
public  welfare  In  war  time.  Accordingly.  It  Is  asserted,  despite  the  fact  that  the 
war  lts<»lf,  through  Its  withdrawal  of  millions  of  men  from  their  usual  activities 
In  the  way  of  multifarious  production  and  service,  actually  (if  not  in  terms  of 
money,  sin<»e  price  Inflation  is  a  usual  accompaniment  of  war),  very  greatly 
re<luces  the  national  Income,  the  war  period  ought  to  be  marked  by  an  enor- 
mously greater  reduction  In  the  part  of  this  national  Income  which  Is  regularly 
applied  to  the  normal  production  and  consumptive  uses  of  the  community  than 
was  the  case  In  the  prewar  peace  days  or  than  Is  contemplated  for  the  postwar 
period.  Whereas  the  entire  economic  fabric  of  the  modern  world  has  been  built 
up  through  resort  to  tlie  use  of  credit  to  the  greatest  possible  extent  for  the  dis- 
tribution of  economic  strains  and  stresses  over  long  periods  of  time,  In  order 
that  these  stresses  and  strains  may  not  be  thrown  all  In  a  moment  upon  the  com- 
munity, absorbing  so  much  of  its  current  Income  as  to  Impair  Its  productive  effi- 
ciency, the  new  doctrine  of  war  finance  seems  to  hold  that  the  verj'  reverse  of 
this  practi«*e  should  ]>e  employed  In  war  time,  the  abnormal  economic  strains 
and  stresses  of  the  war  being  met  at  the  moment  of  their  occurrence  by  the 
severest  reduction  in  the  part  of  the  national  Income  left  free  for  normal  uses 
which  the  population  will  endure. 

It  must,  of  course,  have  been  largely  by  rule  of  thumb  that  the  proportionate 
distribution  hctwecn  taxation  and  credit  of  the  current  year's  war  costs  nt  the 
rnitcHl  Stiites  was  arrived  at  by  the  administration  and  the  Ways  and  Means 
Cummittee.  There  is  no  discoverable  basis  in  the  available  statistics  of  the 
c<»untry\s  wealth  and  national  income  as  a  whole,  or  of  the  wealth  and  income 
of  the  various  classes  of  i)ersons  and  productive  instrumentalities  (corporations, 
etc.)  in  the  country,  for  the  determination  of  the  apportionment  of  the  total 
estimated  war  costs  of  $24,(KjO,(X)0,0(X)  (Including  loans  to  our  allies)  in  the  pro- 
portion of  one-third  ( $8,000,000.000 ) ohkI  from  the  Nation's  Income  (taxation) 
and  two-thirds  ($16,0OO.(KX).0O0)  from  the  country's  savings  and  credit  re- 
s^>urces  (liberty  bonds,  war  savings,  and  thrift  stamps,  etc.).  Economically 
speaking,  the  most  that  can  be  said  of  the  proportions,  one-third  taxation  (for 
the  country's  war  expenses  on  Its  own  account  the  proportion  is  near  one-half) 
and  two- thirds  borrowing.  Is  that,  besides  being  convenient  round  amounts, 
they  outdo,  in  respect  of  the  relative  largeness  of  the  taxation  and  the  relative 
small ness  of  the  resort  to  credit,  the  figures  of  any  other  nation  In  this  or  any 
other  war.  In  other  words,  the  proportions  carry  out,  to  the  largest  extent 
thought  endurable  for  the  countr>''s  iK)pulation,  the  new  and  .so-called  '*.  Ideal  " 
theory  of  war  finance. 

It  may  he  remarked  In  passing  that  there  Is  a  certain  economic  inc»)ngruity 
betwi*en  the  $S.O0O,fKX),000  a  year  set  by  the  Ways  and  Cleans  (^»mmitteo  as  the 
prt)|ier  njeasure  of  taxation,  while  the  war  Is  actually  being  fought  and  its  dis- 
turbance r)f  the  luitional  e<'on«>my  Is  at  lts5  height,  and  the  $4,000,000,000  of 
annual  taxation  which  the  committee's  chairman.  Mr.  Kitchin,  has  recently 
stated  to  be  the  [»robable  annual  rate  when  the  war  is  over  and  our  armies 
have  returne<l  to  their  usual  productive  occupations  and  services  at  home.  The 
question  inevitably  arises  why,  with  the  greatly  reduced  number  of  producers 
«if  tlie  war  i>eriod,  tlie  poptdatlon  should  be  caUe<l  upon  to  pay  double  the 
amount  of  taxes  It  Is  exi)ected  by  the  lawmakers  to  have  to  pay  when  the  num- 
ber tif  producers  has  l)een  restored  by  the  termination  of  the  war?  The  answer 
that«  while  we  are  actually  at  war  we  are  compelled  to  meet  inordinately  heavy 
immediate  expenses,  while  after  the  war  is  over  we  shall  have  to  metH,  more 
or  less  at  our  leisure,  only  the  interest  and  amortization  costs  of  that  part  of 
oar  war  expenditure  which  we  have  obtained  by  borrowing  (plus,  of  coui*se, 
))ensionii  or  their  equivalent,  and  some  other  charges  having  a  war  origin),  is 
vi»ry  far  from  convincing.    It  is  of  supreme  Importance  to  the  national  economy. 
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In  fact,  thftt  such  extraordinary  wide  alternations  of  relatively  heavy  and  rel- 
atively llplit  annual  drafts  upon  the  current  national  income  should  be  avoided, 
or  at  least  mitigated,  to  the  utmost  iwssible  extent,  since  the  disarrangements 
and  impairments  which  they  occasion — and  particularly  which  the  heavy 
drafts,  suddenly  thrown  on,  occasion — far  outweigh  in  importance  any  and  all 
frairis  diM-lved  from  making  the  population,  as  a  productive  entity,  for  a  time 
*'  pay  as  it  goes  "an  inordinately  large  part  of  current  expenses  which  it  Is 
compelled  to  meet.  In  it  lies  the  primary  function  of  credit  in  the  interest 
of  the  general  productive  efficiency,  and  hence  in  that  of  the  public  welfare,  to 
lessen  the  harmful  pressure  of  sudden  increases  of  exigent  expenses  by  dis- 
(r Uniting  such  increases  over  longer  periods  of  time  and  enabling  them  to  be 
mot  by  the  connnunity  out  of  its  future  as  well  as  its  present  production.  It  Is 
in  accordance  with  this  principle  that  all  the  great  enterprises  of  this  and 
<»t]ier  countries  have  boon  carried  through  in  modern  times,  and  it  is  in  reality 
idle  at  this  late  dale  to  assert  that  tie  entire  system  is  wrong  and  should  be 
replaced  by  one  permitting  the  least  possible  use  of  the  machinery  of  credit 
and  the  maxinnmi  possible  expenditure  or  tying  up  of  current  income. 

It  is  for  these  reasons  that  the  entire  theory  upon  which  rests  the  distribu- 
tion of  the  country's  war  expenses  on  the  basis  of  one-tlilrd  (actually  nearly 
one-half)  taxation  and  two-thirds  borrowing,  is  open  at  least  to  the  gravest 
doubt  with  respect  to  its  Imrmony  with  the  l»»^r  teaching  of  modern  exi>enenre 
in  the  matter  of  the  financial  and  fiscal  methods  most  conducive  to  the  main- 
tenance of  the  productive  economy  of  nations  unimpaired  through  the  severest 
stresses  and  strains.  Nations,  like  Important  public  and  private  enterprises 
of  less  scope,  do  best  for  themselves  when  they  u.se  credit,  in  so  far  as  this  is 
possible,  as  a  mean  of  distributing  abnormally  heavy  present  costs  over  rela- 
tively long  future  periods  of  national  ])roduction.  And  If,  in  a  spirit  of  sup- 
pose<l  self-se<Tifice  or  of  idealizing  effort  to  keep  as  close  as  they  can  to  that 
traditionally  excellent  condition  of  **  being  out  of  debt,"  they  undertake  the  re- 
verse practice,  they  will  find  that  the  outcome  In  the  end  Is  the  same  for  them 
as  it  would  be  for  a  private  enterprise  following  the  same  rule. 

Much  has  been  said  In  this  country  of  the  excellence  of  the  methods  pursued 
by  Gi-eat  Britain  in  her  war  finance,  especially  as  regards  the  comparatively 
high  proportion  of  the  cost  of  the  war  for  her.  which  she  has  met  from  the 
procee<ls  of  taxation.  One  of  the  specific  objects  of  our  own  lawmakers  seems 
to  be  to  outdistance  Great  Britain  in  this  respect.  Yet  the  student  of  the 
fundamentals  of  national  economics  will  doubt  whether  the  praise  lavished 
upon  Great  Britain's  war  finance  is  really  merited. 

It  Is  conunonly  as.»»umed  on  this  side  of  the  Atlantic  that  British  war  finance 
is  far  sounder  than  French  war  finance  for  the  very  reason  that  the  French 
have  kept  their  taxation  down  to  the  irreducible  minimum  necessary  to  meet 
the  permanent  charges  in  the  way  of  Interest  on  debt,  pensions,  etc.,  which  the 
war  has  imposed  and  is  still  Imposing  on  the  country.  The  French,  however, 
are  the  most  lucid  of  all  nations  In  the  matter  of  financial  and  fiscal  thinking, 
as  In  so  many  other  directions ;  and  as  the  expert  studies  the  position  In  which 
France  will  probably  be  left  at  the  end  of  the  war,  comparing  it  with  the 
probable  position  of  Great  Britain,  he  finds  it  hard  to  avoid  the  conclusion 
that  In  the  end  the  national  economy  of  France  as  a  whole  will  be  found  to 
have  been  relatively  less  impaire<l  by  the  war  than  that  of  Great  Britain — ami 
this  in  si)ite  of  the  vast  destruction  of  industrial  equipment  and  the  extensive 
interruption  of  industrj'  which  France  has  had  to  endure.  Economically. 
France  Is  In  a  less  constricted  condlMon  to-day — has  a  greater  freedom  of 
movement  financially  and  industri^illy — than  appears  to  be  the  case  with  Great 
Britain.  So  far  as  we  can  foresee  what  will  occur  in  the  various  belligerent 
nations  at  tlie  end  of  the  war,  France  will  make  her  new  start  decidedly  more 
easily  than  will  Great  Britain,  though  she  is  naturally  much  the  poorer  nation, 
and  besides  has  .suffered  far  greater  mutilation  at  the  hands  of  the  common 
enemy.  And  for  this  advantageous  position  of  France  the  avoidance  of  exces- 
sive taxaticm  during  the  war,  even  at  the  cost  of  a  proportionately  heavier 
<1ebt  at  the  conclusion  of  the  war,  will  be  to  a  large  extent  responsible. 

Though  It  can  not  truly  be  said  either  of  the  heavy  taxation  proposed  by 
the  Ways  and  Means  Committee  or  of  that  Imposed  by  the  British  Government 
that  the  national  incomes  of  the  respective  nations  can  not  endure  such  levle«  with- 
out acute  distress  for  the  population  as  a  whole  and  serious  risk  of  a  general 
economic  breakdown,  the  practical  conditions  under  which  the  levies  have  to  be 
imposed  in  war  time  are  of  a  character  to  yield  a  maximum  of  economic  harm. 
Thus  it  is  practically  impossible  to  devise  adequate  machinery,  amidst  the 
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pressing  necessities  of  the  war  Itself,  whereby  every  class  In  society,  from  the 
lowest  to  the  highest,  can  be  made  to  contribute  Its  proportionate  share  •  f  tho 
great  sum  total.  War  will  not  wait  for  the  constructing  and  perfecting  of  this 
machinery:  its  demands  are  peremptory  and  immediate.  Hence  the  lawmakers 
Inevitably  turn  at  once  for  much  the  greater  part,  of  the  expected  tax  yield  to 
the  particular  limited  classes  of  persons  and  economic  Instrumentalities  from 
which  the  largest  amount  of  liquid  return  can  most  easily  be  derived.  Taxes  on 
individual  incomes  and  profits  of  corporate  enterprises  answer  this  description., 
and  it  Is  upon  them  that  the  great  burden  of  taxation  Is  inevitably  imposed. 

When  this  is  done,  however,  a  collateral  result  of  the  gravest  consequence 
is  Immeflintely  obtained — a  result  that  almost  at  a  stroke  deeply  impairs  the 
general  national  economy.  In  so  far  as  the  proceeds  of  taxation  of  this  kind 
involve  a  reduction  of  the  net  yield  of  income-producing  properties,  the  market 
value  of  these  properties  Immediately  reflects,  by  the  process  known  as 
"capitalization,"  the  loss  of  net  yield;  and  while  the  properties  may  remain 
physically  and  productively  as  good  as  ever  they  were,  their  value  to  their 
owners,  especially  as  a  basis  for  credit.  Is  very  much  less.  Thus  the  raising 
of  Uie  British  income-tax  rate  at  the  beginning  of  the  war  was  soon  followed 
by  a  decline  In  the  aggregate  value  of  387  selected  and  seasoned  securities  on 
the  liOndou  Stock  Exchange,  of  over  120  per  cent,  or  nearly  $3,500,0000,000. 
Similarly  our  own  income-tax  laws  have  reduced  the  market  value  of  securities 
dealt  in  on  the  New  York  Stock  Exchange  in  an  amount  of  approximately 
$5,000,000,000,  while  the  market  worth  of  urban  real  estate  in  this  country  has 
notoriously  declined  on  the  average  by  some  15  or  20  per  cent,  and  in  some  large 
cities  by  nearly  30  per  cent.  Thus,  while  there  has  been  a  very  great  enhance- 
ment in  the  market  values  of  primary  commodities  and  articles  of  manufacture 
and  trade  in  both  the  United  States  and  Great  Britain  as  a  result  of  war 
conditions,  the  particular  forms  of  war  taxation  necessarily  adopted  by  the  two 
<»untrles  to  give  the  high  tax  yields  desired  have  probably  to  quite  as  great 
an  extent  reduced  the  market  values  of  the  countries'  income-pnxluclng 
properties,  and  In  this  wise  impeded  tremendously  the  provision  of  the  credit 
resources  upon  which,  after  all,  the  resi)ective  Governments  must  for  the  most 
part  rely.  Hence  come  all  kinds  of  uncomfortable  conditions  in  the  securities 
markets  in  general,  and  especially  in  the  markets  for  the  great  war  loans  that 
have  been  or  must  be  floated.  This  point  Is  i>erhaps  best  illustrated  by  the 
disparities  In  the  quotations  of  the  liberty  loan  bonds  of  the  United  States — 
dispAritles  which  are  only  too  likely  to  become  greater  and  more  harassing  to  the 
Government  as  the  process  of  adjustment  of  the  market  prices  to  the  net  yields 
for  fio-calied  "  marginal  "  purcliasers  apiiroaches  completion. 

Thes<»  '*  marginal  "  purchasers  in  the  securities  markets  are,  of  course,  those 
wealthy  persons  known  as  speculative,  rather  than  permanent  investors,  wli  » 
make  it  their  business,  in  whole  or  in  part,  to  buy  and  carry  the  floating  supply 
of  the  various  securities,  Liberty  Loan  bonds  amonir  the  rest.  The  great  ma- 
jority of  these  "  marginal  "  purchasers  are  <alled  upon  to  luiy  high  rates  of 
Incimie  tax  and  surtaxes;  and  with  every  increase  of  these  rates  they  reduce 
the  prices  at  which  they  are  willing  to  carry  the  flouting  supply  of  seuirifies. 
in  onler  that  the  net  yield  to  them  may  be  the  *'  going  '*  rate  for  lnv'*stiiicrt 
capital.  It  Is  by  this  process,  or  one  essentially  the  same,  that  the  nnrket 
values  i>f  all  forms  ot  incnme-prdducing  property  are  sh^wly  but  surely  re- 
du<*ed  by  heavy  and  Increasing  Income  taxation.  And  the  further  tliis  i)rocess 
goes,  the  more  the  permanent  credit  resources  of  the  country  are  re'luce<l, 
beciuse  these  properties  In  the  last  resort  serve  as  the  basis  of  the  i)ermanent 
crefllt  re.sources.  just  as  (tomuKxllties  in  process  of  <listribution  serve  as  the 
basis  of  short-time  or  commercial  credit  resources. 

What  has  just  been  said  brings  out  the  general  principle  that  is  made  oper- 
ative by  the  chief  forms  of  taxation  embodied  In  the  war  revenue  n^ensure  now 
Iwfore  yonr  committee.  Something  should  be  said,  however,  of  the  Illusory 
notion  that  these  f«>rms  of  taxation  are  peculiarly  effective  In  restricting  so- 
called  '*  inflation,**  whether  price  Inflation  or,  as  a  sequel  to  price  Inflation, 
monetary  inflation.  Nothing  could  be  further  from  the  truth  than  this  notion. 
There  Is  not  the  faintest  evidence  that  price  inflation  has  its  beginning  in  the 
IncreHsefl  buying  of  the  well-to-do  closses.  whose  number  and  aggregate  con- 
sumption nre  too  small  to  have  an  appreciable  effect  u[H)n  the  movement  of 
prices,  except  those  for  a  few  pure  luxuries.  Domestic  price  inflation  in- 
\TirIably  ha«  Its  origin  In  an  increased  purchasing  power  and  in  actual  in- 
creased purchasing  of  the  great  mass  of  the  connnunity,  who  can  be  reachetl 
by  taxation  In  the  actual  period  of  a  war  by  no  government,  because  no  gov- 
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ernment  has  or  can  devise  quickly  enough  the  elaborate  machinery  necessary. 
One  qualification  should  perhaps  be  made  at  this  point,  I.  e..  that  by  general 
consumption  taxes  the  mass  of  the  population  can  be  reached  and  made  to 
reduce  its  purchases. 

Turning  now  from  the  larger  aspects  t>f  the  new  war-revenue  bill  to  the  taxes 
imposed  by  the  bill  upon  corporations,  It  may  be  said  at  the  outset  tliat  the 
entire  treatment  of  what  Is  designated  as  "  invested  capital "  in  the  bill  is 
without  economic  justification.  The  true  Invested  capital  of  a  business  enter- 
prise consists  of  the  sum  of  the  following  Items:  (1)  Value  of  lands,  build- 
ings, and  machinery;  also  patents  and  good  will;  (2)  value  of  raw  materials 
on  hand;  (3)  value  of  goods  in  process;  (4)  value  of  outstanding  accounts  and 
bills  receivable;  (5)  cash.  It  makes  not  the  slightest  difference  whence  came 
the  funds,  when  they  came,  or  in  what  form  they  came,  from  which  the  above 
values  are  derivable.  In  any  case,  the  sum  of  these  values  is  the  actual  "  in- 
vested capital "  of  the  business.  The  complex  elaborations,  different  la  tious. 
and  so  on  of  the  bill,  in  its  attempt  to  give  a  catch-all  definition  of  "  invested 
capital,"  do  no  more  than  give  rise  to  inequalities,  injustices,  and  «b.^urdltie«. 
We  trust  your  committee  will  effect  abandonment  by  Congress  of  thl.<*  inco- 
herent and,  in  many  respects,  wholly  senseless  treatment  of  the  subjec*t  of  "  in- 
veste<l  capital." 

A  further  economic  absurdity  of  the  bill  is  its  treatment  of  *'  excess  "  profits^ 
The  phrase  "  war  profits  "  means  something  Intelligible  and  at  the  same  time 
real ;  for  it  is  certainly  possible  to  see  in  the  enhanced  profits  of  many  enter- 
prises an  element — often  a  very  large  one — which  Is  undeniably  attributable 
to  the  war  and  to  nothing  else.  The  moral  feeling  of  the  community  is  un- 
doubtedly— and  In  most  cases  proiJerly — averse  to  the  making  of  profits  purely 
and  simply  out  of  war,  which  means  loss  and  suffering  for  the  vast  majority ; 
and  the  heavy  taxation  of  profits  arising  from  this  source  alone  has  the  sanc- 
tion not  only  of  society  at  large,  but  usually  of  the  very  persons  or  enterprises 
called  upon  to  meet  such  taxation. 

The  phrase  "excess  profits,"  on  the  other  hand,  is  an  entirely  meaningles«« 
one,  except  where  actual  monopolies  are  involved.  Wiih^  differences  in  earn- 
ing power,  as  between  different  individuals  and  different  bnsiness  enterprises, 
are  indubitable  facts  of  nature,  and  must  be  recognizcnl  as  such  by  any  sound 
polity.  The  high  earnings  of  the  skillful,  the  enterprising,  the  inventive,  the 
farseeing,  are  not  **  excess  "  profits ;  for  without  tliem  we  should  stnin  have  all 
economic  activity  at  a  standstill  and  the  case  of  society  would  be  de^ptmite 
indeed.  Accordingly,  there  Is  no  economic  defense — and  in  reality  no  MMial 
defense — for  the  general  treatment  of  profits  above  the  average,  or  **exi'esj«" 
profits,  In  the  new  war-revenue  bill. 

We  feel  that  American  business  men  should  stand  out  against  this  part  4»f  the 
bill  as  a  matter  of  the  highest  ultimate  welfare  of  the  country. 
Very  truly,  yours, 

RlKi's  n.  Wir.suN,  Srrrvtarth 

DRTG8. 

The  Chairman.  The  committ<?e  will  now  hear  Mr.  Eugene  Brok- 
meyer. 

STATEMENT    OF   MR.   ETJOENE   C.   BBOKMETEB,    COUNSEL   FOB 
THE  NATIONAL  ASSOCL&TION  OF  BETAIL  DBTJG0I8TS. 

Mr.  Brokmeter.  Mr.  Chairman  and  Senators,  mv  name  is  Eiif^ene 
C.  Brokmeyer,  and  I  am  general  attorney  for  the  National  Associa- 
tion of  Retail  Druggists,  and  speak  for  the  50,000  druggists  of  the 
country. 

Senator  Smoot  has  said  he  supposed  I  would  like  to  address  Mime 
of  my  remarks  to  the  proposed  repeal  of  section  fi  of  the  1Iarris4>n 
Act.  It  seems  rather  a  curious  and  odd  occasion  to  discus?  n.nn^otic- 
when  your  committee  is  considering  revenue  measuivs.  and  it  wajs 
rather  a  sur|)rise  to  the  drug  trade  that  the  pending  revenue  bill 
should  have  been  made  the  occasion  for  an  attempt  to  repeal  section 
6  of  the  Harrison  Act,  after  you  gentlemen  and  Congress  spent  9i» 
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much  time  with  the  Harrison  Act  three  years  ago,  and  thrashed  it 
our  thoroughly. 

Senator  Tuomas.  You  know  the  basis  of  the  action  of  the  Ways 
and  Means  Committee  is  that  the  act,  as  we  then  passed  it,  has  not 
proven  effective  in  practice. 

Mr.  Brokmeyer.  Senator,  I  am  quite  familiar  with  that  conten- 
tion, and  the  answer  is  simply  this,  that  the  evidence  submitted  to 
the  Wavs  and  Means  Committee  was  submitted  by  some  representa- 
tives or  the  Internal  Eevenue  Department,  and  the  decision  of  the 
Ways  and  Means  Committee  is  based  entirely  on  ex-parte  testimony. 
The  drug  trade  have  not  had  an  opportunity  to  analyze  that  testi- 
mony, or  to  rebut  it. 

Senator  Smoot.  The  mere  repeal  of  it  will  do  a  great  deal  more 
harm  than  it  will  do  good. 

Mr.  Brokmeyer.  Exactly. 

Senator  Lodoe.  Will  you  point  out  the  clause  in  this  bill  which  re- 
peals the  Harrison  Act? 

Mr,  Brokmeyer.  Yes,  sir.  Page  154,  at  the  bottom  of  the  page, 
section  1009  [reading] : 

That  section  six  of  such  act  of  December  seventeen,  nineteen  hundred 
fourteen,  Is  hereby  amended  to  read  as  follows: 

"  Sec.  6»  That  the  provisions  of  this  act  shall  not  apply  to  decocanized  coca 
leaves  from  which  all  cocaine  and  other  related  alkaloids  or  associated  salts 
have  been  extracted,  nor  to  preparations  of  such  decocanized  leaves." 

Senator  Smoot.  That  is  the  milk  in  the  coconut. 

Mr.  Brokmeyer.  That  simply  means  that  all  the  other  provisions 
of  section  6  are  repealed. 

The  other  provisions  repealed  represent  the  exemptions  of  all  the 
narcotics  laws  of  every  State  and  Territory  in  the  Union.  The 
exemptions  were  suggested  and  recognized  by  the  International 
Opium  Convention,  article  9  of  which  said  that  it  was  the  pur- 
pose of  the  treaty  powers,  including  this  country,  to  regulate  and 
control  the  use  of  habit- forming  narcotic  drugs,  but  not  to  so  re- 
strict them  as  to  interfere  with  legitimate  and  medical  uses,  and 
Congress,  recognizing  that,  in  the  passage  of  the  Harrison  bill,  very 
wisely  incorporated  the  exemptions  of  section  6.  For  years  informa- 
tion, these  exemptions,  in  a  few  words,  simply  provide  that  prepara- 
tions containing  negligible  quantities  of  narcotics,  when  mixed  with 
ingredients  of  medicinal  virtue,  possessed  and  used,  administered  in 

food  faith,  and  not  for  the  purpose  of  evading  the  provisions  of  the 
fiirrison  law,  shall  be  exempt  from  the  provisions  of  the  Harrison 
la'v  That  is  section  6.  And  under  those  exemptions  it  has  been 
thoufi^ht  that  preparations  containing  these  negligible  quantities, 
whicn  experience  shows  renders  them  impossible  to  become  habit- 
forming,  and  which  the  House  committee's  report  at  the  time,  in  ex- 
plaining s«etion  6,  said  it  was  the  purpose  of  Congress  to  exempt  for 
the  reason  that  the  quantities  which  they  contain  were  negligible, 
and  when  mixed  with  medicines  in  these  small  quantities  could  not 
become  habit- forming,  should  not  be  subjected  to  the  provisions  of 
the  act,  the  purpose  of  the  act  being  to  control  the  use  of  narcotics. 
Senator  Thomas.  What  have  you  to  say  as  to  this  statement  of 
3Ir.  Kitchin  in  the  report  to  the  House  [reading]  : 

Under  the  present  law  only  prepared  smoking  opium  seized  by  the  United 
States  Government  from  any  person  violating  the  acts  of  October  1,  1890.  as 
amended  by  the  acts  of  March  3,  1898,  February  9,  1909,  and  January  7,  1914, 
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may  be  sold  to  the  highest  bidder,  pursuant  to  the  provisions  of  section  3460 
of  the  Revised  Statutes  of  the  United  States.  The  Secretary  of  the  Treasury 
does  not  have  any  authority  to  disjwse  of  coca  leaves,  their  salts,  and  deriva- 
tives, or  compounds,  or  opium,  except  smoking  opium,  in  any  manner  what- 
ever, when  seized  for  violation  of  any  of  the  above  acts,  or  when  seized  under 
the  act  of  December  17,  1914.  Neither  are  the  courts  authorized  by  any  statute 
to  dispose  of  coca  leaves,  their  salts  and  derivatives  or  compounds,  or  any 
opium,  except  smoking  opium. 

Mr.  Brokmeter.  I  think  that  is  a  wise  provision.  We  have  nc 
earthly  objection.  Our  protest  is  simply  against  the  repeal  of  sec- 
tion 6. 

Senator  Lodge.  I  do  not  understand  how  that  repeals  section  6. 

Mr.  Brokmeyer.  By  simply  amending  section  6  so  as  to  preserve 
the  particular  clause  here  that  is  written  in  the  bill.  All  of  the  other 
provisions  of  section  6  are  excluded  by  this  amendment. 

Senator  Smoot.  All  the  proprietary  medicines  were  excluded,  as 
the  gentleman  has  said. 

Senator  Lodge.  This  applies  only  to  coca. 

Mr.  Brokmeyer.  It  now  eliminates  that  exemption  that  we  in- 
tended to  make  for  these  proprietary  medicines. 

Senator  Townsend.  Who  has  section  6  here? 

Mr.  Brokmeter.  I  have  it  in  a  brief  which  I  was  going  to  file. 

Senator  Penrose.  Let  section  6  be  read  in  the  record. 

Mr.  Brokmeter.  Here  is  section  6,  for  your  information,  if  I  may 
be  permitted  [reading] : 

Section  6.  That  the  provisions  of  this  act  sliall  not  be  construed  to  apply 
to  the  sale,  distribution,  .giving  away,  dispensing,  or  possession  of  preparations 
and  remedies  which  do  not  contain  more  than  two  grains  of  opium,  or  more 
than  one-fourth  of  a  grain  of  morphine,  or  more  Uian  one-eighth  of  a  grain  uf 
lieroin,  or  more  than  one  grain  of  codeine,  or  any  salt  or  derivative  of  any  of 
them  In  one  fluid  ounce,  or.  If  a  solid  or  semisolid  preparation,  in  one  avoirdu- 
pois ounce;  or  to  liniments,  ointments,  or  other  preparations  which  are  pre- 
pared for  external  use  only,  except  liniments,  ointments,  and  other  preparations 
which  contain  cocaine  or  any  of  its  salts  or  alpha  or  beta  eucalue  or  any  of 
their  salts  or  any  synthetic  substitute  for  them :  Provided,  That  such  remedies 
and  preparations  are  sold,  distributed,  given  away,  dispensed,  or  possessed  as 
medicines  and  not  for  the  purpose  of  evading  the  Intentions  and  provisions  of 
this  act. 

Our  contention  is  that  if  any  of  these  preparations  containing 
these  negligible  quantities  should  perchance  be  used  in  gross  quan- 
tities to  satisfy  the  craving  of  an  addict,  and  the  Treasury  Depart- 
ment has  any  evidence  of  that  fact,  that  evidence  is  proper  evidence 
for  the  Department  of  Justice,  upon  which  a  conviction  may  be 
obtained.  But  we  do  not  admit  that  these  preparations  can  be  con- 
sumed in  sufficiently  large  quantities,  for  the  reason  that  they  are 
mixed  with  ingredients  of  medicinal  properties,  and  if  taken  in  large 
quantities  they  would  be  ejected  from  the  system  either  by  nausea  or 
otherwise. 

Senator  Thomas.  The  report  in  regard  to  that  particular  section 
recites  that  [reading] — 

In  the  administration  of  the  act  it  has  been  found  that  the  exemption  has 
made  the  adequate  enforcement  of  the  act  almost  Impossible,  and  that  many 
preparations  are  marketed  which  contain  a  lawful  amount  of  the  drugs,  but 
which  are  of  great  harm  to  the  consumer. 

Mr.  Brokmeyer.  In  reply  to  that  our  answer  to  the  Internal-Reve- 
nue Department,  when  it  made  that  contention,  was  that  we  asked 
them  whether  they  had  submitted  evidence  upon  which  that  state- 


TO  PROVIDE  BEVENUE  FOE  WAE  PUKP08ES.  318 

ment  as  made,  and  upon  which  the  Ways  and  Means  Committee 
predicates  that  statement  to  the  prosecutmg  officials  in  an  attempt 
to  secure  conviction,  and  it  was  found,  as  far  as  I  have  been  able  to 
learn — ^I  confess  I  was  not  ffiven  definite  information — ^that  the  evi- 
dence was  collected  and  held  by  the  Treasury  Department's  repre- 
sentatives for  the  very  purpose  of  preparing  this  case  which  they 
have  submitted,  and  that  a  bona  fide  attempt  has  never  been  made 
to  secure  convictions. 

Senator  Lodge.  What  was  the  proportion  of  opium  in  that  section  ? 

Mr.  Brokmeter.  It  varies  with  the  different  narcotics.  In  the 
case  of  opium  it  is  two  grains. 

Senator  Lodge.  One-quarter  of  a  grain  of  morphine  is  prettj  big. 

Mr.  Brokimeyer.  To  two  ounces.  Let  me  call  your  attention  to 
this  fact,  that  a  reputable  physician  of  Washington,  re-writing  a 
popular  remedy  for  cold  for  a  patient  of  his,  who  was  a  client  of 
mine,  prescribed  one-quarter  of  a  grain  of  morphine  to  1  ounce  of 
mixture,  using  other  ingredients  suitable  for  a  cold,  and  that  did  not 
produce  an  addict,  and  any  reputable  physician  does  that  right  along. 

Senator  Smoot.  Senator  Thomas  was  chairman  of  the  subcom- 
mittee that  had  that  Harrison  bill  up  for  consideration,  and  we  gave 
days  of  hearings  upon  the  question  as  to  the  quantities  in  that  bill, 
and  it  was  decided  by  every  person  who  was  before  the  subcommittee 
that  those  quantities  named,  in  the  Harrison  bill  were  not  detrimental, 
and  would  no  form  and  could  not  form  a  drug  habit. 

Mr.  Brokmeybr.  And  the  best  proof  is  that  all  the  States  of  the 
Union  have  identically  the  same  thing  in  their  narcotic  laws,  and 
it  is  a  reasonable  presumption  that  their  experience  perhaps  has  dic- 
tated that. 

Senator  Lodge.  Your  objection  to  this  thing  is  its  wording,  that 
it  swoeps  away  all  of  that. 

Mr.  HROK^iEYi-iR.    It  wipes  it  out  entirely. 

The  CiiAiRMAX.  Was  not  that  unintentional? 

Mr.  Brokmkyer.  No,  sir;  it  was  apparently  deliberate;  and  perhaps 
it  might  be  well,  for  your  information,  to  say  that  this  was  brought 
about  by  the  Deputy  Internal  Revenue  Commissioner,  Mr.  Keefe,  and 
his  assistant  Dr.  Reese,  who  was  charged  in  the  administration  of 
the  Harrison  law  regulations,  with  preparing  this  bill,  submitting 
it  to  Mr.  Rainey*  who  adopted  it  for  them  and  introduced  it  in  the 
House:  and  then  before  the  bill  was  reported  to  the  House,  when  we 
got  copies  of  the  bill  and  asked  for  a  hearing,  Mr.  Moore  of  Pennsyl- 
vania told  us  that  it  was  unfortunate,  that  we  were  too  late;  that  the 
bill  had  been  incorporated  in  the  revenue  bill  without  a  hearing; 
whereas,  three  years  ago,  due  to  th?.  kindness  and  indulgence  of  your 
committee  here  and  of  Mr.  Burton  Harrison  of  the  Ways  and  Moans 
Committee  we  were  given  practically  a  year  with  Dr.  Harrison 
Haniilton  Wright  fiilTy  considering  all  this,  and  Dr.  Wright  ex- 
plained it  to  the  retail  druggists,  and  later  went  on  record  as  joining 
one  of  the  speakers  in  his  opinion  this  morning,  and  Mr.  Black  has 
asked  that  the  tax  on  medicines  be  made  4  per  cent  rather  than  2, 
for  the  i^eason  that  although  the  c<msumer  pays  the  tax  the  druggist 
is  vitally  interested,  and  that  no  tax  shall  be  imposed  that  will  have 
the  effect  of  decreasing  the  volume  of  his  business.  We  feel  that  if 
an  exhorbitant  or  unduly  high  rate  is  imposed  in  addition  to  all  the 
otlier  costs,  the  high  cost  and  advanced  costs  of  drugs,  and  many 
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other  items,  the  business  of  the  druggist  will  become  so  small  that 
it  will  be  difficult  for  him  to  continue. 

Place  this  10  per  cent  tax  proposed  in  the  bill  on  proprietary  prep- 
arations. Of  course  you  understand  every  preparation  maae  by  a 
druggist  according  to  his  own  formula,  not  only  patent  medicines, 
but  everything  made  by  a  druggist  in  his  own  shop  and  according  to 
his  own  formula,  is  under  this  tax,  because  the  provision  in  the  law 
isso  broad  as  to  include  that.  This  tax,  I  say,  in  addition  to  doubling 
the  alcohol  tax— ^you  understand  the  druggist  uses  alcohol  in  com- 
pounding prescriptions;  it  is  one  of  the  most  widely  used  articles 
that  he  handles,  and  while  the  tax  on  proprietary  medicines  is  paid 
by  the  consumer  and  the  proposed  tax  on  nonbeverage  alcohol  used 
by  the  druggist  in  compounding  his  prescriptions  will  be  put  on 
the  prescriptions,  we  fear  that  the  cost  to  the  druggist  himself  will 
so  decrease  the  volume  of  his  business  that  the  druggist  can  not 
continue. 

Senator  Townsend.  How  do  you  think  that  would  effect  the  peo- 
ple as  a  whole,  to  decrease  the  amount  of  drugs  that  they  use? 

Mr.  Brokmeyer.  The  effect  on  the  prescriptions  alone  would  be 
to  double  the  cost  of  prescriptions,  which  already  has  been  doubled 
as  the  result  of  the  high  price  of  alcohol. 

Senator  Townsend.  I  am  thinking  of  the  health  of  the  people 
as  a  whole,  if  they  did  not  use  but  half  the  amount  of  drugs  they 
now  use,  would  it  not  be  better  for  them  ? 

Mr.  Brokmeyer.  That  is  something  that  each  person  must  answer 
for  himself.  I  assume  that  the  development  of  the  pharmacy  and 
of  the  practice  of  the  physician  and  all  those  things  express  what 

i)eople  require,  or  at  least  what  they  demand,  so  that  that  is  prob- 
ematical. 

Senator  Robinson.  Have  you  investigated  the  question  as  to  the 
profits  that  are  usually  made  pn  retail  drug  transactions? 

Mr.  Brokmeyer.  In  a  casual  way  only;  but  I  can  say  this,  that 
if  it  seems  that  profits  are  high,  I  have  here  a  few  items  showing  the 
advance  in  cost  of  the  drugs  to  the  druggists  since  the  beginning  of 
the  war. 

Now,  ammonia,  which  before  the  war  could  be  bought  by  the 
druggist  for  81  cents  a  pint,  he  now  pays  $1.50  a  pint  for — ammonia 
being  very  generally  used. 

Digitalis,  which  before  the  war  cost  81  cents  a  pint,  now  costs  $1.60. 

Belladona  has  been  increased  from  $1.25  to  $1.88. 

Spirits  of  camphor  has  increased  from  $1.20  to  $2.20. 

Essence  of  pepsin  has  increased  from  $1.60  to  $2.60. 

Senator  Robinson.  I  understand  about  that. 

Mr.  Brokmeyer.  Yes,  sir. 

Senator  Robinson.  But  the  inquiry  I  am  making  is,  the  point  that 
is  implied  in  my  question  is,  that  the  retail  drug  trade  as  a  whole  is 
enormously  profitable,  considering  the  amount  that  is  invested  in  it. 
I  have  made  some  investigation  into  that,  and  my  inquiry  leads  me 
to  believe  that  very  great  profits  indeed  are  made  on  drugs. 

Mr.  Brokmeyer.  1  might  call  your  attention  in  relation  to  that,  as 
a  member  of  this  committee,  to  the  fact  that  druggists  are  compelled 
to  sell  sandwiches  and  tea,  and  chocolate  and  coffee  in  their  places  of 
business,  so  that  the  modern  drug  store  can  hardly  be  recognized  as 
an  apothecary's  shop,  and  I  take  it  they  are  compelled  to  do  that  in 
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Spite  of  themselves,  because  I  assume  that  seeing  they  are  specially 
qualitied  and  trained  men  in  their  profession,  it  must  be  humiliating 
to  them  to  do  it,  and  they  would  not  do  it  if  they  did  not  have  to. 

Senator  Robinson.  I  do  not  think  that  is  true.  I  think  the  ordi- 
nary drug  store  in  the  country  town  sells  its  products  at  150  to  250 
per*  cent  profit.  I  do  not  think  you  ought  to  complain  about  a  small 
tax  like  this,  if  that  is  the  case. 

Senator  Townsend.  I  will  give  vou  an  instance.  I  have  an  in- 
stance that  has  given  me  some  little  disturbance,  and  perhaps  you 
can  give  me  some  information  on  it.  I  was  advised  by  a  reputable 
doctor  to  get  a  bottle  of  Squibb's  Pectrolatum.  I  had  bought  some 
of  that  before  the  war.  As  I  remember,  I  paid  40  or  50  cents  a  bottle 
for  it. 

Senator  Smoot.  What  sized  bottle? 

Senator  Townsend.  It  is  a  pint  bottle,  I  think.  It  is  the  same 
bottle  that  I  had  seen.  There  are  two  drug  stores  in  the  block  where 
the  Portland  Apartment  House  is.  One  drug  stope  is  out  on  Thomas 
Circle  and  the  other  is  at  the  other  end  of  the  apartment  house.  I 
stepped  into  one  of  those  drug  stores  and  asked  the  price  of  a  bottle 
of  this  medicine  and  was  told  it  was  $1.25.  I  thought  it  was  a  pretty 
large  amount,  so  I  went  down  to  the  other  drug  store,  and  they  told 
me  there  that  it  was  85  cents;  the  same  brand  of  product;  one  store 
charging  $1.25  and  the  other  85  cents.  I  wonder  what  law  of  reason 
or  of  the  war  it  was  that  made  those  prices  differ. 

Mr.  Brokmeyer.  I  know  nothing  about  the  conditions  in  this  par- 
ticular case,  but  I  want  to  assure  you  that  the  experience  of  drug- 
gists differs,  particularly  as  to  the  effect  of  the  draft.  Some  have 
aualified  help  and  others  have  not.  Some,  who  are  able  to  get  quail- 
ed help  are  paying  to-day  two  or  three  or  four  times  for  it  what 
they  paid  before. 

Senator  McCumber.  There  is  no  standard,  is  there,  by  which 
druggists  agree  upon  what  a  prescription  costs,  but  each  one  charges 
what  he  thinks  he  ought  to  get? 

Mr.  Brokmeyer.  He  can  not.  under  the  law,  agree  with  his  com- 
petitors. 

Senator  McCumber.  There  is  no  price  fixing? 

Mr.  Brokmeyer.  He  can  not  agree,  under  the  Sherman  law.  Now, 
just  before  leaving  that  proprietary-medicine  tax,  the  druggists  are 
interested  in  the  alternative  proposed,  which  allows  the  Commis- 
sioner of  Internal  Revenue  to  collect  the  tax  in  the  form  of  a  stamp, 
paid  by  the  purchaser  and  affixed  by  the  vendor.  I  have  no  fault  to 
find,  though  the  druggists  would  naturally  contribute  their  time  and 
trouble  to  that  part  of  it;  but  the  other  provision,  which  requires  the 
druggist  to  collect  the  tax,  to  keep  records  and  make  an  inventory 
and  make  returns,  will  impose  upon  him  additional  burdens. 

Senator  Thomas.  Two  years  ago  the  people  whom  you  represent 
complained  very  strongly  because  they  were  required  to  place  these 
stamps  upon  their  commodities. 

Mr.  Brokmeyer.  You  are  quite  rig^ht.  Senator ;  that  is  a  fact. 

Senator  Thomas.  They  said  that  it  required  so  much  time  that  it 
would  be  unjust. 

Mr.  Brokmeyer.  That  is  true,  and  we  would  be  opposed  to  a  stamp 
tax  to-day  if  it  were  not  that  we  realize  we  have  got  to  make  our 
•^arrifires  and  contribute  our  part  toward  the  general  war  program. 
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There  is  just  one  other  part  of  the  bill  I  want  to  speak  of,  and  that 
relates  to  the  tax  on  soda  fountains.  The  bill  fixes  a  tax  on  7-cent 
drinks,  1  cent;  from  7  cents  to  10  cents,  2  cents;  and  with  the  tax 
on  the  drinks  selling  at  7  cents  we  have  no  fault  to  find. 

Senator  Thomas.  There  is  a  temptation  to  charge  15  cents  instead 
of  10  cents ;  that  is  the  objection  I  see  there. 

Mr.  Brokmeyek.  There  is  a  limit  as  to  what  we  can  charge. 

Senator  Thomas.  What  is  the  limit? 

Mr.  Brokmeyer.  It  depends  on  the  druggist's  customers  what  he 
dares  charge. 

Senator  Thomas.  That  is  it  exactly.  This  1  cent  stamp  tax  will 
probably  result  in  the  imposition  of  an  increase  of  100  or  200  per 
cent  on  the  consumer. 

Mr.  Brokmeyer.  Here  is  what  I  was  getting  at.  If  you  will  im- 
pose a  tax  of  1  cent  for  every  10-cent  drink,  and  you  will  make  it 
2  cents  for  every  drink  selling  between  10  cents  and  20  cents,  you  will 
get  more  revenue  for  the  Government,  because  you  will  take  care  of 
tne  most  popular  of  all  drinks — that  is,  the  ice-cream  soda. 

Senator  Thomas.  My  objection  to  that  is  that  I  think  it  can  be 
used  to  increase  very  greatly  the  cost  to  the  consumer  and  to  increase 
the  profit  to  the  vender,  beyond  what  he  would  otherwise  realize. 

Mr.  Brokmeyer.  That  is  true;  but  if  he  increases  his  prices  too 
much  he  will  destroy  his  trade.  Ice-cream  sodas  are  up  to  15  cents, 
and  the  effect  of  this  would  be  to  put  a  4-cent  tax  on  a  15-cent  ice- 
cream soda,  which  would  make  it  19  cents;  and  the  druggists  hon- 
estly tell  me  that  if  they  were  to  charge  19  cents  all  over  the  country 
they  would  not  sell  ice-cream  soda.  The  effect  of  that  would  be  to 
drive  people  to  the  5-cent  drinks.  That  would  mean  that  the  Gov- 
ernment would  get  more  revenue  from  the  1-cent  tax. 

Senator  Thomas.  Will  there  be  such  a  thing  as  a  5-cent  drink  after 
this  of  any  kind. 

Mr.  Brokmeyer.  Yes.  Five-cent  drinks  may  go  to  7  cents,  but  they 
will  not  go  over  that. 

Senator  Thomas.  Do  vou  know  of  any  such  thing  as  a  5-cent 
drink? 

Mr.  Brokmeyer.  Oh,  yes;  Coca  Cola  and  things  like  that.  But 
my  idea  is  that  if  you  will  apply  the  2-cent  tax  to  the  drinks  selling 
between  10  cents  and  20  cents  you  will  preserve  the  trade  as  it  is 
to-day,  and  you  will  get  for  the  Government  the  income  from  the 
2-cent  tax ;  whereas  if  you  keep  the  provisions  as  thej*  are  here  you 
will  drive  people  to  the  lower  priced  drinks. 

Senator  Thomas.  That  would  allow  vou  to  have  a  10-cent  drink 

ft. 

and  pay  the  tax? 

Mr.  Brokmeyer.  Yes..  I  will  ask  pormission  to  submit  a  brief. 

(The  brief  referred  to  by  Mr.  Brokmeyer  is  here  printed  in  full, 
as  follows: 

National  Association  of  IIetail  Druggists, 

Washivf/toiK  D.  C,  September  12,  J918. 

The  Finance  Committee,  United  States  Senate, 

Washington,  D.  C. 

Gentlemen  :  The  National  Associiition  of  Retail  Druggists,  speaking  for  aU 
of  the  drug  stores  of  the  country,  upon  which  the  public  depends  for  the  com- 
pounding and  dispensing  of  necessary  drugs  and  medicines,  and  many  other 
things,  respectfully  protests  against  the  proposed  amendment  of  the  Harrison 
Narcotic  Act   (an  act  of  Congress  approved  Dec.  17,  1914)   In  the  form  of  a 
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"ritler"  tucked  onto  the  peiullng  revenue  bill  without  notice  to  the  drug  trade 
and  pharmacy  Interests  and  an  opportunity  to  be  heard  before  the  Ways  and 
Means  Committee  of  the  House  had  determined  the  matter  on  testimony  sub- 
mitted alone  by  representatives  of  the  Internal  Revenue  Department. 

Tlie  proposed  amendment  was  prepared  by  the  Treasury  Department,  Intro- 
duced In  the  House  of  Representatives  as  H.  R.  12787  a  few  days  before  tne 
revenue  bill  was  reported  by  the  Ways  and  Means  Committee  and  Incorporated 
bo<Iily  In  the  revenue  bill  without  discussion  by  practical  drug  and  pharma- 
reutlcal  men,  who  alone  might  have  Intelligently  advised  all  of  the  members 
of  tlie  Ways  and  Means  Committee  as  to  the  effect  of  the  proposed  amendment 
on  drug  and  pharmaceutical  interests  antl  the  public  welfare.  Your  honorable 
committee  will  recall  liow  you  considerately  and  wisely  co5perated  with  repre- 
sentatives of  all  brancheJof  the  drug  trade  and  pharmacy  before  the  Harrison 
Act  WHS  enacted.  In  order  that  no  Injustice  be  done  the  public  and  drug  and 
pharmaceutical  Interests  in  the  manufacture  and  sale  of  hablt-formlng  narcotic 
drugs  wlien  used  for  legitimate  and  necessary  purix)ses.  It  Is  noteworthy  that 
the  Ways  and  Means  Committee  of  the  House  also  cordially  cooperated  with  the 
representatives  of  drug  and  pharmaceutifal  interests  before  the  enactment  of 
the  Harrison  Act,  -with  gratifying  results  to  all  concerned. 

Sections  lOOS,  1000  and  1010  of  II.  R.  12S63,  Union  Calendar  No.  256,  are  the 
se<-tlons  wlilcli  incorporate  the  Ralney  bill,  to  be  found  on  pages  149,  150,  151, 
152,  154,  15.*)  and  156.  Under  the  guise  of  a  revenue  measure  these  sections 
are  no  more  ov  less  than  a  proposed  exercise  by  the  Federal  Government  of 
the  iKJiice  |)Owers  of  the  several  States,  guaranteed  to  them  and  to  them  alone 
under  tlie  Federal  Constitution.  While  most  of  the  Ralney  bill  Is  devoted  to 
prescrii^ing  the  rates  of  taxation  and  the  method  of  collecting  the  taxes  pro- 
pose<l,  next  to  the  last  section,  section  1009,  repeals  section  6  of  the  Harrison 
Act  except  a  provision  exempting  decocalnlzed  coca  leaves  and  preparations  con- 
taining them  from  tlie  provisions  of  the  act.  That  part  of  the  Harrison  Act 
repealed!  Is  as  follows: 

"  Section  <J.  That  the  provisions  of  this  net  shnll  not  be  construed  to  apply  to 
the  sale,  distribution,  giving  away,  dispensing,  or  possession  of  preparations  and 
remeflies  which  do  not  contain  more  than  two  grains  of  opium,  or  more  than 
one-fourth  of  a  grain  of  morphine,  or  more  than  one-eighth  of  a  grain  of  heroin, 
or  move  than  one  grain  of  codeine,  or  any  salt  or  derivative  of  any  of  them  In  one 
fluid  ounce,  or,  if  a  solid  or  semisolid  prepjjration,  in  one  avoirdupois  ounce;  or 
to  liniments,  ointments,  or  other  preparations  which  are  prepared  for  external 
use  only,  except  liniments,  ointments,  and  other  preparations  which  contain 
iH)caIne  or  any  of  its  salts  or  alpha  or  beta  eucainc  or  any  of  their  salts  or  any 
syntht^iic  substitute  for  them :  Provided,  That  such  remedies  and  preparations 
are  sold,  distributed,  given  away,  dispensed,  or  possessed  as  medicines  and  not 
for  the  purpose  of  evading  the  Intentions  and  provisions  of  this  act." 

The  foregoing  .section  is  substantially  the  exemption  provision  of  all  the  nar- 
cotic laws  of  the  States  and  Territories  of  the  Union,  which  are  baseil  upon 
the  practical  experience  of  the  people  of  this  country  and  have  stood  the  test 
of  many  yeans*  oi)eration. 

The  language  underscored  In  section  6  was  iised  by  Congress  to  make  it 
Impossible  for  any  person  to  almse  the  exemption  provisions  and  privileges  of 
section  6  without  subjecting  himself  to  the  penalties  of  the  law,  and  if  the 
Treasury  Dep*irtment  has  evidence  of  abuses  of  the  law,  It  should  be  called 
uj)on  to  explain  why  this  evidence  has  not  been  furnished  the  Department  of 
Justice  for  purpos<\s  of  prosecution. 

The  repeal  of  section  6,  as  proposed,  would  nullify  one  of  the  purposes  of  the 
International  Opium  Convention,  which  Is  *'  to  limit  the  manufacture,  the  sale, 
and  tlie  use  of  morphine,  cocaine,  and  their  respective  salts  to  medical  and 
legitimate  iises  only,"  as  declared  In  article  9  of  the  treaty.  The  proposed 
repeal  of  sectiim  6  would  seriously  Interfere  with  rather  than  limit  the  manu- 
facture, the  sale,  and  the  use  of  narcotic  drugs  for  medical  and  legitimate  pur- 
poses, and  It  was  because  your  honorable  committee  and  the  Ways  and  Means 
Committee  appreciated  tills  fact  that  Congress  wisely  Incorporated  section  6  in 
the  Harrison  bill  when  It  was  enacted. 

The  proposed  repeal  of  section  6  would  also  conflict  with  the  purpose  of  Con- 
gress as  declared  In  House  Report  No.  23,  Sixty-third  Congress,  first  session,  as 
follows : 

"There  It*-  a  real,  und  one  might  say,  even  desperate  need  of  Federal  legis- 
lation to  control  our  foreign  and  Interstate  traflic  in  habit-forming  drugs,  and 
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to  aid  both  directly  and  Indirectly  tlie  States  more  effectually  to  enforce  their 
police  laws  designed  to  restrict  narcotics  to  legitimate  medical  channels.'* 

The  same  purpose  as  stated  in  the  foregoing  House  report  Is  recorded  in 
Senate  Report  No.  258,  Sixty-third  Congress,  second  session. 

In  other  words,  the  intent  of  Congress  in  the  enactment  of  the  Harrison  act 
was  to  aid  the  States,  not  usurp  the  police  powers  of  the  States,  in  the  enforce- 
ment of  laws  limiting  narcotics  to  legitimate  medical  uses,  and  for  other  recog- 
nized necessary  purposes. 

It  is  contended  that  conditions  have  changed  and  that  thousands  of  addicts 
have  been  found  of  draft  age  In  Baltimore  and  New  York  City.  Granting  this 
to  be  true,  It  certainly  does  not  follow  that  the  large  number  of  these  addicts 
should  or  can  be  attributed  to  the  abnormal  use  of  preparations  containing 
narcotics  In  negligible  quantities  as  provided  in  s-ection  6.  In  fixing  respon- 
sibility It  would  be  more  reasonable  and  fair  to  take  the  Treasury  Department 
It  Its  own  word  when  It  reports  In  successive  annual  reports  of  the  Internal 
Revenue  commissioner  that  far  more  violations  of  the  Harrison  act  have  been 
committee  by  physicians  than  by  druggists  or  any  other  class.  It  Is  more 
probable  that  these  addicts,  like  all  other  addicts,  were  created  by  the  admin- 
istration of  narcotics  upon  the  prescriptions  of  physicians  than  otherwise, 
because  it  can  easily  be  established  that  the  consumption  of  preparations  con- 
taining a  narcotic  in  a  quantity  exempted  by  section  6  In  any  considerable 
quantity  would  result  In  nausea,  or  some  other  form  of  elimination  of  the 
preparation  from  the  human  system.  Recognizing  this  obvious  fact,  Congress 
explained  the  exemptions  of  section  6  in  the  House  report  referred  to  as 
follows : 

"  Section  6  exempts  from  the  provisions  of  this  act  preparations  and  remedies 
which  contain  so  small  a  proportion  of  narcotics  as  to  render  it  Impossible  that 
they  should  become  hablt-formlng  drugs." 

The  Senate  also  concurred  In  this  report,  when  submitted  by  your  honorable 
committee. 

The  contention  of  the  Treasury  Department  that  35,000  gallons  of  paregoric 
were  sold  In  15  States  within  three  months  should  not  be  regarded  as  serious, 
or  significant.  The  department  does  not  state  the  purposes  for  which  the 
paregoric  was  sold  and  therefore  there  is  no  way  of  determining  whether  It  was 
used  for  legitimate  and  necessary  purposes,  or  not.  It  certainly  does  not  follow 
that  all  of  it  or  any  considerable  part  of  It  was  used  for  illegitimate  purposes. 
In  the  absence  of  proof  to  that  efftx.'t.  There  are  anywhere  from  fifteen  to 
twenty  million  persons  in  1.")  States  and  this  large  population  surely  needs  a 
considerable  quantity  of  this  popular  and  widely  use<i  preparation.  Thirty- 
five  thousand  gallons  equals  4  480,000  oimces,  or  2^  drams  per  person  in  three 
months,  on  the  basis  of  a  population  of  15,000,000  persons,  the  lowest  estimated 
population  of  15  States.  One  ounce  of  paregoric  contains  1.8  grains  of  opium, 
so  that  assuming  that  one  person  consumed  2J-  drams  of  paregoric  in  three 
months  and  that  every  one  of  the  15,000,000  persons  consumed  paregoric,  each 
person  would  have  consumed  less  than  one-half  a  grain  altogether  In  that  length 
of  time.  Nor  would  he  have  consumed  one-half  a  grain  of  opium  in  its  state 
as  opium.  Paregoric  contalus,benzolc  acid,  camphor,  and  oil  of  annlse  in  quanti- 
ties proportionately  the  same  as  that  of  the  opium  content,  to  which  is  added 
a  small  percentage  of  glycerine,  the  remainder  of  the  preparation  consisting  of 
diluted  alcohol.  To  consume  paregoric,  therefore,  in  any  considerable  quantity, 
or  in  suflicent  quantity  to  satisfy  the  craving  of  an  addict,  would  undoubtedly 
result  In  the  consumer's  illness,  or  in  the  rejection  of  the  praparation  by  the 
system  before  its  effect  could  be  felt.  Repeated  experiences  of  this  kind  would 
hardly  be  conducive  to  the  development  of  paregoric  addicts,  if  the  laws  and 
experience  of  human  nature  count  for  anything.  What  the  Treasury  Depart- 
ment has  in  mind  is  to  obtain  from  Congress  the  authority  to  make  any  and  all 
regulations  it  pleases  for  the  manufacture,  sale,  possession,  compounding,  and 
dispensing  of  narcotic  drugs  and  preparations  containing  them  in  any  quantity, 
however  negligible.  If  this  power  Is  vested  In  the  department.  It  will  proceed 
to  permit  the  administering  of  narcotic  drug  and  preparations  containing  them 
upon  physicians'  prescriptions,  thus  perpetuating  the  principal  source  of  the 
narcotic  evil,  while  denying  to  the  public  the  right  to  purchase  preparations 
which  can  not  possibly  become  habit-forming  in  package  form  as  found  on  the 
shelves  of  drug  stores.  How  the  proposed  repeal  of  section  6  would  improve  the 
situation  is  not  olear.  How  it  would  furnish  additional  opportunities  for 
abuses  of  the  use  of  habit-forming  narcotic  drugs  is  plain. 
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It  should  be  remembered  that  druggists  purchased  opium,  morphine,  and 
similar  drugs  for  use  In  making  their  own  preparations,  including  paregoric, 
before  the  enactment  of  the  Harrison  act  and  sold  them  in  quantities  of  10 
or  20  cents'  >vorth  at  a  time.  The  restrictions  of  the  act  were  such,  however, 
that  they  soon  found  it  unprofitable  and  inadvisable  to  purchase  these  narcotic 
drugs.  The  temptation  to  burglars  was  great,  as  was  the  responsibility  of 
druggists.  They  therefore  changed  their  policy  and  bought  narcotic  prepara- 
tions already  prepared,  so  that  to-day  the  average  druggist  carries  in  stock 
little  or  no  narcotic  drugs  in  their  original  state.  It  is  not  surprising,  there- 
fore, that  the  sales  of  narcotic  preparations  by  druggists  have  increased  100 
per  cent,  or  more,  according  to  the  Treasury  Department.  If  they  had  increased 
1 0(X>  per  cent  it  would  not  necessarily  mean  that  as  much  opium  had  been  dis- 
pensed in  narcotic  preparations  since  the  form  of  distribution  was  changed  as 
was  sold  when  druggists  were  making  their  own  narcotic  preparations  and  dis- 
pensing them  in  small  quantities. 

F»r  the  foregoing  and  other  reasons,  the  statement  of  which  the  lack  of  time 
and  space  will  not  permit,  your  honorable  committee  is  earnestly  requested  to 
strike  out  of  the  pending  revenue  bill  sections  1008,  1009,  and  1010.  The  ob- 
jections entertained  against  sections  1008  and  1010  are  based  on  the  contention 
mainly  that  If  Congress  in  its  wisdom  sees  fit  to  amend  the  Harrison  act,  it 
should  be  done  through  legislation  independent  of  revenue  legislation,  after 
careful  consideration  of  the  subject  and  a  full  and  fair  opportunity  for  the 
organized  drug  trade  and  pharmacy  to  be  heard. 

Very  respectfully, 

Eugene  C.  Bbokmet eb, 

General  Attorney. 
Fbank  T.  Stone, 
Chairman,  JjegiMative  Committee. 


National  Association  of  Retail  Dbuogists, 

Washington,  D.  C,  September  12,  1918. 
TiiK  Finance  Committee, 

United  States  Senate,  Washington,  D.  C. 

Gentlemen:  The  National  Association  of  Retail  Druggists,  representing  the 
more  than  50,000  drug  stores  of  the  United  States,  asks  the  indulgence  of  your 
honorable  committee  for  the  privilege  of  siibmlttlng  for  your  careful  considera- 
tion the  following  in  relation  to  the  proposed  tax  on  beverages  as  provided  in 
section  630.  page  115,  of  H.  R.  12863 : 

Ttui  tax  on  soda-fountain  drinks. — This  provision  levies  "  a  tax  of  2  cents  for 
each  10  cents  or  fraction  thereof  of  the  amount  paid  to  any  person  conducting 
a  soda  fountain.  Ice-cream  parlor,  or  other  similar  place  of  business,  for  drinks 
commonly  known  as  soft  drinks,  comi)ounded  or  mixed  at  such  place  of  busi- 
ness, or  for  ice  cream,  ice-cream  sodas,  sundses,  or  other  similar  articles  of 
food  or  drink,  when  any  of  the  above  are  sold  for  consumption  In  or  in  prox- 
imity to  such  place  of  business :  Provided,  that  In  cases  where  the  charge  for 
any  such  article  Is  7  cents  or  less,  the  tax  shall  be  1  cent.  Such  tax  shall  be 
paid  by  the  purchaser  to  the  vendor  and  shall  be  collected,  returned,  and  paid 
to  the  United  States  by  such  vendor  in  the  same  manner  as  provided  In  sec- 
tion 502." 

Section  502  provides  that  vendors  shall  collect  the  tax  imposed  from  the  per- 
son making  the  payment  of  such  tax  and  shall  make  monthly  returns  under 
oath  in  duplicate  and  pay  the  taxes  so  collected  to  the  local  collector  of  revenue. 

Retail  druggists  have  no  complaint  against  the  tax  itself;  they  merely  ask  your 
honorable  committee  to  readjust  the  rates  of  taxation,  so  that  neither  the  revenue 
of  the  Government  nor  the  profits  of  the  druggist  will  suffer.  We  are  entirely 
satisfie<1  with  the  tax  of  1  cent  for  each  drink  selling  at  a  fountain  or  stand  for 
7  centa,  or  fraction  thereof.  We  suggest,  however,  that  the  bill  be  amended  so 
aa  to  provide  a  tax  of  2  cents  for  each  drink  selling  for  more  than  7  cents 
and  not  more  than  20  cents,  with  such  additional  tax  for  each  drink  selling  at 
more  than  20  cents  as  the  good  Judgment  of  your  honorable  committee  may 
dictate.  Ice-cream  sodas  as  a  general  thing  nowadays  sell  for  15  cents.  Under 
the  bill  aa  it  now  reads  the  tax  on  such  sodas  would  be  4  cents,  because  a  tax 
of  2  cents  is  imposed  for  each  10  cents  or  fraction  thereof  paid  for  a  soda- 
fountain  drink.  The  effect  of  raising  the  selling  price  of  Ice-eream  sodas  to  19 
cents,  Incl tiding  the  proposed  tax.  would  be  to  greatly  discourage  the  purchase 
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and  sale  of  ice-cream  sodas  and  force  the  consuming  public  to  the  5-cent  drinks. 

This,  of  course,  would  increase  the  proceetls  of  the  Government  from  the 
1-cent  tax  proposed,  but  would  cause  large  loss  of  revenue  from  the  2-ceut  tax 
proposed.  Aside  from  the  consideration  of  revenue  and  the  profit*^  of  retailers, 
which  would  greatly  shrink  under  the  rates  proposed,  the  far  more  impor- 
tant consideration  is  the  effect  of  the  proposed  rates  on  the  public.  Depriving 
the  American  people  of  Ice  cream  soda — that  Is,  a  large  majority  of  them, 
or  those  able  to  pay  15  cents  for  a  drink  and  no  more — would  be  unwise  from 
two  points  of  view:  It  would  deprive  the  consuming  public  of  the  benefit  of 
the  food  value  of  the  large  majority  of  drinks  consumed  at  the  soda  fountain 
by  forcing  them  to  consume  the  5-cent  drinks  containing  no  Ice  cream  or  milk, 
and  would  alsQ  take  away  from  them  one  of  their  most  popular  luxuries  and 
forms  of  diversion.  The  "  movie  "  and  the  soda  fountain  have  come  to  be  the 
common  form  of  entertainment  and  pleasure  for  the  masses  and  anything  which 
tends  to  discourage  this  form  of  diversion  or  entertainment  without  providing 
a  good  substitute  for  them  would  be  against  public  policy,  particularly  in  the 
hour  of  the  Government's  trials. 

Your  honorable  committee  is  therefore  earnestly  urged  to  amend  section  630 
in  accordance  with  the  suggestions  herein  respectfully  submitted. 

In  these  trying  times  for  the  Government  no  special  Interest  has  any  claim 
for  consideration  at  Its  hands,  especially  where  the  nee<ls  of  the  Government 
for  the  prosecution  of  the  war  are  concerned.  In  this  instance,  however,  it 
should  be  remembered  that  the  public  welfare  is  the  highest  consideration.  The 
health  and  life  of  the  Nation  demand  adequate  and  efficient  pharmaceutical 
service.  Drug  stores  can  not  be  operated  by  the  sale  of  drugs  and  medicines 
alone  because  the  volume  and  profits  of  such  business  will  not  maintain  any 
drug  store  alone.  The  soda-fountain  business  Is  the  largest  and  most  profitable 
item  of  the  average  drug  store.  Many  druggists  depend  upon  the  profits  de- 
rived from  this  source  in  the  spring,  sununer,  and  autumn  seasons  to  tide  them 
over  the  lean  days  of  the  winter.  It  would.  Indeed,  be  unfortunate  and  unwise 
for  Ck)ngress  to  cripple  this  phase  of  their  business  wlille  at  the  same  time 
Imposing  a  10  per  cent  tax  on  medicines,  cosmetics,  and  similar  articles  and 
twice  the  present  tax  on  alcohol  used  for  pharmaceutical  purposes.  These 
burdens,  together  with  the  loss  of  qualified  help  caused  by  the  draft,  will  make 
it  a  serious  question  as  to  whether  or  not  drug  stores  caft  continue  as  agencies 
for  the  compounding  and  dispensing  of  necessai*y  drugs  and  medicines. 
Very  respectfully, 

Eugene  C.  Brokmeyeb, 

General  Attorney/. 
Frank  T.  Stone, 

Chairman  Lrgislatire  Committef. 


National  Ahsocfation  of  Retail  Dbugoists. 

Washington,  D.  C,  September  12,  19JS. 
The  Finance  Committee, 

United  States  Senate,  Washington,  D.  C, 

Gentlemen:  On  behalf  of  the  more  than  50.000  retail  druggists  of  the 
United  States  the  National  Association  of  Retail  Druggists  has  the  honor  to 
submit  for  your  careful  consideration  the  following  brief  In  relation  to  the 
proposed  taxation  of  distilled  spirits  for  medicinal  and  industrial  purposes 
and  proprietary  preparations  In  H.  R.  12,863.  Union  Calendar  No.  256: 

Poor  man's  medicine  toxed  many  ways. — Your  honorable  committee  wisely 
and  justly  differentiated  between  medicines  and  cosmetics  and  similar  articles 
and  excluded  the  proposed  tax  on  the  former  in  the  revenue  act  of  1014.  You 
promptly  sustained  the  point  that  medicines  are  necessaries  while  cosmetics 
and  similar  articles  are  luxuries. 

The  War  Industries  Board  recently  has  classified  drugs  and  medicines  as 
essentials  and  placed  them  on  the  preferred  list  so  as  to  insure  their  continued 
manufacture  and  distribution  in  the  Interest  of  the  health  and  life  of  the 
Nation. 

The  Ways  and  Means  Committee  of  the  House,  however,  has  classified 
medicines  and  cosmetics  and  similar  articles  alike  In  the  pending  bill  and  Im- 
posed a  consumption  tax  of  1  cent  for  each  10  cents  or  fraction  thereof  paid 
by  the  consuming  public.  The  tax  on  both  under  the  present  law  Is  2  per  cent 
of  the  manufacturer's  selling  price. 
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The  nntioiial  ndminlstratlon  recomtnendecl  doubling  of  exiiiting  taxation  to 
meet  the  reqnlrementjs  of  the  war,  and  the  pendliiK  revenue  bill  has  been  framed 
In  aceordance  with  that  recommendation,  except  In  the  case  of  medicines  and 
cosmetics  and  similar  nrtlcles.  A  consumption  tax  of  4  per  cent,  therefore, 
would  meet  the  needs  of  the  Government  and  not  prove  a  discrimination  against 
a  recoil  zed  necessary  of  life,  so  far  as  medicines  are  concerned. 

Besides  the  10  per  cent  tax  on  medicines  and  ccxsmetlcs  and  similar  articles, 
the  pending  bill  levies  a  tax  of  $4.40  per  proof  gallon  on  medicinal  and  in- 
dustrial alcohol,  commonly  called  nonbeverage  alcohol,  double  the  present  tax. 
This  amounts  to  $8.20  per  gallon  as  used  for  the  manufacture  of  medicinal 
preparations,  because  alcohol  so  used  must  be  188  per  cent  proof.  Your  honor- 
able committee  is  doubtless  aware  that 'alcohol  is  indispensable  as  a  solvent, 
preservative,  or  because  of  its  therapeutic  value  In  making  medicinal  prepara- 
tions and  is  largely  used  for  such  purposes.  It  is  estimated  that  the  proposed 
tax  on  nonbeverage  alcohol  would  amount  to  not  less  than  51  per  cent,  of  the 
entire  gross  sales  of  a  certain  popular  and  widely  used  liniment  during  the 
past  year,  and  to  from  10  to  35  per  cent  of  the  gross  sales  of  other  similar 
preparations.  Add  to  this  a  10  per  cent  consumption  tax  and  your  honorable 
committee  will  perceive  the  extent  of  the  additional  burdens  proposed  for  the 
poor  man's  medicine,  as  well  as  the  medicine  of  all  classes,  including  that 
manofactured  for  the  use  of  the  naval  and  military  forces  of  the  nation.  Nor 
is  this  nil.  In  addition  to  these  specific  taxes  the  manufacturers  of  drugs  and 
medicines  are  required  by  the  pending  bill  to  pay  Income,  war,  and  excess 
profits  and  the  other  taxes  levied  on  manufacturers  and  other  classes  of  citl- 
jsens  generally.  Why  drug  and  medicine  manufacturers,  wholesalers,  and  re- 
tailers should  have  been  singled  out  as  the  subjects  for  so  many  different  forms 
of  taxation,  and  why  the  consuming  public  should  also  be  discriminated  against 
in  the  taxation  of  these  necessaries,  is  difficult  to  understand.  If  reason.  Justice 
and  wise  statesmanship  are  to  be  the  guide  of  the  national  lawmakers.  The  re- 
tall  druggists  of  the  country  are  heartily  in  sympathy  with  the  patriotic  purpose 
of  the  (Government  and  Congress  to  raise  all  revenue  required  for  the  successful 
prooecutlon  of  the  war  and  are  more  than  willing  to  bear  their  fair  share, 
whether  in  the  form  of  direct  taxes,  or  as  additional  burdens  imposed  on 
them  in  the  administration  of  the  proposed  taxes.  All  they  ask  is  that  there 
be  no  inequality,  or  discrimination,  against  the  drug  trade  and  pharmacy. 
Aside  from  their  selfish  interests,  your  honorable  committee  should  not  over- 
look the  fact  that  alcohol  Is  used  by  druggists  everywhere  in  compounding  their 
own  preparations,  as  well  as  physicians*  prescriptions,  so  that  druggists  are 
quite  as  much  interested  in  the  proposed  excessive  tax  on  nonbeverage  alcohol 
as  the  large  drug  and  pharmaceutical  manufacturers.  What  is  more,  druggists 
are  manufacturers  of  preparations  included  in  paragraph  (h)  of  section  600  of 
the  revenue  act  of  1917  which  the  pending  bill  designates  as  the  subject  of  1  cent 
for  each  10  cents,  or  fraction  thereof,  of  the  retail  price,  a  consumption  tax, 
but  none  the  less  a  tax  on  the  time  and  labor  of  the  druggists  in  the  collection 
and  return  of  the  tax.  Consequently  druggists  nre  no  less  concerned,  or 
affected,  by  this  proposed  tax  than  the  large  drug  and  pharmaceutical  man- 
ufacturers ;  nor  is  the  consuming  public  less  afTected  by  it,  so  far  as  the  selling 
price  of  me<licinal  preparations  is  concerned.  The  danger  is  that  the  selling 
price  of  necessary  drugs  and  medicines  to  the  public  will  become  prohibitive 
if  your  honorable  committee  should  retain  the  rates  of  taxation  proposed  on 
proprietary  preparations  and  nonbeverage  alcohol  In  the  pending  bill.  In 
addition  to  reducing  the  proposed  tax  to  4  per  cent  on  proprietary  prepara- 
tions, this  B&Hociation  respectfully  urges  your  honorable  committee  to  spe- 
cifically designate  that  the  tax  be  a  stamp  tax  and  that  it  be  collected  from 
the  purchaser  by  the  retailer  at  the  time  of  sale  in  the  form  of  a  stamp  can- 
celed and  affixed  by  the  retailer. 

The  pending  bill  authorizes  the  Commissioner  of  Internal  Reveune  to  collect 
this  tax  either  by  the  method  Just  suggested  or  by  requiring  the  purchaser  to 
pay  the  tax  to  the  vendor  and  compelling  the  vendor  to  make  monthly  returns 
under  oath  In  duplicate  and  pay  the  taxes  collected  to  the  local  revenue  col- 
lector. The  latter  method  would  have  the  effect  of  requiring  druggists  to  keep 
so  many  records  In  addition  to  those  they  are  now  required  to  keep  by  other 
branches  of  the  Government  that  it  would  be  most  difficult  for  the  drug  stores 
of  the  country  to  continue  in  oi)eratlon,  particularly  with  the  shortage  of  reg- 
istered pharmacists  now  prevailing,  which  promises  to  become  even  more  serious 
umler  the  operation  of  the  new  draft  law.  Eighteen  drug  stores  have  been 
closed  In  the  District  of  Columbia  alone  during  the  past  six  months  on  account 
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of  the  shortage  of  help  and  difficulty  in  obtaining  neoessa^  supplies,  and  for 
other  reasons.  This  represents  7.4  per  cent  of  the  total  number  of  drug  stores 
in  existence  six  month  ago.  It  is  predicted  that  there  will  not  be  less  than  50 
additional  drug  stores  closed  within  the  next  three  months  under  the  new  draft 
law,  because  of  the  shortage  of  qualified  and  registered  pharmacists  There- 
fore, your  honorable  committee  will  observe  that  the  public  welfare  is  directly 
affected  by  the  excessive  burdens  proposed  in  the  pending  bill,  which,  although 
of  a  revenue  character,  are  none  the  less  calculated  to  make  it  difficult  or 
impossible  to  continue  drug  stores  in  operation  and  thus  Jeopardize  the  h^ilth 
and  life  of  the  Nation,  so  far  as  the  public  depends  upon  drug  stores  for  the 
comi>oundlng  of  prescriptions  and  dispensing  of  necessary  drugs  and  medicines. 
Still  another  provision  of  the  pending  bill  is  calculated  to  drive  drug  stores  out 
of  business.  Section  908  provides  that  "  a  tax  of  1  cent  for  each  10  cents  or 
fraction  of  the  amount  paid  "  for  any  of  the  articles  taxed  when  sold  for  con- 
sumption or  use  shall  be  paid  by  the  consumer.  This  language  should  be 
changed  so  as  to  provide  that  the  tax  imposed  finally— 4  per  cent  it  is  to  be 
hoped — shall  be  based  on  the  price  stamped  upon  them  by  the  original  manu- 
facturer, and  in  cases  where  articles  subject  to  the  tax  have  no  price  stamped 
upon  them,  the  tax  be  based  upon  the  ordinary  and  accepted  value  of  such 
articles,  the  method  adopted  by  the  Internal  Revenue  Department  in  the  collec- 
tion of  the  war  tax  during  the  Spanish  American  War.  The  objection  to  the 
language  in  the  pending  bill  is  that  it  will  greatly  encourage  predatory  price 
cutting.  This  will  not  only  drive  drug  stores  out  of  business  by  making  It 
impossible  for  them  to  compete  with  department  store  and  other  price  cutters, 
who  cut  the  prices  of  some  standard  article  and  advertise  it  as  a  bait  for  the 
attraction  of  unwary  purchasers  whom  they  fleece  through  the  sale  of  other 
articles  at  exorbitant  prices,  but  will  also  have  the  effect  of  driving  off  the 
market  articles  of  established  and  known  value  and  the  substitution  therefor 
of  articles  of  Inferior  quality  selling  for  far  more  than  they  are  really  worth. 

In  passing  your  honorable  committee  will  note  that  the  pending  bill  imposes 
other  burdens  on  retail  druggists,  including  the  obligation  to  collect,  return,  and 
pay  the  tax  imposed  on  every  drink  sold  at  their  soda  fountains  This  associa- 
tion does  not  complain,  merely  calling  the  attention  of  your  honorable  committee 
to  the  practical  difficulties  confronting  the  pharmacist  In  continuing  the  opera- 
tion of  the  average  drug  store  and  rendering  efficient,  safe,  and  necessary 
pharmaceutical  service  indispensable  to  the  health  and  life  of  the  Nation. 
Very  respectfully, 

Eugene  C.  Bbokmetxb, 

Cfeneral  Attorney, 

Fbank  T.  Stone, 
.     ,  Chaimian  Legislative  Committee. 

(The  following  brief  was  subsequently  submitted  to  the  committee 
by  Mr.  Charles  M.  Woodruff,  and  by  order  of  the  chairman  is  here 
printed  in  full,  as  follows:) 

S$tatsment  on  Behalf  of  Manufactubing  Phakmact  Respecting  the  Wab- 

Revenue  Bill  of  1918,  Known  as  H.  R.  12863. 

SUMMABT. 

I.  A  protest  against  the  increased  tax  on  nonbeverage  alcohol. 

II.  A  suggested  provision  to  be  added  to  section  908,  paragraph  (a),  to  make 
the  legislative  intent  more  certain. 

III.  A  plea  for  a  better  opportunity  to  consider  the  rider  amending  the  so- 
called  Harrison  Act  (sees.  1008, 1009,  and  1010)  than  can  be  afforded  in  connec- 
tion with  this  revenue  bill. 

"  Drugs  and  medicines  "  have  been  formally  recognized  by  the  War  Industries 
Board  as  essential  to  the  welfare  of  both  the  civilian  and  the  military  popula- 
tion. No  attempt  has  been  made  to  xlistingulsh  between  schools  of  practice  or 
opposing  opinions  of  medical  men,  it  having  been  recognized  that  the  public 
and  the  medical  profession  as  a  whole  must  be  treated  on  the  basfas  of  equality 
before  the  law. 

Moreover,  It  has  been  recognized  that  the  neighborhood  drug  store,  as  the 
immediate  point  of  contact  with  the  public,  is  an  essential  to  the  health  of  the 
country  as  the  family  physician;  and  that  very  few  drug  stores  could  exist 
if  it  failed  to  supply  the  medical  needs  of  the  whole  community. 
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Few,  indeed,  do  not  depend  in  some  degree  upon  the  doctor,  who  may  be  a 
** regular,"  "eclectic,"  or  "homeopath."  Even  among  "regulars"  there  are 
opposing  views  as  to  the  most  effective  form  of  medicament,  and  the  value  of 
particulnk*  drugs — the  result  being  that  any  list  likely  to  meet  the  requirements 
of  the  profession  as  a  whole  must  provide  several  times  as  many  preparations 
as  have  been  "  recognized  "  by  those  who  have  compiled  the  so-called  "  official " 
formularies. 

Manufacturing  pharmacy  must  therefore  perform  Its  functions  with  the  same 
Impartiality  as  those  who  have  to  do  with  the  enactment,  the  administration, 
and  the  enforcement  of  law.  It  is  its  function  to  reduce  the  crude  drug  to  that 
form  of  medicinal  preparation  that  will  make  it  efficient  and  available  to  the 
physician  whose  experience  and  observation  leads  him  to  prescribe  it. 

Not  considering  modern  serum  therapy,  the  crude  source  of  all  but  a  very 
few  prepared  substances  is  botanic  In  character.  Herbs,  roots,  barks,  flowers; 
leaves,  and  sometimes  whole  plants  contain'  certain  active  principles  which  It  Is 
the  province  of  manufacturing  pharmacy  to  Isolate  from  the  mass  of  Inert 
matter  confining  them,  and  present  in  a  form  that  will  Insure  permanency  and 
efficiency,  certainty  of  dosage,  and  other  advantages  not  necessary  to  name. 

To  this  end  some  extractive  agent  or  solvent  must  be  employed  that  will 
bring  away  the  desired  active  principle.  In  90  cases  out  of  every  100  this 
extractive  agent  or  solvent  Is  alcohol.    Pharmaceutical  science  knows  no  other. 

The  manufacturing  pharmacist  therefore  does  not  use  alcohol  from  choice, 
but  because  he  Is  obliged  to.  Find  him  an  efficient  substitute  and  he  will  gladly 
adopt  it. 

The  tax  on  alcohol  Is  already  higher  than  Is  just.  It  Is  many  times  the  value 
of  the  article  Itself.  No  other  Industrial  requisite  Is  so  severely  taxed,  and  but 
few  are  taxed  at  all.  In  looking  for  more  revenue  why  not  leave  alcohol  as  It 
Is  under  the  law  of  1917  and  levy  a  tax  upon  one  or  more  substances  that  are 
now  unburdened  by  any  tax? 

The  enormity  of  the  tax  upon  alcohol  does  not  fully  appear  until  it  is  reduced 
to  terms  of  wine  gallons.  The  war-revenue  law  of  1917  doubled  the  existing 
tax  on  Industrial  alcohol,  and  made  It  $2.20  per  proof  gallon,  or  $4.14  per  wine 
gallon,  figuring  alcohol  at  188  proof.  The  present  law  doubles  this  and  makes 
the  tax  $4.40  per  proof  gallon,  or  $8.28  per  wine  gallon. 

The  seriousness  of  this  enormous  tax  might  be  more  fully  realized  If  time 
had  permitted  a  canvass  of  those  engaged  In  this  essentlaf  Industry  that  would 
have  afforded  a  summary  of  the  experience  of  the  Industry  as  a  whole.  As  it 
Is,  it  may  be  said  that  one  concern  alone  will  have  to  pay  more  than  $900,000 
per  year  based  on  Its  consumption  for  1917.  How  many  concerns  can  meet  this 
extra  tax  without  embarrassment?  And  yet  all  must  meet  it  in  some  way  or 
fall  in  their  duty  to  the  public  as  manufacturing  pharmadsta 

It  may  be  suggested  that  the  manufacturer  can  pass  the  tax  along;  but  an 
emergency  tax,  such  as  the  proposed,  is  an  uncertain  element  of  cost  and  renders 
the  business  affected  by  it  extremely  hazardous.  What  may  be  gained  at  one 
end  will  be  more  than  lost  at  the  other.  By  an  unchangeable  law  of  economics 
prices  of  stocks  on  hand  must  be  such  as  will  protect  against  loss  when  the 
tax  is  repealed,  and  goods  manufactured  under  it  must  be  sold  at  less  than  the 
cost  of  production. 

This  inevitable  disturbance  of  an  important  Industry  at  two  critical  periods, 
now  and  when  the  readjustment  comes,  is  a  strong  argument  against  this  unjust 
alcohol  tax. 

The  tax  on  beverage  alcohol  affects  the  Industry  and  trade  in  this  way: 
Under  the  present  rules  and  regulations,  before  a  manufacturer  can  use  in- 
dustrial alcohol  for  any  purpose,  he  must  file  a  bond  in  a  penal  sum  equal  to 
three  times  the  difference  between  the  tax  on  nonbeverage  alcohol  and  beverage 
alcohol  multiplied  by  the  number  of  gallons  he  expects  to  have  on  hand  or  in 
transit  at  any  one  time.  This  amount  Is  relatively  large.  It  is  not  practicable, 
under  present  regulations,  to  file  a  personal  bond,  and  the  bonding  companies  are 
combined  as  to  premium  required  for  such  bonds,  which  is  very  high — ^based  on 
tile  theory  that  those  engaged  in  this  essential  Industry  and  trade  are  potential 
criminals. 

Finally,  the  proposed  measure  entails  upon  the  producer  of  the  drugs  and 
medicines  so  essential  to  the  health  and  welfare  of  the  public  the  obligation 
to  pay  on  whatever  stock  of  alcohol  he  may  have  on  hand  when  It  goes  Into 
effect  the  sum  of  $2.20  per  proof  gallon,  or  $4.14  per  wine  gallon.  This  will 
amount  to  more  than  many  manufacturers  will  have  in  bank  and  will  involve  the 
necessity  of  borrowing.    In  some  cases  It  will  doubtless  cause  some  degree  of 
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Ihiuncial  embarrasHiuent ;  in  all  cases  it  will  be  unjuHt  imposition  upon  an  easea- 
tiai  industry  not  compensated  by  the  returns. 

It  is  therefore  requested  on  behalf  of  manufacturing  pharmacy  that  the  Hrar- 
revenue  act  of  1918  do  not  increase  the  tax  imposed  upon  alcohol  by  the  war- 
revenue  act  of  1017. 

THE  TAX  ON   PEBFUMES,   TOILCT  PEEPAJIATIONS,   AND  PATENT   HEDICIN3SS* 

The  context  and  the  use  of  the  words  "  consumption  or  use  '*  in  sections  imme- 
diately preceding  section  908,  paragraph  (a),  would  seem  to  majse  the  **legi9- 
Intive  intent"  very  clear.  It  unquestionably  has  reference  to  tbe  final  sale 
across  the  retailer's  counter,  or  any  sale  that  Is  equivalent,  as  a  sale  by  a  mall- 
order  house.  In  one  sense  these  terms  are  synonymous,  and  the  last  purchaser 
is  the  ultimate  consumer,  whether  he  eats  it  or  whether  he  wears  or  otherwise 
sses  it,  so  that  its  identity  remains  unchanged  indefinitely. 

It  is  not  thought  that  it  is  intended  to  tax  the  manufacturer  who  purct^ases 
an  article  included  in  the  enumeration  for  the  purpose  of  producing  anc^er 
article,  or  the  physician  to  pay  a  tax  upon  the  medicine  he  administers  in  con* 
venient  doses  but  does  not  charge  for  specifically,  or  the  druggist  to  pay  a  tax 
on  the  many  products  he  buys  to  dispense  upon  physicians*  prescriptions  and 
orders,  or  the  patient  upon  the  mixture  his  physician  has  prescribed  for  him. 
And  yet  these  practical  (administrative)  interpretations  are  likely  to  be  made, 
and  if  long  continued  and  acquiesced  in  may  be  finally  confirmed  by  judicial 
construction. 

Therefore,  believing  it  does  not  change  the  intent  of  Ck>ngress,  but  makes  it 
more  clear,  it  is  asked  that  the  following  provision  be  inserted  at  the  iMid  at 
paragraph  (a),  section  908: 

"Promdedf  That  any  article  sold  for  use  in  manufacturing  any  other  artide 
intended  for  sale  for  consumption  or  use,  and  any  article  sold  to  any  regular 
phannacist  for  use  in  compounding  prescriptions,  or  any  article  sold  to  any 
physician  or  ho^>ital  for  administration  to  any  person  being  treated  by  mw^k 
physician  in  such  hospital,  or  any  article  sold  to  a  dentist  or  veterinarian  for 
use  in  his  practice,  shall  not  be  considered  as  sold  for  consumption  or  use 
within  the  meaning  of  this  section  unless  a  charge  is  made  for  such  article 
apart  from  the  fee  charged  by  such  pharmacist,  {^ysician,  hospital,  deaUst,  or 
veterinarian  for  professional  services,  in  which  case  such  pliarmacist,  physician, 
dentist,  or  veterinarian  shall  be  regarded  as  the  vendor  under  paragraph  (b> 
of  this  section." 

WHY   THE    AMENDMENTS    TO  THE   SO-CALLED    HABBISON    ACT   SHOULD    NOT    BE    OON- 

8IDEBED  IN  CONNECTION   WITH  THIS  BIIJ.. 

Sections  1008,  1000,  and  1010  of  the  bill  now  under  discussion  comprise  two 
measures  originally  introduced  by  Hon.  Henry  T.  Rainey  as  H.  R.  9830  and 
H.  R.  12787. 

Section  1010  <n.  R.  9630)  re9)ects  the  disposition  of  opium,  etc.,  under  seizure 
by  the  United  States  Government  and  happens  to  be  exactly  in  harmony  with 
a  resolution  adopted  by  the  American  Drug  Manufacturers  Association. 

Sections  1006  and  1000  make  radical  amendments  to  the  so-called  Harrtson 
an tl  narcotic  act 

This  act  was  the  result  of  the  combined  efforts  of  Dr.  Hamilton  Wright 
and  the  entire  drug  trade  of  the  country  represented  by  the  National  Drug 
Trade  Conference  to  agree  upon  a  measure  that  wouki  prevent  the  police  laws 
•9f  the  several  States  affecting  narcotics  tram  being  nullified  by  the  natural 
operations  of  commerce  between  the  States.  There  were  efficient  laws  to 
prevent  habitues  from  secnrlng  supplies  in  their  own  States ;  but  none  to  hiaAer 
them  from  purchasing  across  the  border.  Bills  which  had  been  introdiiced 
were  opposed  by  the  trade  as  unnecessarily  burdensome  and  unworkable.  &iiioe 
manufacturers  were  obliged  to  produce  preparations  of  the  inhibited  articles 
in  their  capacity  as  suppliers  of  the  doctor's  requirements,  and  dealers  by  the 
same  token  were  required  to  distribute  them,  as  well  as  physdclans  to  pre> 
scribe  them;  anO  since  all  were  in  favor  of  workable  restrictive  measures,  the 
right  of  their  accredited  representatives  to  be  consulted  in  the  working  but  of  a 
practical  measure  was  conceded,  and  the  work  of  the  National  Drug  Tratle 
Conference  was  commended  by  Representatives  Harrison,  Mann,  and  others 
when  the  hill  was  Introduced  in  the  House;  and  by  Senator  Thomas  wiien  ft 
came  up  in  the  Senate. 
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In  May,  1917,  u  conference  was  held  under  the  auspices  of  the  National  Drug 
Trade  (Vmference.  to  whicli  came  representatives  from  several  States,  duly 
appuinteil  by  governors,  mayors,  and  other  officials,  to  exchanjre  experiences 
and  determine  what  amendments  to  the  act  were  needeil  to  make  it  more 
effective. 

It  Is  not  the  pui'pose  of  this  protest  to  speak  of  the  merits  of  the  amendments 
to  the  Harrison  Act.  It  Is  enough  to  know  that  they  are  imi)ortant  and  should 
be  con.sIdered  apart  from  the  war-revenue  act  to  which  they  liave  beenn  attached 
u»  a  rider;  and  that  the  National  Drug  Trade  Conference,  which  meets  soon, 
should  Inive  the  opportunity  of  a  hearing  after  first  considering  the  measure  in 
deliberative  assembly  as  a  separate  feature. 

A  protei^t  against  this  method  of  rushing  through  an  Important  measure  to 
w!drh  one  faction  Is  committed  reflects  only  upon  a  system  which  has  pre- 
vailed altogether  too  long  In  Federal  legislation.  It  Is  a  method  provided 
against  by  the  constitutions  of  most  of  our  States,  and,  If  the  writer  does  not 
nHHPKMjlle<-t,  de<»rled  by  our  esteemed  President. 

All  that  is  asked  in  this  connection  Is  that  sections  1008,  1009,  and  1010  may 
be  stricken  out  of  the  war-revenue  bill,  to  be  reintroduced  as  a  separate  meas^ 
tire  for  more  deliberative  consideration  than  can  be  given  It  In  this  connection. 

Tlie  ne<t»s8lty  of  this  action  is  Illustrated  by  the  stamp-tax  feature  under 
which, nx'alne  is  taxed  no  more  per  ounce  than  coca  leaves,  notwithstanding 
an  ounce  of  cocaine  represents  many  pounds  of  coca  leaves. 

One  ounce  of  opium  Is  taxed  as  nmch  as  one  ounce  of  mon^hine,  which  re|)re- 
flents  many  ounces  of  opium. 

Then  wlieu  It  comes  to  compcmnds  and  preparations  we  have  this  anomaly: 
The  less  of  cocaine,  for  example,  :i  mixture  contains  the  higher  the  tax  i>er 
ounce  of  cocaine. 

A  imcknge  containing  one  ounce  of  ctH'alne'ls  taxed  1  ceiTt. 

A  mixture  repivsentlng  one-eighth  grain  cocaine  to  the  fluid  ounce  would  be 
taxe<]  at  the  rate  of  16  cents  j»er  pint  Inittle,  repri*sentlng  2  grains  of  nK*alne — 
equivalent  to  a  tax  of  8  cents  |)er  grain  of  cocaine,  or  $115  iwr  ounce. 

A  provision  levying  a  minimum  stamp  tax  of  1  cent  \yev  .sin^^Ie  package,  and 
basing  the  tax  on  the  ounce  or  fraction  therei»f  of  c<K'aine  or  Its  salts,  or  of 
mon>hine  or  Its  .salts,  etc.,  i'ei)resented  In  the  mixture  would  pi*event  such  an 
anomaly. 

Protestations  <if  loyalty  are  In  bad  taste.  Everyone  and  every  Interest  is 
presunie<l  to  be  loyal.  There  may  he  dlflferences  of  Judgment,  variations  of 
opinion,  and  e<]ually  sincere  patrlc»ts  may  be  wide  apart  res}>ectlng  the  wisdom 
of  [lartlcular  plans ;  but  all  true  Americans  are  one  in  wishing  for  a  complete 
victory  <»ver  the  most  brutal  and  i>otent  foe  our  Nation  ever  contended  against ; 
imd  we  ar«»  all  one  in  our  willingness  to  sacrlflce  whatever  may  be  necessary 
to  this  deslnni  end.  The  situation,  however,  does  not  justify  Injustice  to  any 
Interest  nor  wrong  to  an  industry  so  important  to  the  health  of  our  people  as 
li^  manufacturing  pharmacy. 

Respectfully  submitted. 

Chables  M.  Woodruff, 
C<ntHMel  for  the  American  Drug  Manufacturerit*  AsHociation. 

Detkoit,  Mich., 

8eptemJ>er  U,  1918, 

PaOTE0T  FBOIC  MICHIGAN  MANUFACTURKBS. 

Dbtboit,  Mich.,  September  14,  1918. 
Ttt  the  J^lichiffan  Deleffoiiwi  in  Congreis. 

HoifORADLC  Sibb:  A  meeting  of  representatives  of  the  retail  drug  trade  and 
lending  jobbers  and  uianufactarera  of  pharmat^tttical  preparations  of  Michigan 
met  fit  the  board  of  commerce  in  Detroit,  Mich..  Friday  noon,  September  13, 
1918,  for  the  purpose  of  considering  th<J6e  features  of  the  pending  revenue  bill 
(H.  R.  12868)  peculiarly  affecting  the  manufacture  and  .sale  of  drugs  and  lueili- 
cIneiL 

After  full  dUcumlon  tbe  aetlnR  chairman  of  the  meeting  was  unanimously 
laatmcted  to  send  a  copy  of  the  following  protest  to  tbe  Senators  and  Gongr^sa- 
nen  from  Michigan : 

**  Protest  Is  respectfully  made  against  tlie  increase  on  the  tax  on  alcohol 
necessarily  used  for  extractive,  solvent,  and  preservative  purposes  in  the  pro- 
doetlon  of  medicines. 


•    • 
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"  Onr  experience  leads  us  to  believe  that  the  large  increase  in  revenue  esti- 
mated  by  the  committee  will  not  materialize  as  the  result  of  the  increased  tax. 
Manufacturers  are  likely  to  suspend  further  production  of  many  necessary  fluid 
preparations,  leaving  the  public  and  the  medical  profession  to  depend  upon 
present  stocks  for  supplies.  The  result  will  be  that  the  drug  trade  will  be  put 
to  the  inconvenience  and  expense  entailed  by  this  very  material  increase  in  tax 
without  any  marked  compensating  increase  in  revenue  to  the  Government.  - 

**  Under  the  operation  of  Title  YI  the  drug  trade  will  first  be  obliged  to  pay 
a  very  large  sum  in  the  floor  tax  provided  for  in  section  604.  In  many  cases 
the  assessment  will  be  more  than  the  retailer,  the  jobber,  or  even  the  small 
manufacturer  can  meet  without  embarrassment,  considering  the  stringency  of 
the  money  market  and  other  conditions  vitally  affecting  the  conduct  of  the  bu^- 
ness,  which  is  certainly  not  overcapitalized. 

"  Drugs  and  medicines  are  necessaries  both  to  the  civilian  and  our  military 
population,  and  have  been  so  recognized  by  the  War  Industries  Board.  The  im- 
molate contact  between  the  drug  and  medicine  industry  is  the  neighborhood 
pharmacist,  who  is  now  struggling  with  natural  and  created  conditions  invoiv-; 
ing  high  cost  of  supplies,  shortage  of  help,  an  intricate  amount  of  detail  in 
complying  with  State  and  national  pharmacy  laws,  poison  laws,  liquor  laws,  etc, 
and  it  is  certainly  unjust  and  unfair  to  an  industry  and  trade  recognized  as  so 
important  to  impose  upon  it  the  increased  alcohol  tax  in  addition  to  the  heavy 
burdens  which  the  industry  and  trade  must  bear  under  the  act  in  common  with 
»  all  other  industries  and  trades.  We  therefore  respectfully  petition  that  there 
be  no  increase  in  the  alcohol  tax  over  that  imposed  by  the  revenue  act  of  1917. 
Before  leaving  this  subject  we  would  respectfully  point  out.  that  the  beverage 
tax  may  not  seem  to  affect  the  drug  trade  in  Michigan  because  of  the  State's 
prohibition  law,  but  the  regulations  require  all  handling  nonbeverage  alcohol 
for  any  purpose  to  have  a  permit  from  the  Commissioner  of  Internal  Revenue 
which  s})all  be  based  upon  a  bond  the  penalty  sum  of  which  is  flxed  on  the  diifer- 
ence  between  the  nonbeverage  alcohol  tax  and  the  beverage  alcohol  tax.  The 
beverage  alcohol. tax,  of  course,  is  prohibitive.  It  is  $8  per  proof  gallon  (approxi- 
mately $16  per  wine  gallon).  The  requirements  of  the  revenue  department 
have  been  such  as  to  make  it  practically  impossible  to  file  a  bond  with  personal 
sureties,  and  the  insurance  companies  recognized  by  the  department  have 
taken  advantage  of  the  monopoly  they  enjoy  to  charge  a  very  high  rate  of 
premium." 

At  this  meeting  it  was  determined  to  ask  no  change  in  section  680,  impose 
ing  a  tax  upon  soda  fountain  drinks,  etc.,  and  making  the  druggist  the  collector 
of  this  tax,  although  it  seriously  embarrasses  him  with  respect  to  reports  be- 
cause of  the  present  shortage  of  competent  help. 

The  meeting  also  expressed  itself  as  satisfied  with  the  provisions  of  section 
908  for  the  collection  of  the  tax  on  perfumes,  toilet  preparations,  and  certain 
medicinal  preparations ;  but  to  avoid  any  possible  misconstruction  of  the  intent 
of  Congress  as  well  as  to  prevent  a  tax  upon  the  sick  under  the  care  of 
physicians,  etc.,  which  would  result  from  such  misinterpretation,  the  meeting 
resolved  to  ask  that  a  provision  be  inserted  which  would  make  it  dear  that  the 
tax  should  not  be  Imposed  upon  prescriptions,  upon  supplies  furnished  physi- 
cians for  the  treatment  of  the  sick,  to  veterinarians  likewise,  and  also  to 
dentists  for  use  in  dental  operations.  We  therefore  suggest  that  some  such 
phrase  as  the  following  be  inserted  after  the  words  "  sold  for  consumption  or 
use  "  in  tlie  first  paragraph  of  section  908 :  "  Provided,  That  the  dispensing  of 
any  article  mentioned  in  paragraph  (2)  upon  physicians*  prescriptions  written 
in  good  faitli.  or  the  bona  fide  sale  of  any  such  article  to  physicians,  veterin- 
arians, and  dentists  to  be  used  in  their  medical  and  dental  practice  and  opera- 
tions, shall  not  be  considered  as  sold  for  consumption  or  use." 

It  was  finally  concluded  by  the  meeting  referred  to  above  to  ask  the  elimina- 
tion  of  sections  1008,  1009,  and  1010,  for  the  reason  that  these  sections  involve 
important  amendments  to  the  Harrison  Act  which  should  be  considered  apart 
from  the  war-revenue  bill.  The  meeting  did  not  wish  to  commit  itself  on 
these  amendments,  but  did  feel  that  a  fuller  opportunity  should  be  given  for 
their  consideration  than  Is  afforded  in  this  connection;  therefor^  that  the  bill 
originally  introduced  by  Mr.  Rainey  and  incorporated  in  the  war-revenue  blU 
should  be  relntnxluced.  referred  to  the  proper  committee,  and  an  opportunity 
be  given  to  the  various  branches  of  the  trade  and  the  medical  profession  for  a 
hearing  upon  the  same. 

For  the  present  therefore,  the  objection  of  those  represented  at  Hie  meeting 
is  to  the  method  of  enactment  rather  than  to  the  features  of  the  proposed 
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masore  itself.  It  Is  not  necessary  to  say  more  than  that  such  method  is 
inhibited  by  constitutional  provisions  in  the  constitution  of  Michigan  and  in 
many,  if  not  most,  of  the  several  States  of  the  United  States  of  America. 

Manufacturers  and  dealers  in  drugs  and  medicines  do  not  handle  the  sub- 
stances and  preparations  coming  under  the  operation  of  this  law  from  diolce, 
but  from  necessity,  and  in  tlie  performance  of  their  functions  as  suppliers  to 
the  medical  profession  of  those  therapeutic  agents  required  by  that  great  pro- 
fession in  the  treatment  of  the  sick. 

They  therefore  feel  that.  Inasmuch  as  they  were  consulted  through  the 
National  Drug  Trade  Conference  with  respect  to  the  original  act,  they  should 
have  an  opportunity  of  considering  these  Important  amendments  In  a  more 
deliberatively  way  than  is  now  possible. 

All  of  which  is  respectfully  submitted. 

John  H.  Websteb,  ChaimuMfL 

The  Chairman.  Senator  Kellogg  has  asked  the  committee  to  hear 
this  evening,  if  possible,  Mr.  ZoUman  or  Cren.  Crowe. 

STATEMENT  OF  HE.  F.  W.  ZOLLMAN. 

Mr.  2k)iiLMAN.  Mr.  Chairman  and  gentlemen,  I  represent  the 
manufacturers  of  cereal  beverages  in  the  State  of  Minnesota,  Gesn. 
C.  E.  Crowe,  of  St.  Louis,  represents  them  in  Misouri,  and  Mr.  W. 
H.  Austin,  of  Milwaukee,  who  will  be  here  in  a  few  moments,  rep- 
resents the  same  manufacturers  in  the  State  of  Wisconsin. 

Senator  Bobikson.  What  manufacturers  ? 

Mr.  ZoLLMAN.  The  manufacturers  of  cereal  beverages  that  are 
covered  by  section  628  of  the  revenue  bill,  which  imposes  a  tax  upon 
all  beverages — soft  drinks. 

The  Chaibman.  And  near  beer? 

Mr.  2k>iiLMAN.  Near  beer  and  all  other  soft  drinks. 

We  appear  before  this  committee  for  the  purpose  of  asking  that 
section  628  be  amended  so  that  the  tax  which  it  is  proposed  to  place 
upon  these  beverages  shall  not  be  imposed  upon  the  containers  in 
which  they  are  sold. 

Senator  Pbnbobe.  What  kind  of  containers  are  they  sold  in  ? 

Mr.  ZoLLiCAK.  In  bottles,  in  cases,  and  in  casks.  The  reason  we 
make  this  request  is  because  we  have  found  it  necessary  to  make  a 
charge  for  these  containers  and  to  add  that  charge  to  the  price  of 
the  beverage  on  our  books  or  in  the  invoices  to  the  parties  to  whom 
the  beverage  is  sold. 

That  course  of  business  was  necessary  in  order  to  insure  us  against 
the  loss  of  these  containers,  to  insure  payment  for  them  in  case  they 
were  returned,  and  to  see  that  they  are  returned. 

A  little  history  here  probably  would  explain  the  situation  and  ^ve 
you  a  concrete  example  of  just  how  we  arrived  at  that  conclusion. 
Formerly  no  charge  was  made  at  all  for  bottles  or  cases,  and  that  is 
what  we  call  a  container  or  package.  We  call  them  package  charges 
up  our  way,  but  many  of  them  call  them  containers.  We  made  no 
charges  for  packages  at  all. 

As  competition  grew,  the  packages  were  not  returned,  and  that  in- 
volved an  immense  loss  in  bottles  and  in  cases. 

The  next  step  in  order  to  protect  the  business  was  to  make  a  charge 
lor  packages  or  containers,  and  we  made  a^  aeparte  charge,  or  what 
is  known  as  a  memorandum  charge — that  is,  we  separated  the  two 
HAd  the  beverage  was  diarged  separately  and  the  package  separately, 


328  TO  P&OVIDE  KBVENUS  70&  WAB  PUBPOSBS. 

but  all  on  one  book,  a  separate  item  for  each,  the  package  charge  being 
merely  a  memorandum  charge. 

We  found  that  that  did  not  bring  results,  because  at  the  end  of 
the  week  or  the  month,  as  the  case  might  be,  the  consumer  simply 
remitted  the  actual  beverage  price.  The  fact  that  the  beverage 
price  was  separated  from  the  package  price  emphasized  the  separa- 
tion and  the  distinction,  and  the  consumer  acted,  in  the  payment  of 
his  bill,  upon  that  distinction. 

We  found  that  the  loss  was  so  enormous  that  we  could  not  do  busi- 
ness that  way,  because  the  package  cost  us  fully  one-half,  if  not  more 
than  one-half,  of  the  beverage  price,  or  rather,  the  cost  of  the  bev- 
erage; so  that  we  then  jointed  the  two  charges — ^that  is,  the  charge 
for  packages  was  added  to  the  beverage  price  and  so  entered  u{)on  ^e 
books  ancTbilled  so  upon  the  invoice,  so  that  there  was  no  distinction 
whatever  made  between  the  two  items.  This  produced  results,  be- 
cause it  induced  the  purchasers  to  return  the  packages,  and  if  he 
returned  them  he  was  given  credit  for  them  upon  our  books.  If  he 
did  not  return  them,  the  charge  was  made  and  it  was  collected  from 
him.  That  was  the  reason,  as  I  say,  for  adopting  this  charge  and 
making  it  in  that  way.  We  have  drafted  an  amendment  here  which 
we  believe  covers  the  situation,  and  I  will  read  it  with  the  permis- 
sion of  the  committee  [reading] : 

Amend  H.  R.  12863  by  striking  out  of  Une  three  (3)  of  section  628,  the  words, 
"so  sold."  and  Insert  after  the  word,  "price**  In  Une  three  (3)  of  section  828, 
the  following:,  ''for  which  the  beverage  Itself  Is  sold,  exclusive  of  anymim 
charged  In  the  lnvoU«  of  the  sale  for  dosed  or  other  oontalnera,*'  ao  that  «ald 
section  will  read  as  follows: 

"Sec  628.  That  there  shall  be  levied,  assessed,  collected,  and  paid  in  lieu  of  the 
taxes  imposed  by  sections  318  and  315  of  the  Revenue  Act  of  Nineteen  Hundred 
and  Seventeen — 

"(a)  Upon  all  beverages  derived  wholly  or  In  part  from  cereals  or  sobatltutes 
therefor,  and  containing  less  than  one*half  per  centum  of  alcohol,  sold  hy  the 
manufacturer,  producer,  or  importer,  in  bottles  or  other  closed  containers,  a  tax 
equivalent  to  thirty  per  centum  of  the  price  for  which  the  beverage  itself  Is  eold, 
exclusive  of  any  sum  charged  in  the  invoice  of  the  sale  for  closed  or  other  con- 
tainers, and  upon  all  unfermented  grape  Juice,  ginger  ale,  root  beer,  saraaparina, 
pop,  artificial  mineral  waters  (carbonated  or  not  carbonated)*  other  ear|K>B- 
ated  waters  or  beverages,  and  other  soft  drinks,  sold  by  manufacturer,  producer, 
or  importer,  in  bottles  or  other  closed  containers,  a  tax  equivalent  to  twenty 
per  centum  of  the  price  for  which  so  sold ;  and 

''(b)  Upon  all  natural  mineral  waters  or  table  waters,  sold  by  the  producer, 
bottler,  or  importer  thereof,  in  bottles  or  other  closed  containers,  at  over  leii 
cents  per  gallon,  a  tax  of  two  cents  per  gaUon." 

The  only  chan^  that  is  made  there,  as  I  said  before,  is  in  tlie 
language  '^  for  which  the  beverage  itself  is  sold,  exclusive  of  igiy  sum 
charged  in  the  invoice  of  the  sale  for  closed  or  other  containera^^' 

The  Chairman.  Let  me  ask  you,  would  there  not  be  an  opportunity 
created  by  that  amendment  to  price  the  beverage  at  a  minimuin 
prioe  and  the  container  at  a  maximum? 

Mr.  ZcxLLMAN.  I  think  not. 

The  Chairman.  Why  not? 

Senator  Smoot.  That  could  be  done. 

The  Chairman.  Why  could  it  not  be  easily  done? 

Mr.  ZoLLMAK.  The  sale  price  is  easily  known,  and  there  is  a  record 
kept  of  that,  and  our  package  prioe  is  well  enough  known.  Even  if 
the  packages  were  included,  if  this  amendment  were  rejected,  some 
f  eople  charge  less  than  we  do  in  Minnesota ;  the  prioe  ▼tries.    Some 
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charjge  $1.20,  some  charge  90  cents,  and  some  $1.30.  The  matter  of 
evftsdon  of  the  law  would  be  just  as  apt  to  be  sought,  if  there  were  a 
disposition  to  seek  it,  as  it  would  by  amending  this  law  so  that  no 
tax  charge  could  be  placed  upon  the  container. 

Senator  McCumber.  But  in  those  cases  are  not  the  charges  made 
for  the  containers  sufficient  to  make  a  profit  upon  the  containers 
themselves? 

Mr.  ZoLLMAN.  Oh,  no.  The  charge  which  is  made  for  the  con- 
tainers in  most  instances  does  not  cover  their  cost.  For  instance, 
we  used  to  buy  cases  at  75  cents  and  85  cents.  They  cost  us  $1'.25 
now,  and  independent  of  the  bottles,  the  charge  which  we  make,  that  is 
the  charge  of  $1.50.  which  is  made  in  the  State  of  Minnesota,  does  not 
cover  the  cost  of  tne  container. 

Senator  McCumbbr.  You  mean  to  say,  then,  if  one  charges  90 
cents  and  the  other  $1.25  for  the  container,  the  man  who  charged 
90  cents  is  charging  less  than  the  cost  ? 

Mr.  ZoixMAN.  He  certainly  wonld  be  charging  less  than  the  cost 
of  the  container.  This  charge,  Senator,  is  made  simply  to  give  us 
some  protection  against  their  loss. 

Senator  Smoot.  And  to  insure  their  return ) 

Mr.  Zoiii^CAN.  To  insure  their  return ;  or  if  they  are  lost  to  insure 
payment  on  the  part  of  the  person  who  loses  them.  You  can  readily 
see  that  if  we  were  obliged  to  pay  a  tax  upon  the  containers,  we 
would  pay  that  tax  evei^  time  they  were  returned  and  reused  and 
sent  out  again,  and  we  might  pay  tax  upon  those  containers  ad  infini- 
tum. The  only  addition  made  here  is  in  the  words  ^  or  other  con- 
tainers,'' and  the  only  reason  we  use  the  words  ^^  other  containers  "  in 
this  amendment  is  this.  In  the  shipping  business,  or  where  it  is  sent 
out  away  from  the  place  where  it  is  manufactured,  these  containers 
or  caf^es  have  a  lid  on  them  and  are  closed.  For  the  local  business 
most  of  the  cases  have  no  lids  whatever,  but  the  bottles  are  simply 
placed  in  them,  in  which  the  beverage  is  contained.  And  we  are  not 
objecting  to  any  tax ;  it  is  not  a  question  of  the  amount  of  tax  levied 
here,  but  it  is  a  question  of  taxing  so  far  as  there  might  be  a  con- 
struction in  connection  with  the  language  of  tiiia  act  to  place  or  im- 
pose a  tax  upon  the  containers  themselves,  and  I  think  that  construc- 
tion is  liable  to  be  made,  because  the  original  bill  says,  ^  in  bottles 
or  other  closed  containers;"  and  as  I  said  before,  the  price  at  whidi 
the  package  of  this  kind  now  sells,  including  the. beverage itsellv as 
well  as  the  price  at  which  a  beverage  of  this  Kind  now  seDs,  includes 
the  beverage  itself  ns  well  as  the  container.    No  distinction  is  made. 

The  Chairman.  Will  vou  file  your  amendment? 

Mr.  ZoLLMAN.  Yes  I  will  file  that.  I  do  not  know  but  that  Gren. 
Crowe  will  have  some  suggestions  to  make,  which  will  bear  on  this 
situation  somewhat,  if  the  committee  desires  to  hear  him. 

The  Chairman.  Is  Oen.  Crowe  present? 

Gen.  Crowe.  Yes,  sir ;  I  do  not  aesire  to  take  the  time  of  the  com- 
mittee. 

The  Chairman.  Mr.  Marston,  we  will  hear  you  now.  State  your 
name  to  the  stenographer. 
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STATEMENT  OF  MB.  J.  FBEEHAN  MABSTON,  PBESIDENT  OF  THE 
TAXI  SEBVICE  CO.,  OF  BOSTON,  BEFBESENTINO  THE  TAXICAB 
nrTEBESTS  OF  NEW  ENOLANI). 

Mr.  Mabstok.  Mr.  Chairman  and  gentlemen,  parafi^raph  12  of 
section  1001  of  the  War  Itevenue  bill,  as  reported  by  the  committee 
on  Ways  and  Means,  provides  "  that  every  person  carrying  on  the 
business  of  operating  for  hire  three  or  more  passenger  automobiles 
shall  pay  a  tax  of  5  per  cent  on  the  gross  receii)ts  during  the  preced- 
ing year  ending  June  thirtieth,  from  the  operation  of  each  such  auto- 
mobile." 

That  seems  to  be  a  tax  which  the  Taxi  Service  Co»  the  largest 
Taxicab  Co.  in  New  England,  would  find  it  very  difficult,  if  not 
impossible,  to  pay.  For  the  last  eight  years  the  net  profits  of  our 
company  in  no  one  year  have  equaled  five  per  cent  ot  the  gross  re- 
ceipts. 

Senator  Penbosb.  Which  is  your  company? 

Mr.  Mabston.  The  Taxi  Service  Co.,  o{  Boston. 

Senator  Smoot.  How  many  taxies  have  you? 

Mr.  Mabston.  We  operate  slightly  over  two  hundred. 

Senator  SMobT..How  many  are  therein  Boston? 

Mr.  Marston.  There  are  about  two  thousand. 

Senator  Smoot.  The  law  provides  that  the  two  hundred  shall  be 
taxed  and  the  rest  of  the  two  thousand  shall  be  exempt? 

Mr.  Marstok.  You  took  the  words  out  of  my  mouth,  Senator. 
That  is  just  the  point.  The  provides  for  that  tax  on  the  gross  re- 
ceipts of  our  company,  but  applies  no  tax  whatsoever  on  all  inde- 
pendents, the  so-called  '^  skinners  "  as  we  call  them,  who  have  one 
car,  and  drive  that. 

In  addition  to  this  tax  of  5  per  cent  on  the  gross  receipts,  we 
will  be,  under  this  bill,  compeUea  to  pay  a  tax  of  2  cents  a  gallon  on 
gasoline,  thereby  increasing  our  cost  by  2  cents. 

Senator  Thomas  (in  the  chair).  What  is  the  difference  between  the 
cost  to  the  customer  dealing  with  your  company  and  dealing  with 
the  independent  taxicab  man? 

Mr.  Mabston.  No  difference  whatever,  excepting  that  our  charge 
IB  set  by  ordinance,  and  we  are  a  reputable  corporation  and  a  person 
can  come  back  to  us,  or  to  one  of  the  hotels  from  which  we'  run, 
whereas  it  is  difficult  to  come  back  and  find  the  ^  skinner." 

Senator  Smoot.  In  other  words,  these  "  skinners ''  that  run  from 
12  o'clock  at  night  until  4  o'clock  in  the  morning  and  rob  every- 
body they  can  get  their  hands  on? 

Senator  Thomas.  The  Senator  speaks  feelingly. 

Senator  Smoot  (continuing).  They  are  to  escape  taxation? 

Mr.  Mabston.  Yes,  sir. 

Senator  Lodge.  Out  of  2,000  taxicabs  in  Boston,  under  this  pro- 
vision which  exempts  anyone  who  owns  less  than  two,  1,600  would 
escape,  because  there  are  only  400  which  are  operated  by  companiest 

Mr.  Mabston.  Yes,  sir. 

Senator  Penrose.  Did  you  present  your  views  to  the  Ways  and 
Means  Committee? 

Mr.  Mabston.  No,  sir,  we  did  not.  The  first  I  knew  of  this  was 
from  the  Boston  News  Bureau,  when  I  saw  the  story  that  at  the  last 
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moment  a  tax  of  2  per  cent  on  the  gross  receipts  of  the  taxicab  com- 
panies was  written  mto  the  bill. 

In  addition  to  this  2  per  cent  we  have  to  pay  2  cents  a  gallon  on 
j;asoline.  We  have  to  pay  an  excise  tax  which  ranges  from  $10  to 
$60  per  car,  according  to  the  horsepower  of  the  automobile.  We 
operate  20  twin-six  Packard  cars,  which  would  be  taxed  for  the 
$50  amount,  which  makes  $1,000  there,  and  slightly  over  one  hundred 
and  fifty  taxicabs  which  would  be  taxed  at  ^0  apiece,  making 
$7,000  of  taxes  on  our  taxicabs  and  touring  cars. 

Senator  Smoot.  The  tax  is  general  ? 

Mr.  Marston.  Yes,  the  tax  is  general,  and  we  are  not  finding  any 
fault  with  that.  We  are  taxed  10  per  cent  on  all  tires,  accessories 
and  parts  that  go  into  the  upkeep  of  an  automobile,  which  we  will 
gladly  pay. 

Senator  Smoot.  That  is  general  ? 

Mr.  Marston.  That  is  general. 

Senator  Penrose.  And  in  addition  to  that  you  are  out  of  busi- 
ness  on  Sundays? 

Mr.  Marston.  In  addition  to  that  we  are  out  of  business  on  Sun* 
days.    You  are  quite  right,  Senator. 

Senator  Penrose.  And  you  have  an  income  tax? 

Mr.  Marston.  Yes;  and  I  presume  the  income  tax  and  excess- 
profits  tax,  if  there  are  any  excess  profits  to  tax.  Very  briefly,  I  do 
not  believe  that  any  man  that  considei:^  himself  a  patriot  ought  to 
come  down  here  aiid  appear  before  you  gentlemen  and  ask  to  have 
any  tax  taken  off.  I  do  not  ask  that.  All  I  want  to  do  is  to  do  what 
the  railroads  do,  to  add  that  to  our  tariff.  We  will  willingly  collect 
that  tax,  and  we  will  show  this  committee  where  they  can  get  more 
revenue.  For  example,  5  per  cent  of  the  gross  receipts  is  5  cents 
on  every  doUar,  is  it  not?  Well,  we  will  collect  5  cents  on  every 
taxicab  ride;  and  the  records  show  that  the  fare  for  the  average 
taxicab  ride  is  80  cents. 

The  Chairman.  In  other  words,  you  will  pass  it  on  to  the  poor 
devil  who  rides? 

Mr.  Marston.  We  have  got  to. 

Senator  Penrose.  If  you  do  not,  the  sheriff  will  get  you. 

Mr.  Marston.  Yes ;  if  we  do  not,  the  sheriff  will  get  us. 

Senator  Smoot.  Bemember  that  you  can  eat  white  bread,  anyway. 

Mr.  Marston.  Yes ;  that  is  one  consolation. 

Senator  Smoot.  Personally,  I  think  your  complaint  about  the  dis- 
criminatory character  of  the  tax  is  unanswerable. 

Mr.  Marston.  Well,  it  seems  to  be  that  way,  but  I  admit  I  am 
prejudiced.  Another  point  is  what  seems  to  be  a  retroactive  feature 
in  the  tax.  Our  lawyers  can  not  seem  to  quite  understand  this  word- 
ing.   The  bill  provides  in  section  1001  [reading]  : 

Every  person  carrying  on  the  business  of  operating  for  blre  three  or  more 
passenger  autotnlbUes  (other  than  sightseeing  automobiles  having  a  seating 
caparity  of  more  than  seven)  shall  pay  a  tax  equivalent  to  5  per  centum  of  the 
grns8  receipts  during  the  preceding  year  ending  June  30  from  the  operation  of 
each  automobile. 

Nobody  seems  to  know  what  that  means,  ^'  during  the  preceding 

J  ear  ending  June  80."    Nobody  seems  to  be  able  to  understand  that. 
t  has  been  suggested  by  our  counsel  that  it  means  the  year  from 
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June  30^  1917,  to  June  30, 1918,  in  which  case  it  would  be  i*etroactive 
one  3'ear  plus  perhaps  three  months  in  addition  to  that,  and  I  do 
not  know  what  would  happen  in  that  case,  really.  What  that  language 
means  we  have  been  unable  to  find  out 

Senator  Kobinson.  It  means  the  year  that  ended  June  30,  1918. 
That  language  is  ns  clear  as  you  can  make  it,  although  I  do  not  know 
the  necessity  for  expressing  it  that  way. 

Senator  Lodge.  It  is  retroactive. 

Senator  Robinson.  Certainly  it  is  retroactive.  The  year  preoedtns 
June  30, 1918,  is  certainly  the  year  ending  June  30, 1918,  and  it  would 
make  it  retroactive. 

Mr.  Marston.  But  they  do  not  assess  and  collect  it  until  after 
January  1? 

Senator  Sobinson.  No. 

Mr.  Marston.  I  see.  The  only  other  point  in  it  is  that  paragraph 
11  of  that  same  book.  You  gentlemen  will  have  the  book  open. 
It  says : 

Persons  carryioK  on  the  business  of  operating;  sightseeing  nutomobiles  shaU 
pay  a  tax  equivalent  to  10  per  centum  of  the  rfoss  receipts. 

and  so  on.  Now.  it  looks  as  if  they  had  it  in  for  sightseeing  automo- 
biles more  than  tor  taxicabs,  but  here  is  a  point.  The  prices  charged 
by  the  sightseeing  automobiles  are  not  regulated  by  law  but  merely  4iy 
competition,  so  that  your  sightseeing  automobile  which  13  charging 
$1  for  taking  you  around  will  simply  charge  you  $1.10  or  $1.60,  or 
whatever  the  rate  is.  In  Boston  and  every  other  large  city,  our  taxi- 
cab  rates  are  set  by  city  ordinance.  We  are  obliged  to  go  before  the 
police  commissioners  in  Boston  and  ask  for  any  additional  rates,  and 
it  is  rather  unlikely  that  we  would  get  any  addition  on  rates,  for  it 
has  been  tried  before,  and  our  rates  in  Boston  at  present  as  compared 
with  other  cities  in  the  country  are  high,  and  yet  we  have  not  been 
able  to  make  any  mone^. 

Senator  Robinson.  \  our  suggestion  is  that  an  additional  charge  be 
made  or  a  tax  be  fixed  on  each  ride? 

Mr.  Marston.  Exctly.  When  you  buy  a  railroad  ticket  the  tax  is 
put  right  onto  the  railroad  ticket  if  you  buy  at  the  ticket  office^  or 
if  you  pay  to  the  conductor  he  collects  the  tax  right  there.  We  are 
in  the  position  where  we  can  collect  a  tax.  When  a  man  takes  a  taxi- 
cab  from  the  South  Street  Station  .to  the  Hotel  Touraine  the  driver 
says  "  Forty  cents  war  tax.^' 

Senator  IJobikson.  You  made  a  statement  in  the  beginning  which 
interested  me,  to  the  effect  that  it  would  be  a  physical  impossibility 
for  you  to  pay  the  tax  that  the  bill  would  impose,  for  the  reason  that 
your  net  income  does  not  equal  5  per  cent  of  your  gross  income. 

Senator  Smoot.  Your  net  gainf 

Senator  Robinson.  Yes:  your  net  receipts  do  not  equal  5  per  cent 
of  the  gross  income. 

Mr.  Marstok.  In  other  words,  our  gross  receipts  have  been  very 
constant,  and  in  the  last  eight  years  they  have  averaged  $500,000  a 
year.  The  company  has  never  succeeded  m  making  $25,000  in  profits 
m  any  one  year  since  its  organization. 

Senator  Smoot.  You  suggested  that  it  be  made  5  cents  per  ride. 
That  would  be  hardly  fair,  would  it,  to  make  that  charge  on  the  trip 
from  the  depot,  where  there  is  a  OO-cent  (target,  as  odrnpsred'tritk 
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the  same  charge  for  a  person  taking  a  taxicab  for  an  extended 
pleasure  ride  and  paying  $10  or  $12  for  it? 
Mr.  Marston.  I  modified  that    I  have  said  in  my  brief: 

It  the  law  pc:oyided  that  in  addition  to  the  legal  rate  of  fare  there  slicmld 
be  a  tax  of  5  cents  on  each  ride  where  the  fare  was  $1  or  less,  to  be  paid  by 
the  passenger,  and  an  additional  5  cents  for  each  additional  dollar  or  fraction 
thereof,  the  amount  of  revenue  would  be  far  greater  than  under  the  present 
proposed  law. 

Senator  Smoot.  I  did  not  hear  the  proposed  amendment  read  or 
hear  what  3'ou  said. 

Mr.  Marston.  I  did  not  finish  that.  The  average  ride  was  80 
cents,  I  said,  as  our  records  show,  and  I  think  for  a  longer  ride  the 
higher  tax  would  naturally  be  very  proper. 

Senat6r  Lodoe.  The  amount  of  that  tax  would  undoubtedly  be  col- 
lected by  your  company  and  other  companies,  but  from  these  indi- 
vidual cabs  it, would  be  almost  impossible  to  collect  it,  would  it  not? 

Mr.  Marston.  My  answer  to  that,  Senator  Lodge,  is  this:  Under 
the  present  bill  there  is  no  attempt  to  tax  the  individual  cab. 

Senator  Lodge.  None  whatever ;  no. 

Mr.  Marston.  None  whatever.  Therefore,  if  there  is  no  tax  levied 
upon  the  individual  cab  none  will  be  collected. 

Senator  Lodge.  Under  your  proposition  you  can  collect  a  good  deal 
from  them? 

Mr.  Marston.  You  can  collect  a  good  deal  from  the  individual, 
and  you  can  collect  it  all  from  the  corporation,  and  in  addition  to 
that  you  can  collect  more  from  the  corporation,  because  as  I  showed 
here,  aU  that  they  ask  is  5  per  cent  of  the  gross  receipts,  which  is  5 
cents  on  the  dollar.  Our  average  ride  is  80  cents,  which  under  this 
bill  would  give  4  cents,  and  we  would  get  6  cents  on  every  ride  up  to 
a  dollar,  and  10  cents  from  $1  to  $2. 

The  Chairman.  I  think  we  understand  the  situation  pretty  well, 
sir. 

Mr.  Marston.  Thank  you,  gentlemen,  very  much  for  the  time. 

(Mr.  Marston  submitted  a  brief  which  is  here  printed  in  full,  as 
follows:) 

BBICF   VRESENTED   BY    J.    FSKEMAN    MARSTEN,    PRESIDENT   OF   THC  I.VXI    SERVICB   (XK 

OF   BOSTON. 

li^ra^aph  12  of  section  1001  of  the  war  revenue  bill,  ai;  r^)orted  by  the 
(jommlttee  on  V^ays  and  Means,  provides  that  every  person  carrying  on  the 
business  of  operating  for  hire  three  or  more  passenger  automobiles  shall  pay 
a  tax  of  5  per  cent  on  the  gross  receipts  during  the  preceding  year  ending 
Jane  SO,  from  the  operation  of  each  such  automobile  (p.  143). 

This  Is  one  of  the  special  taxes  imposed  under  section  1001,  which  provides 
that  on  and  after  January  1,  1919,  there  shall  be  levied,  collected,  and  paid, 
annually,  in  lieu  of  the  taxes  Imposed  by  section  407  of  the  revenue  act  of 
193j6,  certain  special  taxes  on  trades  and  occupations.  These  taxes  are  all  at 
flat  rates,  ranging  from  $10  to  $1,000  annually,  except  In  the  case  of  persons 
operating  sight-seeing  automobiles  or  passenger  automobiles,  in  which  cases  the 
tax  is  10  per  cent  of  the  gross  receipts  in  the  case  of  sight-seeing  automobiles, 
and,  as  already  mentioned,  5  per  cent  of  the  gross  receipts  In  case  of  passenger 
avtomobUes. 

Section  14  imposes  a  special  tax  on  all  trades,  businesses  and  professions, 
the  gross  receipts  of  which,  for  the  preceding  year  ending  June  30  exceed 
$2,000.  In  such  cases  the  annual  tax  Is  $10,  and  If  such  gross  receipts  from 
sources  other  than  sales  directly  to  the  consumer  exceed  $100,000,  the  proprietor 
shall  pay  $15  additional.    In  the  case  of  mall-order  houses,  however,  there  Is 
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a  tax  of  1  per  cent  of  the  gross  receipts  over  $100,000.  With  this  exception 
the  business*  of  operating  sight-seeing  automobiles  and  three  or  more  passenger 
automobiles  for  hire  are  singled  out  from  all  the  businesses  in  the  country  as 
a  subject  for  a  tax  on  total  gross  receipts. 

The  rates  of  nearly  all  taxi  cabs  are  regulated  by  the  cities  in  which  they 
operate,  and  therefore,  such  companies  have  no  opportunity  of  increasing  their 
rates  so  as  to  provide  for  this  additional  tax.  Moreover,  as  the  first  tax  year 
apparently  begins  June  30,  1917,  even  if  the  companies  were  able  to  secure 
an  increase  of  rates  to  cover  the  new  tax,  no  provision  could  be  made  for  the 
tax  on  receipts  for  the  period  between  June  30,  1917,  and  the  time  when  such 
new  rates  would  go  Into  effect.  This  highly  retroactive  feature  of  the  tax 
is,  in  Itself,  a  strong  ground  of  objection  to  a  heavy  tax  on  gross  receipts. 

The  law  also  discriminates  between  transportation  in  taxicabs  and  trans- 
portation by  rail  or  water,  as  section  500  of  the  act  in  question,  imposing  taxes 
on  amounts  paid  for  transportation  of  freight  and  passengers  by  rail  and  water, 
expressly  provides  that  the  taxes  shall  be  paid  by  the  i)erson  paying  for  the 
services  or  facilities  rendered.  In  the  case  of  persons  operating  sight-seeing 
automobiles,  or  conducting  a  mall-order  business,  the  new  taxes  can  be  met 
by  Increasing  rates ;  but  in  the  case  of  companies  operating  taxicabs  subject  to 
strict  regulation  of  rates,  no  such  oiq[>ortunity  is  available. 

It  Is  a  well-known  fact  that  the  taxicab  business,  especially  in  the  larger 
cities,  has  been  a  business  in  which  a  very  large  percentage  of  failures  has 
occurred,  and  in  which  the  successful  companies  have  earned  only  a  very 
modest  return  on  the  capital  invested.  This  statement  would  be  certainly 
verified  by  an  examination  of  the  income-tax  returns  of  such  companies.  An 
examination  of  such  returns  would  also,  we  venture  to  say,  absolutely  prove 
that  the  imposing  of  such  a  tax  would  practically  ruin  every  person  and  com- 
pany operating  taxicabs  in  the  larger  cities  in  this  country.  According  to  the 
newspaper  reports  the  chairman  of  the  Ways  and  Means  Committee,  In  intro- 
ducing the  bill  to  the  House,  expressly  stated  that  the  bill  had  been  drawn  to 
avoid  such  a  result  in  any  case.  The  chairman  is  also  reported  to  have  stated 
that  one  of  the  basic  principles  on  which  the  act'  was  drawn  was  the  placing  of 
the  burden  of  taxation  on  those  who  could  best  afford  to  pay  it  by  reason  of 
increased  incomes  due  to  the  war.  An  examination  of  the  income-tax  returns 
of  taxicab  companies  will,  we  believe,  demonstrate  that  there  has  been  no 
increased  Income  due  to  the  war.  In  the  case  of  the  taxi  service  company,  the 
gross  receipts  of  the  company  since  the  beginning  of  the  war  have  decreased 
continuously  from  month  to  month  in  the  face  of  rising  costs  of  labor  and 
material  of  every  kind.  In  no  year  since  its  existence  has  the  company's  net 
earnings  been  equal  to  5  per  cent  of  its  gross  receipts,  and  in  the  past  five 
years  have  averaged  only  4  per  cent. 

We  assume  that  it  was  certainly  not  the  intention  to  drive  taxicabs  out  of 
business,  as  it  is  beyond  argument  that  the  services  performed  by  such  com- 
panies in  the  transportation  of  persons  is  a  highly  useful  and  Important  busi- 
ness. In  these  times  a  large  part  of  the  business  of  this  company  consists  In 
the  transportation  of  business  men  from  place  to  place  within  the  city  and  to 
and  from  railroad  stations,  thereby  saving  valuable  time  and  facilitating  the 
transaction  of  business  within  the  city  of  Boston.  The  amount  of  riding  for 
pleasure  and  recreation  has  shown  a  very  sharp  decline  since  the  beginning 
of  the  war. 

One  of  the  principal  items  of  expense  in  the  taxicab  business  is  gasoline.  Sec- 
tion 902  of  the  bill  imposes  a  tax  of  2  cents  a  gallon  on  gasoline.  Even  on  the 
basis  of  the  present  reduced  consumption  of  gasoline,  the  additional  expense 
entailed  by  such  a  tax  would  amount,  in  the  case  of  the  taxi  service  company, 
to  between  1  per  cent  and  1^  per  cent  of  its  gross  receipts.  Another  heavy  item 
of  exx)ense  in  the  case  of  taxicab  companies  is  tires,  parts,  and  accessories,  on 
which  section  900  places  a  tax  of  10  per  cent.  In  addition,  section  1006  of  the 
bill  imposes  a  special  annual  excise  tax  on  automobiles,  varying  from  $10  to 
$50.  As  this  company  operates  over  200  automobiles,  this  tax  alone  would 
probably  amount  to  about  1  per  cent  of  the  gross  receipts. 

It  is  apparent  that,  with  these  special  taxes  on  gasoline,  tires,  parts,  and 
accessories,  and  the  annual  excise  tax  on  the  use  of  automobiles,  persons  oper- 
ating taxicabs  generally,  in  this  country,  will  in  the  face  of  the  continued 
decline  of  business,  have  a  struggle  for  existence  during  the  continuation  of  the 
war.  Therefore,  to  single  them  out  from  all  businesses  in  the  country  as  sub- 
jects of  additional  special  taxation,  on  the  basis  of  their  total  gross  Income, 
would  not  only  be  a  discrimination  contrary  to  the  basic  principle  of  the  pro- 
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posed  legislation,  but  would  almost  certainly  result  in  the  crippling  of  a  service 
that  has  come  to  perform  an  important  and  necessary  function  In  the  trans- 
action of  the  country's  business. 

As  experience  has  shown  that  It  Is  extremely  difficult,  if  not  Impossible,  to 
obtain  an  Increase  of  rates  for  taxlcabs,  It  Is  suggested  either  that  paragraph  12 
of  section  1001  of  the  bill  be  amended,  so  as  to  except  from  the  operation  of  the 
tax  companies  operating  passenger  automobiles  for  hire,  whose  rates  are  sub- 
ject to  regulation,  Or  else  to  place  the  taxicab  companies  on  the  same  basis  as 
all  other  companies  transporting  passengers  for  hire  by  providing  that  the  tax 
shall  be  paid  by  the  person  paying  for  the  service  rendered.  If  the  law  provided 
that,  in  addition  to  the  legal  rate  of  fare,  there  should  be  a  tax  of  5  cents  on 
each  ride  where  the  fare  was  $1  or  less,  to  be  paid  by  the  passenger,  and  an 
additional  5  cents  for  each  additional  dollar  or  fraction  thereof,  the  amount  of 
revenue  raised  would  be  far  greater  than  under  the  present  proposed  law. 

Senator  Thomab  (in  the  chair).  The  committee  will  now  hear 
from  Mr.  Francis  B,  James.  Mr.  James,  how  much  time  do  you 
want? 

STATEMENT  OF  MB.   FBANCIS  B.  TAMES,  BEFBESENTING  THE 

CAMPBELLS  CBEEE  COAL  CO. 

Mr.  James.  Not  to  exceed  10  minutes.  I  have  prepared  an  amend- 
ment which  I  am  asking  for,  and  a  memorandum  m  support  of  it, 
which  I  would  like  to  have  circulated  before  my  presentation. 

Section  234a  of  the  bill  on  page  36  provides,  "That  in  comput- 
ing net  income  there  shall  be  allowed  as  deductions,"  etc.,  and  among 
others,  deduction  number  eight  (8),  which  appears  at  page  37  which 
provides  [reading] : 

(8)  In  the  case  of  buildings,  machinery,  equipment,  or  other  facilities,  con- 
structed, erected,  installed,  or  acquired,  on  or  after  April  six,  nineteen  hundred 
seventeen,  foj*  the  production  of  articles  contributing  to  the  prosecution  of  the 
present  war,  there  may  be  aUowed  a  reasonable  deduction  for  the  amortization 
of  such  part  of  the  cost  of  such  facilities  as  has  been  borne  by  the  taxpayer, 
but  not  again  including  amounts  otherwise  allowed  under  this  title  for  depre- 
dation, exhaustion,  or  wear,  and  tear. 

Ve  are  asking  permission  to  insert  after  the  word  "  production," 
in  line  22  on  page  37,  the  words  "  or  transportation  by  inland  water- 
ways." A  great  deal  of  the  coal  is  moved  to  the  market  in  the  West 
down  the  inland  waterways  of  the  country.  The  particular  complany 
I  speak  for  has  a  river  tipple  at  Dana  on  the  Kanawha  River.  The 
coal  is  carried  to  Point  Pleasant  on  the  Ohio,  with  four  barges  mak- 
ing the  trip  back  and  forth  until  about  ten  barges  are  assembled. 
These  barges  are  then  towed  by  a  tow  boat,  with  all  the  dangers  of 
inland  navigation.  Last  winter  42  of  our  barges,  representing  a  book 
value'  of  $47,000,  were  carried  away  by  the  ice.  It  has  cost  us 
$167,000  to  replace  those  barges.  Instrumentalities  for  the  pro- 
duction of  coal  may  be  amortized.  The  coal  is  useless  unless  it  is 
transported  by  these  inland  waterways. 

We  believe  that  the  same  principle  might  be  applied  to  these 
barges  and  towboats  which  are  used  for  the  transportation  and 
marketing  of  this  coal  down  the  Kanawha  and  the  Ohio  Rivers.  We 
are  asking,  therefore,  that  this  be  extended  not  only  to  the  vehicles, 
as  is  here  spoken  of,  and  instrumentalities  for  the  production  and 
transportation  of  coal,  which  is  conceded  to  be  an  article  contribut- 
ing to  the  prosecution  of  the  present  war  as  much  as  any  commodity 
known,  but  it  should  be  extended  likewise  to  these  instrumentalities 
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for  the  transportation,  making  possible  the  use  of  this  coal.  And 
this  is  particularly  true  now  with  the  necessity  for  relieving  the  use 
of  the  railroads  by  encouraging  as  much  as  possible  those  people 
who-  have  -put  their  money  into  barges  or  boats  on  these  inland 
waterways. 

Senator  McCtTMBER.  Are  you  not  allowed  to  charge  this  loss 
against  profits? 

Mr.  James.  We  are  not  now;  no,  sir. 

Senator  Thomas.  The  amendment  proposed  to  the  bill  does  not 
limit  its  operation  to  coal  companies. 

Mr.  James.  No,  it  would  not  be  limited  to  coal  companies.  As  a 
matter  of  fact,  the  package  freight  haspractically  disappeared  from 
transportation  on  inland  waterways.  Transportation  now  is  largely 
confined  to  the  heavy  commodities  such  as  coal  and  some  others; 
also  forest  products;  but  largely  on  the  inland  waterways  of  the 
West  it  is  confined,  in  the  territory  that  I  am  familiar  with,  to  the 
transportation  of  coal  in  large  quantities.  I  will  not  say  that  there 
is  no  package  freight,  but  there  is  very  little  package  freight. 

Senator  Penrose.  In  the  East  there  is  lumber  and  other  bulky 
propositions. 

Mr.  James.  Yes,  and  I  do  not  see  why  that  should  not  apply  to 
those  large  commodities  which  are  useful  in  the  prosecution  of  the 
war. 

Senator  Penrose.  I  do  not,  either. 

Senator  Thomas.  I  do  not. 

Mr.  James.  The  reason  I  did  not  want  to  go  on  with  regard  to 
other  things  is  that  my  own  experience  is  with  coal  and  lumber  upon 
these  inland  waterways  in  that  section. 

Senator  Penrose.  I  think  it  ought  to  apply  to  all  of  them. 

Senator  Gerrt.  Most  of  our  coal  in  New  England  comes  by  barge. 

Mr.  James.  Yes. 

Senator  Thomas.  But  not  on  inland  waterways. 

Senator  Gerrt.  Hardly. 

Mr.  James.  The  loss  does  not  exist  to  the  same  extent  in  the  coast- 
wise trade  as  it  does  in  the  inland  waterways.  They  freeze  up  every 
winter.  For  example,  take  this  particular  company;  one-third  of 
its  investment  in  barges  and  towboats  was  swept  away  last  winter. 

Senator  Lodge.  They  do  not  meet  submarines  or  heavy  seas  on  the 
inland  waterways. 

Mr.  James.  Yes,  of  course  they  have  their  danger  from  submarines 
now. 

Senator  Lodge.  And  they  have  heavy  losses  from  bad  weather. 

Senator  Gerry.  Yes;  a  good  many  were  lost  this  year. 

Senator  Smoot.  Yes.  There  were  heavy  losses  m  the  Potomac 
too,  because  there  was  an  ice  gorge  formed  there. 

Senator  Gerrt.  Yes.    It  was  uie  same  all  up  the  coast. 

Senator  Smoot.  The  loss  was  heavy  at  Providence,  R.  I.,  with 
which  you  are  familiar. 

Senator  Gehrt.  Yes.  At  the  present  time  coal  goes  to  Virginia 
ports,  and  is  taken  up  to  Providence  by  barge. 

Mr.  James.  I  am  particularly  familiar  with  that  situation  in  the 
West  as  to  inland  waterways,  and  I  think  these  words  should  not  be 
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ieft  out,  but  should  be  Inserted  so  that  it  will  apply  to  the  transporta- 
tion of  these  bulky  things  useful  in  the  prosecution  of  the  war. 

(The  memorandum  submitted  by  Mr.  James  is  here  printed  in  full, 
as  follows:) 

PROPOSED  AMENDMENT. 

In  line  22,  page  37,  paragraph  (8)  of  section  234a  of  House  bill  12863,  entitied 
"A  bill  to  provide  revenue,  and  for  other  purposes,"  Insert  the  words  "  or  trans- 
portation by  Inland  waterways  '*  after  the  word  "  production." 

MEMORANDUM. 

Owing  to  the  severe  weather  of  the  past  winter  there  was  a  great  destruction 
of  barges  and  towboats  on  the  inland  waterways  transporting  coal  and  it 
became  necessary  to  replace  same  at  very  great  cost. 

This  will  be  illustrated  by  the  case  of  the  Campbells  Creek  Coal  Co.,  which 
has  a  river  tipple  at  Dana,  W.  Ya.,  on  the  Kanawha  River.  Coal  is  transported 
from  Dana  down  the  Kanawha  River  to  the  Ohio  River  and  thence  down  the 
Ohio  River  for  distribution  to  towns  and  cities  located  thereon.  Some  42  barges 
were  destroyed,  having  a  book  value  of  approximately  $47,000.  To  replace 
same  will  cost  at  war-time  prices  approximately  $160,500.  When  the  war  is 
over  these  barges  will  have  an  approximate  peace  time  book  value  of  $47,000, 
or  about  $100,000  less  than  the  war-time  replacement  cost  The  new  revenue 
bill  allows  amortization  only  for  buildings,  machinery,  equipment,  or  other 
faculties  for  the  production  of  coal,  but  does  not  cover  the  matter  of  amortiza- 
tion for  the  equipment  and  facilities  for  the  transportation  of  such  dosl  on 
Inland  waterways. 

Production  of  such  coal  is  useless  unless  it  can  be  transported.  The  Camp- 
bells Creek  Coal  and  other  companies  are  performing  a  public  service  in  the 
transportation  of  such  coal  by  the  inland  waterways,  thus  greatly  relieving  the 
railroads.  Amortization  ought,  therefore,  to  be  equally  applicable  to  equip- 
ment and  facilities  for  the  transportation  of  such  coal  on  the  inland  waterways 
as  to  the  equipment  and  facilities  for  the  production  of  coal. 

The  Chairman.  The  committee  will  now  adjourn  until  to-morrow 
morning  at  10.80  oVlock. 

(Thereupon  at  5.15  o'clock  p.  m.  the  committee  adjourned  until 
Friday,  September  13, 1918,  at  10.80  o'clock  a.  m.) 
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FBIDAY,  SEPTEMBEB  13,  1918. 

United  States  Senate, 
Committee  on  Finance, 

Washington,  D,  C. 

The  committee  met  pursuant  to  adjournment  at  10.30  o'clock  a.  m., 
in  the  committee  room,  Senate  OflSce  Building,  Senator  F.  M.  Sim- 
mons presiding. 

Present:  Senators  Simmons  (chairman),  Thomas,  Eobinson,  Gore, 
Jones,  Gerry,  Nugent,  Penrose,  McCumber,  Smoot,  Townsend,  and 
Dillingham. 

The  committee  resumed  the  consideration  of  the  bill  (H.  R.  12863) 
to  provide  revenue,  and  for  other  purposes. 

The  Chairman.  Mr.  Goldberg^  I  notice  that  Mr.  Neurat  is  to 
talk  upon  the  same  subject  you  will  speak  of.  Do  you  both  want  to 
be  orally  heard  ? 

Mr.  (joldberg.  We  prefer  that.  I  will  have  only  a  very  few  words 
to  say. 

distilled  spirits. 

STATEMENT  OF  MB.  MABK  G0LDBEK6,  OF  NEW  YOKE. 

The  Chairman.  Is  it  the  same  subject? 

Mr.  Goldberg.  It  is  the  same  subject. 

The  Chairman.  Are  you  going  over  the  same  ground  ? 

Mr.  Goldberg.  I  was  not  going  into  the  merits  of  the  items  Mr. 
Neurat  will  speak  of.    I  was  simply  going  to  give  my  ideas. 

The  Chairman.  How  much  time  do  you  want? 

Mr.  Goldberg.  I  would  not  take  5  minutes,  and  probably  Mr. 
Neurat  would  not  take  10. 

Fortunately  or  unfortunately,  I  have  been  a  member  of  the  New 
York  State  Legislature  for  about  12  consecutive  years  and  expect  to 
go  back  for  my  thirteenth  year.  I  have  had  the  honor  of  being 
chairman  of  the  committee  on  taxation  and  retrenchment  in  the 
assembly  and  also  the  judiciary  committee  during  the  Democratic 
years,  and  I  realize  the  absolute  necessity  of  raising  revenue  under 
these  conditions.  I  represent  the  Family  Wine  and  Liquor  Dealers' 
Protective  Association  of  the  State  of  New  York.  We  have  about  a 
thousand  men  in  that  association.  We  are  what  they  so  call  in  the 
State  of  New  York  the  holders  of  license  No.  2,  who  can  only  do 
business  for  consumption  off  the  premises.  We  are  not  the  saloon 
keeper,  but  we  are  the  family  store,  and  everything  that  you  buy  on 
our  premises  you  must  take  home  with  you  and  consume  nome. 
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Senator  Penrose.  What  is  the  smallest  amount  you  can  sell  under 
that  license? 

Mr.  Goldberg.  The  largest  amount  is  5  gallons. 

Senator  Penrose.  There  is  no  minimum  amount? 

Mr.  Goldberg.  There  is  no  minimum,  but  whatever  we  sell  must 
be  consumed  off  the  premises.  Under  this  Title  No.  6  the  burden  pf 
taxation  is  going  to  fall  the  heaviest  on  us.  We  are  willing,  and 
have  been  wUlin^,  and  have,  I  believe,  shared  our  proportionate  bur- 
den of  the  taxation  under  the  old  revenue  bill,  and  I  think  that  the 
record  will  show  that  we  stood  up  and  did  our  duty. 

We  are  willing  to  do  the  same  if  permitted  to  remain  in  busi- 
ness. But  from  my  legislative  experience  it  seems  to  me  that  the 
tax  that  you  impose  now  on  beverages  will  be  confiscatory.  It  will 
mean  the  driving  of  these  people  out  of  business.  I  say  that  frankly, 
because  I  probably  realize  the  situation  in  the  States  better  than 
even  you  gentlemen  here,  living  in  the  States  and  knowing  the 
conditions  of  the  business. 

By  way  of  illustration,  under  the  State  law  the  holder  of  a  No.  2 
certificate  had  to  file  with  the  excise  commissioner  a  notice  on  or 
before  the  15th  of  August  to  show  his  intention  to  do  business,  and 
if  he  failed  to  do  that  he  was  deprived  of  his  license,  beginning 
with  October  1.  There  were  probably  300  men  who  failed  to  file 
this  year  their  intention  to  do  business. 

Senator  Penrose.  How  much  do  they  pay  for  that  license  1 

Mr.  Goldberg.  $1,200. 

Senator  Penrose.  A  year? 

Mr.  GoiJ)BERG.  A  year — $100  a  month.  They  failed  to  file  that 
notice  as  provided  in  the  excise  law  of  the  State,  and  the  department 
said  they  could  not  go  back  of  the  law,  and  they  would  not  issue 
any  license  to  them.  Realizing  that  the  number  who  failed  to  file 
certificates  would  mean  probably  a  loss  of  $300,000  to  the  State  of 
New  York,  the  excise  department,  notwithstanding  this  law  that 
they  maintained  was  a  condition  precedent  to  the  issuing  of  a  license, 
have  recalled  that  notice  and  now  state  that  they  will  issue  licenses 
to  these  people  because  they  can  anticipate  this  condition,  but  the 
depriving  of  200  people  of  doing  business  in  the  State  will  deprive 
the  State  government  of  over  $800,000. 

October  1  is  the  day  on  which  these  licenses  are  issued.  There 
are  a  number  of  people  just  waiting  to  see  what  you  gentlemen  are 

foing  to  do.    The  tax  you  have  levied  now  is  a  confiscatory  tax. 
'hey  can  not  pay  it. 

The  Chairman.  What  specific  tax  do  you  refer  to?  I  know  the 
general  tax  to  which  you  are  addressing  yourself,  but  what  is  the 

specific  tax? 

Mr.  Goldberg.  The  tax  on  whisky,  which  will  be  $8. 

The  Chairman.  You  say  that  is  confiscatory? 

Mr.  Goldberg.  I  say  it  is  confiscatory,  as  also  the  tax  on  the  light 
wines.  It  means  that  if  they  find  you  gentlemen  come  to  the  con- 
clusion you  are  ^oing  to  carry  into  effect  the  provisions,  they  will 
not  take  out  their  licenses  beginning  with  the  1st  of  October.  It 
would  be  better  for  them  to  simply  turn  over  the  key  to  the  Govern- 
ment and  sav,  "Here  is  our  merchandise,"  than  apply  for  a  new 
license  under  the  State  law,  pay  the  Government  tax  that  yoja 
anticipate  levying,  and  also  pay  the  State  tax.    The  State  tax  is 
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very  heavy.     They  levy  a  tax  under  the  State  excise  law  of  a 
certain  percentage  on  your  gross  receipts. 

Senator  Pekrose.  What  is  that  ^percentage  ? 

Mr.  Goldberg.  It  varies.  A  No.  2  license,  if  the  licensee  does 
between  $12,000  and  $15,000  worth  of  business,  has  to  pay  1  per  cent 
on  his  gross  receipts,  and  if  he  does  over  $15,000  to  $20,000,  he  has 
to  pay  2j  per  cent.  In  addition  to  that,  he  had  to  pay  the  tax  you 
have  levied  under  your  old  revenue  bill,  and  then  this  new  tax. 

Senator  Thomas.  Are  you  required  to  pay  a  city  license  also  ? 

Mr.  Goldberg.  No  ;  you  do  not  have  to  pay  a  city  license.  If,  in 
addition  to  that,  you  sell  quantities  of  over  5  gallons,  you  have  to 
take  out  a  malt  license,  and  if  you  sell  whisky  over  5  gallons,  you 
have  got  to  take  out  a  Uovenunent  license. 

In  addition  to  that,  this  extra  tax  will  practically  mean  the  turning* 
of  the  key.  Especially  is  this  so  in  view  of  the  pr/ohibition  that  is 
in  the  air. 

Senator  Nuobkt.  You  have  been  aware  of  the  fact  that  this  is  in 
the  air  for  some  time,  have  you  not? 

Mr.  Goldberg.  It  has  been  in  the  air.  and  I  think  it  mi^ht  be  advis-* 
able,  although  coming  very  humbly  irom  me,  to  keep  it  in  the  air 
until  the  war  is  over.  I  do  not  think  this  is  the  time  lor  prohibition^ 
If  I  could,  without  wanting  to  in  any  way 

Senator  Bobinsok.  May  1  suggest  that  you  confine  yourself  to  the 
topic  under  discussion? 

The  Chairman.  Yes;  I  think  that  would  be  the  better  plan.  What 
we  want  to  hear  you  about  is  the  specific  matter  you  are  mterested  in 
and  that  you  want  relief  against  This  is  not  any  place  for  making 
speeches. 

Mr.  Goldbebg.  No  ;  I  do  not  wish  to  make  any  speech,  except  that 
the  Senator  spoke  about  it  being  in  the  air. 

Senator  Smoot.  What  suggestion  have  you  to  offer  as  to  changing 
the  bill? 

Mr.  Goldberg.  I  ask  you  gentlemen  to  take  that  matter  seriously 
into  consideration,  because  October  1  is  the  beginning  of  the  fiscal 
year  in  the  State  of  Ne^  York.  If  the  tax  is  levied  as  proposed,  in 
our  opinion  it  will  be  confiscatory  and  these  people  will  have  to  ga 
out  oi  business. 

Senator  Robinson.  You  have  no  specific  suggestion  to  make? 

Mr.  Goldberg.  No  ;  I  am  going  to  leave  it  to  Mr.  Neurat. 

Senator  Penrose.  Do  you  think  the  trade  could  stand  any  increase* 
of  tax? 

Mr.  Goldberg.  Yes,  sir ;  I  do.  I  think  they  are  willing  to  stand'  a 
fair  increase  in  tax. 

Senator  Penrose.  What  would  you  call  a  fair  increase? 

Mr.  Goldberg.  I  was  going  to  leave  that  for  Mr.  Neurat. 

Senator  Penrose.  You  have  some  idea,  have  you  not?  You  havo 
talked  with  him? 

Mr.  Goldberg.  I  would  prefer  for  you  to  get  his  ideas  of  that..  We 
are  willing  to  pay  a  fair  increase  .so  that  we  can  continue  and  remain 
in  business  as  long  as  the  Government  thinks  we  ought  to. 

The  Chairman.  It  does  not  help  us  much  to  say  a  tax  is  confisca- 
tory unless  yon  are  going  to  give  us  some  evidence  to  sustain  your 
uilefifation. 

^fr.  Goldberg.  I  will  submit  a  brief. 
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The  Chairman.  I  think,  from  what  this  gentleman  says,  he  has 
pretty  nearly  made  out  a  case. 

Senator  Penrose.  I  do  not  see  how  they  can  dispose  of  these  arti- 
cles under  the  State  and  national  taxes. 

The  Chairman.  We  can  now  hear  Mr.  Neurat.  You  may  proceed, 
Mr.  Neurat. 

STATEMENT  OF  MB.  ASOLFH  HEITKAT,  OF  ITEW  TOBK  CITY. 

Mr.  Neurat.  Mr.  Chairman,  Mr.  Goldberg  has  covered  practically 
the  entire  question,  as  far  as  the  taxes  on  the  whiskies  bem^  confis- 
catory  is  concerned.  But  I  want  to  dwell  first  on  the  fact  mat  you 
made  a  provision  of  taxing  the  stock  on  the  floor  with  the  additional 
taxes  of  $4.80  per  proof  gallon.  But  you  failed  to  make  provision 
for  a  return  to  those  men  who  may  b^  barred  from  doing  business 
with  the  public  on  account  of  the  various  laws  which  have  been 
passed  giving  the  President  of  the  United  States  the  power  to  de- 
.clare  war  zones,  and  giving  the  power  to  the  States  to  d^Iare  prohi- 
bition by  July  1. 

There  are  in  the  State  of  New  York  several  millions  of  gallons  of 
liquor  held  on  store  tax  paid  now.  With  this  confiscatory  tax  of  $8 
per  gallon  it  wiU  be  absolutely  impossible  to  dispose  of  these  goods 
during  the  period  of  time  allowed.  I  and  my  colleagues  who  are 
engaged  in  the  business  will  be  compelled  by  law  to  lav  out  this 
money.  For  instance,  I  want  to  state  myself  that  I  hola  probably 
6,000  gallons  of  liauor  in  my  establishment.  Under  the  present 
statute  I  will  be  called  upon  to  lay  out  $22,000  cash  money  to  the 
Government,  and  I  am  situated  in  a  section  that  may  be  declared  a 
war  zone  at  any  time.  Whst  will  become  of  my  money  or  my  col- 
league's money^  who  has  invested  every  blessed  dollar  that  h^  has 
earned  all  dunng  his  lifetime?  I  appeal  to  you  that  this  is  not 
American  to  take  a  man's  money  without  giving  him  a  chance  to  sdl 
his  merchandise. 

We  are  willing  to  stand  by  the  Government.  We  have  stood  by 
the  Government  prior  to  this  and  paid  our  $8.20,  and  we  have  not 
disposed  of  the  stock  that  we  have  paid  on  our  first  revenue  bill  of 
October  3  of  last  year.  Now,  here  you  come  along  and  yoa  say, 
^  You  have  to  give  us  $1.40  more,  and  we  are  giving  you  restrictions 
as  to  the  disposal  of  your  merchandise.** 

Senator  Smoot.  Did  you  not  take  your  5,000  gallons  out  before 
the  increase  of  tax  was  mipoeedf 

Mr.  Kkurat.  Last  year! 

Senator  Smoot.  Yes;  before  the  revenue  act  of  1917 1 

Mr.  Neurat.  Yes.  I  paid  last  year  eighteen  thousand  and  several 
hundred  of  dollars  to  the  Government  And  as  the  tax  was  levied 
the  merchandise  was  increased  to  such  a  volume  of  price,  the  con* 
sumption  of  liquor  lessened,  and  we  have  this  merchandise  on  hand. 

Senator  Shoot.  But  you  have  made  more  money  on  it,  have  yon 
not,  than  you  ever  made  in  your  life  before? 

Senator  Penrose.  He  paia  the  full  tai^. 

Mr.  Neurat.  I  do  not  believe  we  made  as  much,  Senator. 

Senator  Smoot.  You  know  so  ^  I  do  not  I  know  this,  that  there 
have  been  many,  many  millionaires  made  from  the  increased  price 
of  liquors. 
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Mr*  Nbubat.  I  want  to  say  this,  that  the  millionaires  to  whom  the 
Senator  is  alluding  are  the  distillers  and  the  gamblers,  who  have 
bouffht  up  and  cornered  the  whisky  market,  who  held  the  papers  in 
bond,  and  then  went  out  and  sold  it  at  a  prohibitire  price.  Gtoods 
that  were  manufactured  at  25  cents  per  gallon  were  selling  at  $3 
per  gallon  in  bond,  and  it  was  the  large  men  who  were  made  the 
millionaires,  but  the  poor  retailer  man  has  not  made  a  button. 

Senator  Smoot.  When  did  you  take  your  liquor  out  of  bond  ? 

Mr.  Neubat.  I  have  taken  my  liquor  out  of  bond 

Senator  Smoot.  What  time  did  you  take  it  out?  What  was  the 
-date? 

Mr.  Nbubat.  I  take  liquor  all  the  time  out  of  bond.  But  before  last 
October,  you  mean  ? 

Senator  Smoot.  Yes.  How  much  did  you  take  out  before  October 
of  last  year  and  had  you  on  hand? 

Mr.  Inbubat.  I  had  over  9,000  gallons  on  hand. 

Senator  Smoot.  In  other  words,  you  have  made  on  the  4,000  gal* 
Ions  you  have  sold  between  that  time  and  now  whatever  advance 
there  has  been  upon  that  liquor,  and  you  got  it  at  the  old  rate  im- 
posed, did  you  not? 

Mr.  Neubat.  The  profits  that  I  have  made,  or  that  could  be  made, 
on  the  4,000  gallons  of  liquor  have  not  paid  the  expenditures  of  tihe 
whole  year's  Dusiness.  You  misunderstand  the. question  of  the  ex- 
penses of  carrying  on  the  retail  liquor  business.  Everything  costs 
money. 

Senator  Smoot.  Yes^  I  know  that. 

1!^.  Neubat.  And  the  profits  are  less.  We  used  to  make  more 
money  working  on  a  basis  when  the  tax  was  $1.10  than  we  are  now 
when  the  tax  is  $8.35. 

Senator  Smoot.  But  if  you  got  your  liquor  at  $1.10  and  work  on 
jt  basis  of  $3.20,  you  ought  to  be  that  mudi  better  off? 

Mr.  Neubat.  It  may  be,  in  your  mind. 

Senator  Gh)BB.  He  takes  it  m',  but  he  has  paid  it  out  already,  > 

Mr.  Neubat.  That  is  all  I  would  bring  before  your  attention.  We 
are  willing  to  suggest  to  the  committee,  as  Senator  Penrose  said,  that 
we  are  willing  to  be  honest,  we  are  willing  to  be  honorable,  but  $8 
tax  is  absolutely  prohibitive.  It  would  make  a  gallon  of  liquor  cost 
a  man  to  purchase  in  the  trade  from  $14  to  $16  a  gallon.  How  could 
he  sell  it  f  It  would  be  not  only  prohibitive,  it  would  be  a  luxury. 
It  would  be  worse  than  wearing  jewelry,  etc.   If  this  committee  would 

Eass  a  tax,  we  wUl  say,  of  from  $3.20  to  $5  a  gallon,  we  would  strive 
ard  to  make  this  go,  and  help  the  canying  on  of  our  burden  of  the 
war.  But  if  you  make  it  $8  a  gallon,  I  wiU  assure  you  that  this  tax 
is  not  going  to  be  a  producer.  It  is  going  to  be  a  reducer  of  taxes 
instead  of  being  a  producer  of  taxes. 

Senator  Thomas.  Your  position  virtually  is  that  as  a  citizen  you 
ou^ht  not  to  be  taxed  very  heavily  by  one  statute  and  put  out  of 
business  by  another? 

Mr.  Neubat.  That  is  right. 

Senator  Thomas.  I  Hank  you  are  right. 

The  Chaibman.  How  many  gallons  of  liquor  do  you  sell  a  year 
in  your  establishment? 

Mr.  Neubat.  Prior  to  the  war  we  were  selling,  I  judge,  about  400 
gallons  of  liquor  a  month.  Since  the  first  taxes  were  put  on  we  have 
not  disposed  of  100  gallons  a  month. 
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Smiator  Pbvsoob.  You  opente  under  license  Ko.  2,  which  has  been 
referred  tot 

Mr.  NisiTBAT.  Yes,  sir.  I  sell  to  the  families;  not  consumed  on  the 
premises. 

The  Chairman.  You  Bay  you  are  selling  now  but  100  galloas  a 
month! 

Mr.  Neuhat.  Yes. 

S^iator  Smoot.  Then  you  will  not  havd  to  pay  any  tax  at  all  for 
two  years. 

Mr.  NEtTRAT.  Why  not? 

Senator  Smoot.  Because  you  have  liquor  enough  on  hand. 

Mr.  Keubat.  You  are  making  your  proriaion  for  a  floor  tax.  I 
will  have  to  pay  that  tax  just  the  same. 

The  Chaukmax.  You  say  you  hare  on  hand  now  5,000  gallons. 
When  did  you  buy  that? 

Mr.  Neurat.  I  bought  some  during  the  jrear,  during  the  time  since 
last  October,  and  I  have  always  carried  whisky  in  bond. 

The  Chairman.  During  what  year  did  you  buy  that  large  amount 
of  liquor? 

Mr.  Neurat.  I  bought  quite  considerable  after  the  war  tax  was 
placed  on  it,  because  the  market  is  rising. 

The  Chairman.  After  the  first  war  tax ! 

Mr.  Neurat.  After  the  first  war  tax. 

Senator  Smoot.  You  could  not  have  bought  very  much,,  because 
vou  had  9,000  gallons  on  hand  when  the  law  went  into  effect,  and  you 
have  5,000  now.  That  is  4,000  difference,  and  if  you  sold  400  gal- 
lons a  month,  that  is  4,800. 

Mr.  Neurat.  I  want  to  state  that  I  always,  even  now,  have  sev- 
eral hundred  barrels  of  whisky  in  bond  which  I  have  not  on  the  floor. 
At  that  time,  before  the  last  tax,  I  used  to  do  a  big  business. 

The  Chairman.  When  did  your  sales  fall  down  to  100  gallons  a 
month  ? 

Mr.  Neurat.  The  sales  fell  down  right  after  last  Christmas. 

The  Chairman.  So  that  this  year  you  have  been  selling  only  100 
gallons  a  month  ? 

Mr.  Neurat.  That  is  about  all. 

The  Chairman.  Have  j'ou  bought  any  whisky  this  year? 

Mr.  Neurat.  T  hsA-e  bought  some  in  bond,  i)ut  I  have  not  bought 
any  oi>  the  floor. 

The  Chairman.  When  j'ou  had  a  large  amount  on  the  floor  of  your 
establishment,  and  your  sales  fell  down  to  100  gallons  a  month,  why 
did  you  go  and  buy  some  more  whisky? 

Mr.  Neurat.  Because  we  all  trade  in  papers,  the  same  as  Wall 
Street. 

Th(B  Chairman.  You  did  what? 

Mr.  Neurat.  We  liave  traded  in  papers,  in  bond,  buying  wliisky 
in  bond  and  selling  it  to-morrow  in  bond,  without  handing  it,  to 
the  trade. 

The  Chairman.  You  were  speculating? 

Mr.  Neurat.  Speculating;  yes. 

The  Chairman.  You  said  a  little  while  ago  that  you  were  in  dan- 
ger of  haying  your  liquor  confiscated  peremptorily  by  reason  of 
being  possibly  in  some  war  zone. 

Mr.  Neurat.  Yes,  sir. 
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The  Chairman.  If  you  axe  in  a  war  isone,  or  if  the  olace  you  are ' 
now  in  is  declared  to  be  a  war  zone,  why  can  you  not  sell  that  whisky 
in  New  York  to  some  one  who  is  not  in  the  war  zone  ? 

Mr.  Neukat.  Under  this  present  bill  there  is  no  one  now  buying 
any  whisky.  They  are  all  trying  to  sell,  and  I  think  if  you  so  around 
from  storekeeper  to  storekeeper  vou  will  find  they  are  all  ready  to 

S'  ve  up,  as  long  as  they  can  get  100  cents  on  the  dollar  for  their  mer- 
andise.    There  is  no  one  ready  to  buy. 

Senator  Thomas.  You  know  the  new  prohibition  law  permits  you 
to  export  it  to  other  countries  so  that  they  can  drink. 

Mr.  Nbotat.  I  know  that. 

Senator  Kobinson.  What  do  you  think  would  be  a  fair  tax  in  lieu 
of  the  tax  provided  in  this  bill? 

Mr.  Neurat.  I  think  .$5  would  be  fair,  and  it  may  work  out.  But 
I  doubt  very  much  that  the  present  tax  will  work  out 

Senator  Gore.  Do  you  thmk  the  saloon  could  stand  a  higher  tax 
than  you  could  stand  f  Is  there  such  a  difference  between  the  family 
business  and  consumption  in  saloons  as  would  enable  them  to  pay 
a  higher  tax  than  you  could  payf 

Mr.  Neurat.  I  do  not  thmk  so.  Senator. 

Senator  Penrose.  Do  you  thinic  the  Government  would  get  more 
money  out  of  a  $5  tax  than  out  of  an  $8  tax  I 

Mr.  Neurat,  Positively, 

Senator  Penrose.  According  to  your  view  the  Gk>vemment  would 
not  set  any  revenue  out  of  an  $8  tax } 

'ifr.  Neurat.  I  do  not  believe  the  Government  will  get  much  tax. 
You  know  these  gentlemen  here  must  not  forget  that  although  the 
Internal  Bevenue  department  may  show  that  uiey  have  collected  so 
many  millions  of  dollars  in  revenue  last  year  for  whiskys,  etc.,  most 
of  wnich  came  from  floor  tax.  I  believe  the  Government  coUectel  last 
year  close  to  $175,000,000  just  for  floor  tax.  this  $135,000,000  which 
they  claim  in  their  depositories  to*day  will  not  ^  in  now,  because 
there  is  an  awful  amount  of  that  whisky  jstill  laymg  out,  and  whis- 
kys have  not  been  taxpaying  this  year  as  fast  as  they  were  last  year, 
which  shows  that  the  consumption  is  much  less. 

The  Chairman.  You  are  a  wholesaler? 

Mr.  Neurat.  Yes^sir. 

The  Chairman.  What  do  you  sell  your  liquors  at  i 

Mr.  Neurat.  A  gallon? 

The  Chairman,  xes, 

Mr.  Neurat.  Liquor  sells  to-day  from  $8  to  $12  a  gallon.  It  de- 
pends upon  the  quality  and  age. 

The  Chairman.  Leaving  out  the  tax,  what  do  you  pay  for  liqu<Mr 
in  bond,  if  you  buy  it  in  bond?  I  mean,  what  price  do  you  pay  in 
excess  of  the  tax  in  effect  at  the  time  of  the  purchase  ? 

Mr.  Neurat.  Do  you  mean  what  the  naked  whisky  would  cost  in 
bond? 

The  Chairman.  The  naked  whisky. 

Mr.  Neurat.  About  $3^5  a  gallon,  to-day. 

The  Chairman.  Whisky  in  lK)nd  costs  $8  to  $8 J25  a  gallon,  nothing 
but  the  whisky? 

Mr.  Neurat.  Nothing  but  the  whisky.  That  does  not  include  any 
taxes,  any  railroad  rates,  and  all  the  expenses  attached  to  it. 
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The  Chairman.  Is  that  about  the  average  price  you  have  to  pay? 

Mr.  Neurat.  That  is  the  average  price. 

Senator  Penrose.  What  does  it  cost  the  distiller  to  make? 

Mr.  Neurat.  That  is  just  what  this  Senator  here  has  said,  that  we 
made  so  many  millions.  It  cost  the  distiller  about  60  cents  to  make, 
and  he  sold  it  to  us  for  $3  to  $3.50.  • 

Senator  Thomas.  When  you  say  you  sell  whisky  for  $3  do  you 
mean  the  distilled  or  the  rectified? 

Mr.  Neurat.  No  ;  that  means  the  straight  whisky  in  bond,  without 
any  tax  or  anything  else. 

Senator  Thomas.  What  does  the  rectified  whisky  sell  for? 

Mr.  Neurat.  Ketail,  from  $8  to  $12  a  gallon. 

Senator  Thomas.  That  is  higher  than  the  other. 

Mr.  Neurat.  We  have  to  put  on  $3.35  tax,  freight,  etc. 

Senator  Jones.  What  was  whisky  selling  for  in  bond,  without  any 
taxes,  before  the  war? 

Mr.  Neurat.  About  65  or  75  cents  a  gallon. 

Senator  Jones.  What  raised  the  price  from  65  to  75  cents  a  gallon 
to$3apllon? 

Mr.  Neurat.  The  distillers  raised  the  price.  When  they  were 
prevented  making  it  last  September  they  said:  ^'We  have  only  so 
much  to  sell,  and  we  are  ^oing  to  make  all  we  can  out  of  it.** 

Senator  Gore.  If  the  aistiflers  were  to  take  65  cents  now,  or  even 
a  dollar,  and  added  $8,  that  would  make  $9,  and  that  is  $$  less  than 
you  are  selling  it  for.  So  if  the  distillers  would  return  to  the  old 
price  it  could  still  be  handled  under  an  $8  tax,  could  it  nOt? 

Mr.  Neurat.  No;  because  you  forget  that  the  retailer  has  to  pay 
about  33^  per  cent  gross  expenses  on  his  sales.  He  could  not  make  a 
living  out  of  that. 

The  Chairman.  When  did  that  whisky  go  up  to  $3.50.  You  said  it 
used  to  sell  for  sixty-odd  cents. 

Mr.  Neurat.  Right  after  distillation  had  been  stopped — after  last 
September  the  8th.. 

The  Chairman.  I  understood  you  to  tell  Senator  Smoot  a  little 
while  ago  that  you  bought  this  9,000  gallons  that  you  had  in  stock 
before  last  October. 

Mr.  Neurat.  Oh,  yes.   I  bought  the  biggest  part  of  it. 

The  Chairman.  Then  you  got  this  enormous  quantity  you  have  in 
stock  at  the  rate  of  60  cents,  less  the  taxes  ? 

Mr.  Neurat.  Oh,  no.  There  was  no  60-cent  whi^  when  I  started 
to  buy. 

The  Chairman.  I  understood  you  to  say  just  now  that  up  to  last 
September,  when  they  stopped  distillation,  you  could  buy  this  liquor 
free  of  tax,  or  without  a  tax,  in  bond  for  aoout  60  cents. 

Mr.  Neurat.  So  you  could. 

The  Chairman.  But  since  that  time  it  has  been  selling  at 
about  $3.50. 

Mr.  Neurat.  Eight 

The  Chairman.  I  understood  you  to  say  that  you  bought  this 
9,000  gallons  before  last  October. 

Mr.  Neurat.  Yes. 

The  Chairman.  So  you  must  have  gotten  this  9,000  gallons  nt 
60  cents,  if  you  did  not  pav  more  than  yon  say  liquor  was  selling  for 
at  that  time.    You  have  a  big  profit  if  that  is  so* 
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Mr.  Nburat.  No,  Senator,  I  do  not  want  you  to  misunderstand. 
If  the  Government  had  not  changed  any  other  taxes  from  ^.20  up 
to  $8,  or  up  to  $5, 1  might  have  made  my  profit  in  the  course  of  the 
long  run.  But  if  the  taxes  now  are  going  to  be  changed  again  there 
is  no  profit;  there  can  not  be  any  profit.  I  have  a  stocK  which  I 
am  unable  to  dispose  of.  In  other  words,  I  have  $9,000  or  $12,000 
worth  of  stock,  wnich  cost  me,  naked,  without  the  revenue,  that,  and 
if  I  can  not  sell  it  what  good  is  the  profit  ? 

Senator  Penrose.  What  you  mean  to  say  is  that  if  you  have  made 
profits  up  to  date  they  will  be  wiped  out  by  your  being  stuck  with 
the  stock  you  have  ? 

Mr.  NRirRAT.  Positively. 

The  Chairman.  That  is  an  apprehension.  You  have  from  now 
until  next  July  to  dispose  of  this  liquor.  You  say  you  are  really 
afraid  ;you  can  not  dispose  of  it  if  we  mcrease  this  tax  to  $8f 

Mr.  Neurat.  Yes. 

The  Chairkan.  And  apply  that  to  the  floor  stock. 

Senator  Jones.  If  you  were  to  offer  your  certificates  for  sale  at 
the  price  which  you  paid  for  them,  have  you  any  doubt  that  you 
coala  sell  them  at  that  price  ? 

Mr.  Nburat.  No,  sir. 

Senator  Jones.  Are  you  willing  to  take  the  price  you  paid  for 
them?  • 

Mr.  Nbtjrat.  Yes,  sir. 

Senator  Jones.  How  much  was  it? 

Mr.  Neurat.  I  think  my  average  whisky  stands  me  about  $1.50 
to  $1.75  per  gallon,  and  I  will  take  it  now  and  retire.  You  can  not 
sell  to-day  any  certificates. 

Senator  Oore.  Why  is  it  that  it  is  so  high  and  yet  you  can  not 
sell  it  ?  Why  do  they  not  put  down  the  price  and  see  if  there  would 
not  be  buyers  at  a  lower  price? 

Mr.  Neurat.  Because  everybody  paid  the  price  for  it,  and  they 
can  not  go  out  of  business  without  making  that  amount. 

Senator  Gerrt.  Has  the  distiller  sold  a  large  quantity  of  his 
whisl^  that  he  has  in  bond  ? 

Mr.  Neurat.  I  do  not  think  the  distiller  to-day  owns  one  barrel  in 
bond.  The  distiller  unloaded  to  men  like  me  and  my  colleagues  all 
over  the  country.  Thw  got  rid  of  theirs,  and  they  do  not  worry 
whether  you  pass  prohibition  or  whether  you  pass  a  $10  tax  on  it. 
Their  worries  are  over. 

Senator  Penrose.  Do  you  mean  to  say  that  the  stock  of  whisky 
in  the  country  is  held  by  the  retailer  and  the  wholesaler? 

Mr.  Neurat.  Yes,  sir;  positively. 

Senator  Penrose.  And  the  distiller  has  disposed  of  all  his  hold* 
inra? 

Mr.  Neurat.  The  distiller  has  disposed  of  his  holdings. 

Senator  Smoot.  Not  all  of  them.  We  had  a  distiller  here  the  other 
day. 

Mr.  Neurat.  I  want  to  say  that  they  disposed  of  90  per  cent  of 
their  holdings.  I  want  to  say  to  Senator  JPenrose  that  to-day  the 
millionaires  who  were  made — and  I  agree  with  Senator  Smoot  that 
they  made  an  awful  lot  of  money— made  their  money  by  bleeding 
the  retail  liquor  man  and  trying  to  boost  him  with  statements  like 
this,  •*  We  have  prohibition  this  ^  and  "  We  have  prohibition  thaf 
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Mr.  Distiller  does  not  come  before  you  and  say,  "Do  not  give  the 
retailer  the  tax.''  He  wants  the  poor  retailer  to  come  up  to-aay  and 
plead  with  you.  If  the  distiller  was  to  be  taxed,  he  would  be  here, 
but  he  is  not  here  to  rei)re8ent  himself.  He  has  nothing  to  represent 
He  has  no  hearing  to  give  you.  He  has  unloaded  his  holdings  to  me 
and  my  friends  and  my  colleagues. 

Senator  Smoot.  For  speculative  purposes  t 

Mr.  Nettbat.  And  therefore  he  does  not  care  whether  we  are  put  out 
of  business  to-morrow  or  not 

Senator  Jok£&  Is  it  the  retailer  or  the  speculator  who  is  complain- 
ing of  this  tax? 

Mr.  Neubat.  No,  sir;  it  is  only  the  retailer.  There  is  no  specu- 
lator. The  retailer  holds  the  stock  whether  on  his  floor  or  in  bcmd,. 
and  if  he  can  not  get  rid  of  it  there  is  no  use  talking. 

Senator  Jones.  Did  you  not  admit  you  were  holding  yours  for 
speculation  ? 

Mr.  Neubat.  At  that  time,  when  the  manufacture  of  whisky  was 
stopped,  I  bought  on  speculation.  And  not  only  I,  but  I  want  to 
say  to  you  that  Senators — ^probably  I  do  not  know  whether  Senators 
did,  but  I  know  legislators  and  doctora  and  everybody  else— bou^t 
whisky  on  a  speculative  basis  at  that  time,  tJiinking  there  was  gomg 
to  be  a  g(dd  mine  in  it 

Senator  Smoot.  And  the  distillers  sold.  • 

passengek  axjtomobiles. 

The  Chaibman.  The  next  gentleman  desiring  to  be  heard  is  Mr. 
John  J.  Fitzgerald. 

STATEMENT  OF  MB.  JOHN  J.  FITZGEAALD,  OF  NEW  YOBK,  N.  T. 

Mr.  Frr2SGEKALD.  Mr.  Chairman  and  Senators,  I  appear  to  request 
that  paragraph  12  of  section  1001,  title  10,  fixing  a  tax  of  5  per  cent 
upon  the  gross  receipts  of  companies  operating  three  or  more  auto- 
mobiles, be  eliminated  from  the  bill. 

In  the  first  place,  it  is  difficult  to  understand  why  any  businesa 
should  be  selected  for  this  tax  on  its  gross  receipts ;  and  if  it  should 
be  deemed  necessary  to  select  a  particular  business  for  such  a  tax,  it 
is  inexplicable  that  in  so  doing  the  great  bulk  of  the  business  should 
be  eliminated  from  the  tax  and  a  tax  levied  only  upon  the  remon- 
sible  portion  of  the  business  and  that  portion  of  the  business  which 
has  done  so  much  to  make  the  taxicab  business  saf^  and  r6^>ectable. 
The  Black  and  White  Town  Taxis  (Inc.)  is  tl^  largest  operating 
taxicab  company  in  the  city  of  New  York.    It  opiates  425  taxicabs. 

Senator  Lodge.  What  is  the  total  number  of  taxicabs  in  New  York! 

Mr.  FrrzGERALD.  The  total  number  of  taxicabs  in  New  York  City 
is  S,488 ;  755  are  operated  by  the  companies,  and  the  balance,  2,733, 
are  operated  by  the  so-callea  "  bucker,"  as  he  is  known  in  New  York, 
or  ^  sldnner  "  in  other  sections  of  the  country. 

Senator  Thomas.  How  many  companies  are  there  that  this  tax  will 
affect? 

Mr.  FrrzoBKALD.  There  are  four  large  operating  companies. 

Senator  Thomas.  How  many  small  f 
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Mr.,FrrzQERAu>.  And  then  there  are  some  smaller  ones.  But  the 
great  bulk  of  the  other  cabs  are  operated  by  the  individuals.  A 
great  nmny  of  the  individual  operators  buy  their  cabs  on  the  install- 
ment plan,  the  same  as  they  bought  the  old  hack,  paying  $100  or  $200 
down  and  giving  back  a  chattel  mortgage  on  the  cab.  In  case  of 
accident  to  a  passenger  or  injury  to  a  pedestrian  or  accident  by  colli- 
sion due  to  tne  gross  negligence  even  of  the  operator  of  the  cab, 
when  the  person  injured  comes  to  secure  his  redress  he  finds  an  abso- 
lutely irresponsible  person  financially  against  whom  to  collect.  The 
BlacK  and  white  Town  Taxis  (Inc.)  is  the  largest  operator.  It  oper- 
ates 425  cabs.  It  has  two  classes  of  service,  one  they  refer  to  as  their 
de  luxe  service,  in  which  they  use  174  cabs.  That  is  practically  a 
charge  service.  They  serve  all  the  clubs  in  the  city  oi  New  York, 
and  the  payments  are  not  cash  payments,  but  are  charge  accounts. 
It  requires  the  maintenance  of  numbers  of  starters  at  aU  the  places 
where  cabs  are  supplied.  It  requires  the  maintenance  of  a  consid- 
erable force  for  their  accounting  system. 

^  The  rates  charged  for  that  service,  fixed  by  the  ordinances  of  the 
city  of  New  York,  are  30  cents  for  the  first  quarter  of  a  mile  and 
10  cents  for  each  additional  quarter  of  a  mile  for  one  or  two  passen- 
gers, and  for  three  or  more  passengers  30  cents  for  the  first  third  of 
a  mile  and  10  cents  for  the  additional  distances. 

Then  they  operate  what  is  known  as  the  popular  service,  the  serv- 
ice which  is  doing  so  much  to  popularize  the  use  of  the  taxicab  at 
reasonable  compensation.  They  operate  251  cabs,  and  the  charge 
made«  regardless  of  the  number  of  passenger's,  is  10  cents  for  the 
first  thira  of  a  mile  and  10  cents  for  each  additional  one-sixth  mile. 
Five  persons  can  travel  from  the  Knickerbocker  Hotel  to  the  Grand 
Union  Depot  in  New  York  for  10  cents'in  a  Black  and  White  taxicab. 

Their  estimated  receipts  for  this  year  are  $3,000,000.  For  pur- 
poses of  taxation  their  invested  capital  is  about  a  trifle  over  $600,000. 
Arthur  Young  &  Co.  chartered  public  accountants,  who  audit  their 
books,  were  requested  to  make  an  estimate  of  the  effect  of  the  taxes  in 
the  proposed  bill  upon  their  business.  Estimating  net  profits,  with- 
out paying  any  Federal  taxes  whatever,  of  $120,000,  under  the  pro- 
posed biU  they  have  these  additional  charges :  Two  cents  a  gallon  on 
gasoline,  u^ing  1,000,000  gallons  of  gas,  will  add  $20,000  to  the 
amount  of  their  taxes.  Ten  cents  extra  on  the  purchase  of  an  esti- 
mated consumption  of  $150,000  of  tires  and  other  accessories  adds 
$16,000 ;  $10  on  each  of  the  425  automobiles  operating  under  the  tax 
on  automobiles,  their  automobiles  coming  in  the  lower  class,  being 
cars  of  about  22  horsepower,  $4,250.  The  new  taxes,  outside  of  this 
tax  on  the  gross  receipts,  aggregate  $39,250.  Estimating  the  net 
profits  for  1918,  after  paying  the  new  taxes  other  than  income  and 
excess-profits'  taxes,  their  net  profit  would  be  $80,750. 

The  Chaibkan.  Let  me  ask  you  a  question  right  there :  In  the  last 
estimate^  do  they  take  into  consideration  the  probable  increase  in 
their  prices  that  they  will  make? 

Mr.  FrrzGEKAiiD.  Their  prices  are  regulated  by  ordinance,  and  the 
committee  will  appreciate  the  impofl6U)ility  of  any  increase  of  the 
rates  allowed  by  ordinance  when  a  common  council  in  a  great  munici- 
palit]^  will  be  confronted  with  the  proposition  that  the  rates  should 
bo  raised  in  order  to  help  out  the  operators  of  755  cars,  when  the 
2J00  and  odd  cars  need  not  be  affected  by  this  tax  at  all. 
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The  Chaibman.  Then  you  are  assuming  tiiat  the  municipal  authori- 
ties of  the  city  of  New  York  will  not  permit,  under  the  ordinance,  an 
increase  in  the  rates  of  these  automobiles,  notwithstanding  the  tax 
imposed  by  the  Federal  Government  ? 

Mr.  FrrzGEBAU).  We  assume  that  for  this  reason :  In  the  first  place, 
after  a  ^eat  deal  of  controversy  the  rates  have  been  fixed.  In  the 
second  place,  to  increase  the  rates  for  taxicab  hire^  in  order  to  accom- 
modate those  who  come  within  this  law,  the  operators  of  2,700  and  odd 
cabs  out  of  the  3,500  cabs  in  that  city  alone  will  be  given  a  gratuity 
by  the  Oovemment,  because  they  wQl  charge  the  tax  and  put  it  in 
their  pockets. 

The  Chaibmax.  C!ould  not  your  common  council  fix  one  rate  for  an 
automobile  that  has  to  pay.  a  Federal  tax  and  a  different  rate  for  a 
cab  that  does  not  have  to  pay  it? 

Mr.  FrrzGEB^u).  It  is  absolutely  impracticable  to  levy  such  a  tax  as 
this,  and  to  collect  it,  unless  from  the  responsible  companies.  No  one 
has  any  record  or  knowledge  of  what  the  man  who  operates  his  own 
cab  collects.  He  keeps  no  books,  he  has^  no  records,  he  makes  no  ac- 
counting; nobody  can  tell  how  much  business  he  does.  So  that  unless 
it  is  a  reputable  company,  with  an  organized  system  and  a  bookkeep- 
ing system,  no  one  could  tell  what  was  made. 

The  Chairman.  All  I  wish  to  do,  Mr.  Fitzgerald,  is  to  inject,  in 
connection  with  your  estimate  there,  the  fact  that  that  was  based 
upon  the  hypothesis  that  there  would  be  no  increase  in  rates,  either 
made  arbitrarily  by  the  owners  of  these  automobiles  or  permitted  by 
the  common  council  of  the  city  of  New  York. 

Mr.  FrrzGERALD.  That  is  the  basis  of  that  argument ;  but  under  the 
present  law  the  net  results  to  the  company  would  be  about  $98,000, 
under  the  proposed  taxes  $58,Q00,  out  of  a  business  of  $3,000,000.  If 
a  5  per  cent  tax  on  gross  receipts  was  imposed,  instead  of  being  a 
net  return  to  the  company  of  $68,000  there  is  a  deficit,  without  pay- 
ing a  single  dollar  in  taxation  to  the  Federal  Government.  That  will 
run  in  the  neighborhood  of  $90,000,  and  it  means,  with  a  proposed 
tax  such  as  that,  that  that  company  must  stop  operation. 

That  situation  in  the  city  of  New  York  is  identical  with  the  situa- 
tion in  all  of  the  great  cities  of  the  United  States.  The  representa- 
tives of  the  leading  taxicab  operators  from  Boston,  Baltimore,  New 
York,  Washington,  and  Philadelphia  were  in  conference  last  night. 
There  are  in  the  city  to-day  the  representatives  of  the  operating  cabs 
in  Chicago.  They  do  not  wish  to  be  understood  as  objecting  to  any 
class  of  taxes  that  are  believed  essential  at  this  time  in  order  to  raise 
the  very  extraordinary  revenues  required.  All  they  ask  is  that  they 
be  put  upon  an  equality  with  everybody  in  their  business.  All  they 
ask  is  that  everybody  with  whom  they  must  compete  be  placed  upon 
the  same  basis. 

In  addition  to  the  occupation  tax,  the  tax  upon  the  automobile 
based  upon  the  horsepower,  the  tax  upon  gasoline,  and  the  tax  upon 
tires  and  accessories, '  if  it  then  be  believed  essential,  in  order  to 
produce  additional  revenue,  they  are  willing  to  have  an  additional 
tax  put  upon  them.  They  make  a  suggestion  that  if  they  are  to  be 
singled  out,  that  a  tax  can  be  levied  upon  automobiles  used  for  the 
transportation  of  passengers  for  hire  that  they  believe  will  produce 
«>.  revenue  far  in  excess  of  anything  contemplated  in  this  provision, 
^nd  their  suggestion  is  that  if  it  be  deemed  necessary'  to  single  out 
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xhis  business  for  some  special  tax  instead  of  a  tax  upon  the  gross 
receipts,  that,  in  addition  to  the  tax  they  must  pay  upon  their  auto- 
mobiles based  upon  hosepower,  a  flat  rate  of  $20  be  pui  upon  each 
car  used  for  the  transportation  of  passengers  for  hire.  Outside  of 
the  large  cities  or  the  relatively  lar^e  cities  there  are  hundreds  of 
thousands  of  automobiles  used  for  this  purpose.  They  are  operated 
by  the  owner  of  the  car.  As  a  rule,  he  will  not  own  more  than  one 
or  perhaps  two  cars.  He  escapes  under  this  proposed  tax.  It  is  esti* 
mated  conservatively  that  500,000  automobiles  are  used  in  the  United 
States  for  taxicab  purposes,  and  if  the  committee  believe  it  is  essen- 
tial or  desirable  to  single  this  particular  business  out  for  a  special 
tax,  in  addition  to  all  the  other  taxes  imposed  upon  them,  $20  a  year 
per  car  would  not  be  sufficiently  burdensome  to  affect  any  individual 
operating  a  single  car  and  yet  would  produce  a  revenue  of  $10,- 
000.000. 

Senator  Bobinson.  That  would  also  reach  the  ^^ skinner"  and 
would  prevent  any  possibilitv  of  their  evading  it. 

Mr.  FrrzGBRAij).  And  the  ^  bucker.'^  That  would  be  an  additional 
tax  to  this  particular  company  of  $9,000  a  year,  that  $20.  These 
men  do  not  believe  there  is  any  special  reason  for  a  peculiar  tax 
upon  their  industry.  This  is  one  of  those  rare  occurrences  in  a 
revenue  bill  that  comes  from  the  House  where  an  imperfection  has 
slipped  into  an  otherwise  perfect  bill. 

Senator  Thomas.  Your  estimate  of  $20  per  vehicle  would  give 
very  nearly  $70,000  from  the  city  of  New  York.  You  say  there  are 
3,488  taxis  in  New  York? 

Mr.  FrrzGEBAu>.  Yes,  sir. 

Senator  Thomas.  At  $20  per  vehicle,  that  would  be  $69,760  from 
the  cit^  of  New  York,  and  distributed  equitably  among  all  those  in 
the  business. 

Mr.  FrrzoERALD.  Yes,  sir. 

Senator  Bobinson.  That  would  raise  between  eisht  and  ten  mil- 
lion dollars,  in  all  probability,  levied  throughout  the  country? 

Mr.  FrrzoBEAiiD.  They  estimate  there  are  about  half  a  million  cars 
throughout  the  country.  As  a  matter  of  fact,  it  is  not  believed  that 
there  is  any  reason  for  it.  There  is  a  belief,  due  to  our  own  peculiar 
experiences  at  times  in  the  use  of  the  taxicab,  that  the  taxicab  busi- 
ness is  an  inordinately  prosperous  business.  The  history  of  taxicab 
companies  in  the  great  cities  is  that  the  great  percentage  of  them 
go  into  bankruptcy,  and  this  seems  to  be  an  outbreak  of  that  lin- 
gering feeling  tnat  stUl  exists  in  some  places  that  either  the  posses- 
sion or  use  of  an  automobile  is  one  oi  those  conspicuous  marks  of 
affluence  that  singles  the  user  or  the  possessor  of  it  out  for  some 
special  legislation  at  the  hands  of  the  governing  authorities. 

Senator  Thomas.  Do  you  not  think  that  impression  is  the  out- 
growth of  the  personal  experience  of  the  customers? 

Mr.  FrrzGEBALD.  I  only  have  had  time  to  get  the  figures  of  this 
one  company.  I  think  it  is  typical.  They  operate  a  very  extensive 
service  upon  a  very  small  margin.  They  carefully  investigate  the 
character  of  their  employees.  They  bond  them.  They  are  respon- 
sible to  the  patrons  of  the  company.  It  is  not  very  long  since  that  it 
was  an  extrahazardous  undertaking,  even  in  a  peaceful,  well-ordered 
city  like  New  York,  for  a  person  to  ride  in  a  taxicab  outside  of  one 
of  the  best-lighted  thoroughfares  of  the  city,  and  there  are  some 
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pIac6B,  perhaps,  not  represented  on  this  committee,  where  it  is  still 
not  considered  safe  to  ride  in  a  taxicab  under  any  circumstances. 
The  companies  that  this  tax  would  affect  are  the  companies  that  have 
done  more  to  make  respectable,  to  stabilize  and  make  safe  the  use  of 
the  taxicab,  which,  in  a  large  city  particularly  has  become  essential, 
than  anything  else,  and  if  anything  is  done  to  destroy  them  or  to 
eliminate  them  from  the  business  and  to  leave  only  the  '*bucker" 
or  the  "  skinner  "  or  the  independent,  it  will  bring  back  the  deplor- 
able conditions  of  a  few  years  since. 

On  behalf  of  this  industry  we  ask  that  that  particular  provision 
be  eliminated,  because  it  is  not  believed  that,  in  view  of  this  2-cent 
fax  on  gasoline,  the  10  per  cent  tax  on  tires  and  accessories,  the  tax 
upon  the  cars  based  upon  horsepower,  and  the  tax  upon  cars  pur- 
chased, there  is  any  justification  for  an  additional  tax  upon  this  one 
particular  industry.  But  the  operators  and  owners  or  these  lar^e 
concerns  have  expressed  the  opinion  that,  like  the  rest  of  the  Ameri- 
can people  at  this  time,  they  are  willing  to  make  the  most  supreme 
sacrifice  demanded  if  it  be  necessary.  And  if  it  be  essential  to  get 
this  revenue  they  are  willing  to  acquiesce  in  the  tax  that  has  been 
proposed. 

Senator  Penrose.  Did  you  have  an  opportunity  to  express  your 
criticisms  of  this  part  of  the  bill  to  the  Ways  and  Means  Committee 
of  the  House? 

Mr.  FrrzGEEALD.  Senator,  the  first  suggestion  that  this  tax  was  to 
be  imposed  was  obtained  when  the  bill  was  published.  No  sugges- 
tion had  been  made  of  such  a  tax.  No  one  knew  that  such^  a  tax  was 
contemplated.  No  one  went  before  the  committee,  and  until  the  com- 
mittee presented  the  bill  it  was  not  known  it  was  even  under  consid- 
eration. It  is  one  of  those  things,  I  imagine,  that  at  the  last  moment 
was  suggested  and  incorporated. 

Senator  Penrose.  It  was  made  at  the  last  moment  in  an  effort  to 
perfect  the  bill,  I  suppose. 

Mr.  FiTzoERALD.  I  suppose  it  is  one  of  those  imperfections  that 
creep  in  at  the  last  moment,  and  for  the  elimination  of  which  it  is 
necessary  for  us  to  rely  upon  the  Senate. 

Senator  Gore.  According  to  your  statement,  Mr.  Fitzgerald,  a 
gross-receipts  tax  of  5  per  cent  would  be  equivalent  to  a  200  per  cent 
tax  on  net  receipts  or  net  profits.    Is  that  right  ? 

Mr.  FrrzGERALD.  About  that.  Then,  in  addition,  the  condition  that 
applies  in  New  York  does  not  apply  elsewhere.  The  Legislature  of 
wew  York  last  year  amended  the  tax  law  so  as  to  impose  a  tax  upon 
corporations  for  the  exercise  of  their  franchise  of  3  per  cent  of 
the  net  receipts  as  fixed  by  the  return  under  the  income-tax  law. 
Of  course,  there  would  be  no  net  receipts  either  for  excess-profltfl 
taxes  or  income  taxes  over  there.  But  the  margin,  after  all  of  these 
taxes  are  paid,  is  veiy  small. 

The  Chairman.  We  will  now  hear  Mr.  A.  J.  Pflaum. 

STATBHENT  OF  MB.  A.  J.  PTLAITM. 

Mr.  Pflaum.  Mr.  Chairman,  ma^  I  add  a  word  to  what  Mr.  Fitc- 
gerald  has  said  upon  this  same  subject? 

Senator  Gorb.  He  has  made  out  a  case. 

Mr.  Pflaum.  I  arrived  in  Washingtcm  this  morning,  and,  unfor- 
tunately, was  not  able  to  take  part  in  the  conference  of  the  eastern 
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taxicab  owners  that  was  held  here  last  evening.  But,  representing 
perhaps  the  largest  taxicab  company  in  the  country,  I  guess  the  com- 
pany that  originated  the  cheap  taxicab  service  in  the  country,  the 
Yellow  Cab  Co.  of  Chicago,  I  want  to  acquiesce  in  all  that  was  said 
by  Mr.  Fitzgerald  on  the  subject. 

The  one  important  thing,  as  it  appeals  to  me,  in  connection  with 
the  so-called  error  in  the  bill  as  introduced  in  the  House  is  that,  for 
some  unaccountable  reason,  when  they  came  to  this  particular  sec- 
tion they  got  away  from  the  original  scheme  that  seems  to  permeate 
the  entire  revenue  legislation. 

Senator  Thomas.  What  is  that  scheme?     I  would  like  to  know  it. 

Mr.  Pfi*/\um.  The  general  scheme,  as  it  appears  to  me  from  read- 
ing the  bill,  is  to  raise  revenue  by  a  tax  on  income  and  profits. 

benator  Thomas.  I  am  verv  glad  to  know  that  there  is  a  scheme 
in  the  bill.    I  have  been  unabfe  to  discover  it. 

Mr.  Pflaum.  Of  course,  we  know  it  is  a  bill  to  raise  revenue.  The 
method  of  raising  the  revenue  is  to  tax  income  and  to  tax  profits,  and 
throughout  the  bill  they  adhere  to  that  program  until  they  get  to  this 
particular  section,  and  then  they  say,  '*  Instead  of  taxing  profits,  we 
are  going  to  tax  gross  receipts."  On  first  reading  a  tax  of  5  per  cent 
on  gross  receipts  does  not  seem  like  a  great  deal,  but  when  you  stop 
and  work  out  the  proposition,  answering  the  question  of  the  Senator 
who  just  asked  Mr.  Fitzgerald  whether  it  is  equivalent  of  200  per  cent 
of  the  net  profits,  it  depends  entirely  upon  what  percentage  of  gross 
receipts  represents  your  net  profits.    If  you  take  the  case  of  a  com- 

any  that  does  a  $2,000,000  business — I  am  making  this  statement 
ased  upon  reports  of  taxicab  operators;  they  tell  me  that  prior  to 
the  war  and  prior  to  these  extraordinary  taxes  10  per  cent  of  the 
gross  receipts  was  a  substantial  profit— on  $2,000,000  gross  receipts 
10  per  cent  in  profit  would  represent  $200,000  profit.  Yet  this  tax, 
in  addition  to  the  normal  corporate  tax,  in  addition  to  the  excess- 
profits  tax,  in  addition  to  the  excise  tax,  would  levy  a  tax  not  of  5 
per  cent  but  of  50  per  cent  of  the  net  income  of  the  corporation. 
And,  surely,  it  is  hard  for  a  person  to  conceive  that  the  individual 
who  had  the  clause  in  mind  intended  to  tax  any  industry  50  per  cent, 
unless,  perhaps,  he  thought  he  was  taxing  some  luxury,  as  they  taxed 
the  jewelry  business. 

Senator  Thomas.  I  think  this  tax  is  in  perfect  harmony  with  what 
may  be  the  scheme  of  the  bill,  because  it  is  imposed  upon  the  associa- 
tion or  the  company  doing  the  business.  Our  j^oss-profits  and  our 
excess-profits  tax  are  also  imposed  upon  associations  or  corporations. 
Do  you  not  see  that  in  each  instance  the  exemption  begins  where  the 
voter  stands  ? 

Mr.  Pflaum.  But  the  tax  begins  also  after  they  have  made  the 
requisite  allowance  for  operating  expenses. 

Senator  Thomas,  Upon  the  company? 

Mr.  Pfxaum.  Upon  the  companjr. 

Mr.  Thomas.  Not  upon  the  individual? 

Mr.  PrLATJM.  But  here  they  are  taxing  the  company  and  not  fK^ 
individual. 

Mr.  Thomas.  Exactly ;  and  that  is  the  same  plan  for  the  imposi- 
tion of  the  excess-profits  and  the  war-profits  taxes. 

Mr.  Pflaum.  Yes;  but  when  you  come  to  amusements,  and  other 
things  of  that  kind,  you  add  tlie  tax  on  the  ticket;  and  the  person 
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who  buys  pays.  When  you  come  to  the  excise  tax — and  we  are  now 
discussing  excise  taxes  on  commodities,  on  clothing,  wearing  apparel, 
shoes,  and  everything  else — it  provides  that  the  purchaser  shall  pay 
the  tax. 

Senator  Thomas.  It  is  things  like  that  that  make  it  impossible  for 
me  to  see  any  particular  scheme  in  the  bill. 

Mr.  Pflaum.  One  has  to  try  to  reason  the  intent  that  permeated 
the  mipd  of  the  person  who  drafted  this  bill.  When  they  came  to 
levy  this  excess  tax  upon  clothing,  wearing  apparel,  users  oi  theaters, 
or  any  other  subject  that  is  obligated  to  pay  the  tax,  the  bill  specifi- 
cally provides  that  the  consumer  or  user  or  person  entertained  shall 
have  the  tax  added  to  the  price.  Here  is  one  industry  where  that 
can  not  be  done,  because  we  are  subject  not  only  to  municipal  regula- 
tion by  the  city  councils  of  the  various  cities  that  pass  ordinances 
but  in  a  great  many  States  of  the  Union  we  are  subject  to  State  regu- 
lation by  the  State  utilities  commission.  So  that  every  vendor  of 
merchandise  has  an  opportunity  of  safeguarding  himself  by  raising 
the  prices  of  his  commodities  in  order  to  protect  himself  on  the  new 
tax  scale,  and  every  one  of  us  in  the  common  walks  of  life  knows 
from  everyday  experience  that  the  prices  have  been  raised. 

When  it  comes  to  this  particular  industry,  nothing  can  be  done 
toward  raising  the  price  unless  vou  go  first  either  to  the  city  council 
or  to  the  State  utilities  commission. 

Another  grave  inequality  in  the  scheme  is  the  fact  that  it  exempts 
persons  who  operate  for  public  hire  two  taxicabs,  and  taxes  persons 
who  operate  for  public  hire  three  taxicabs.  so  that  in  the  smaller  dis- 
tricts if  a  gentleman  starts  operating  two  taxicabs  for  public  hire, 
and  his  business  prospers,  he  would  not  put  on  a  third  one,  because 
then  he  would  have  to  pay  5  per  cent  of  his  gross  receipts.  But  he 
could  organize  a  separate  company  and  put  on  two  more  and  have 
four  taxicabs,  but  pay  no  tax. 

Senator  Gore.  There  is  a  scheme. 

Mr.  Pflaum.  It  is  unjust,  because  it  discriminates  against  taxicab 
corporations  in  favor  of  street  car  corporations,  both  of  whom  are 
subject  to  municipal  ordinances. 

Senator  Penrose.  Would  it  not  relieve  the  situation  to  permit  the 
Postmaster  General  to  run  the  taxicab  service  of  the  country  ? 

Mr.  Pflaum.  Senator,  that  might  help  some. 

Senator  Penrose.  That  would  be  a  panacea  for  all  the  troubles. 

Mr.  Pflaum.  Let  me  give  this  committee  this  one  additional  illas- 
tration.  Take  the  smaller  community,  if  vou  will,  where  a  corpora- 
tion operates  50  trolley  cars  and  takes  in  $2,000,000  in  fares.  Let  us 
take  that  as  an  illustration.  You  come  along  and  start  a  tAxicab 
company  to  carry  people  in  the  same  community,  and  operate  r>0  cabs. 
The  only  difference  is  that  one  corporation  runs  its  50  oars  on  mils, 
the  other  corporation  runs  its  60  cars,  with  rubber  tires,  on  the  pav^ 
streets,  ignoring  the  rails.  Each  company  takes  in  $2,000,000  in  groes 
receipts.  The  one  company  pays  not  one  dollar  of  special  excise  tax 
under  this  bill,  and  the  otner  company,  because  it  operates  without 
rail^,  would  have  to  pay  $100,000  tax. '  We  say  that  scheme  is  mani- 
festly unfair.  It  is  discriminatory.  It  not  only  discriminates  aficainst 
the  corporation  that  operates  taxicabs  in  favor  of  the  corporation 
that  operates  other  public  utilitio*?,  hut  it  discriminates  against  the 
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corporation  in  favor  of  the  individual,  the  so-called  '^bucker"  or 
"  raker,"  who  operates  one,  two  or  more  cabs. 

The  gentlemen  I  reprer^ent  from  the  West  have  the  same  patrotic 
ideas  about  tax  legislation  as  the  gentlemen  operating  taxicabs  in  the 
East.  We  do  not  appear  before  this  committee  to  ask  to  be  relieved 
from  any  just  tax  that  we  ought  to  pay.  We  do  not  ask  this  com- 
mittee to  reduce  taxes.  We  ask  this  committee  to  equalize  the  matter, 
and  make  it  fair.  We  appreciate  that  the  committee  is  going  to  be 
sorely  tried  to  raise  by  taxation  the  gigantic  sum  of  money  that  is 
necessarv',  and  we  recognize  the  great  number  of  taxicabs  used  for 
public  hire  throughout  the  United  States  of  America.  Do  not  single 
out  the  corporation.  If  you  are  going  to  tax  the  industry,  tax  it,  and 
tax  evei7body  who  operates  an  automobile  for  public  hire,  and  if  it 
is  to  be  an  excise  or  special  tax,  then  the  equitable,  just  and  fair  way 
to  tax  it  is  to  tax  the  automobile. 

Senator  Penrose.  I  think  the  committee  fully  understands  it. 

Mr.  Pflaum.  That  is  the  very  point. 

Senator  Thomas.  We  heard  one  argument  yesterday  upon  this  sub- 
ject, and  we  are  pretty  well  informed. 

Senator  Smoot.  I  do  not  think  there  is  any  necessity  of  taking  any 
more  time. 

Mr.  Pflaum.  That  is  the  sum  and  substance  of  it. 

The  CiiAinMAN.  I  think  the  committee  will  understand  it.  You 
remember  we  had  this  same  question,  in  a  slightly  different  form,  in 
the  last  bill.  There  was  a  difference  between  the  position  of  the 
House  and  the  position  of  the  Senate  upon  this  question  in  the  last 
bill.  I  think  your  fundamental  position  is  probably  in  line  with  that 
of  the  Senate  committee  when  it  framed  the  last  bill ;  that  is,  that  all 
excise  taxes,  if  imposed  at  all,  ought  to  be  imposed  in  such  a  way 
that  they  can  be  passed  on  in  some  way  or  anotner,  and  you  contend 
here,  and  I  think  you  make  a  pretty  strong  case,  that  it  would  be 
difficult,  under  the  circumstances,  for  this  tax  in  many  instances  to 
be  passed  on. 

Mr.  Jf  FLAUM.  It  would  be  well-nigh  impossible. 

The  Chairman.  You  could  not  very  well  require  the  purchaser  to 
pay  this  additional  tax.  You  could  not  do  it  at  all  on  the  gross  in- 
c'ome  basis. 

Mr.  Pflaum.  I  think  the  collection  of  it  would  be  entailed  with  so 
many  difficulties  that  it  would  be  imoracticable  to  enforce  the  collec- 
tion of  it  if  the  person  who  rides  in  the  taxicab  was  to  be  called  upon 
to  pay  the  excess  fare. 

(The  chairman  submitted  a  letter  from  Mr.  E.  C.  Finney,  which  is 
here  printed  in  full,  as  follows:) 

PRTROLETM. 

Washington,  D.  O.. 

September  20,  19 J 8. 

My  I^ear  Sknatdr:  Tornilt  uie  to  call  attention  to  section  1006  of  the  revenue 
bill,  H.  R.  12803,  providlnjr  for  a  tax  on  autouioblles.  You  wIU  note  that  the  tax 
propoKed  l«  $10  on  rars  of  28  horsepower  or  less,  .$20  on  oars  of  horsepower  be- 
tw^n  23  and  30,  and  $30  on  cars  between  30  and  40  horseimwer,  etc.  I  venture 
Co  mijc«ef»t  that  tills  Is  not  a  fair  an<l  equitable  way  of  taxing  automobiles.  It 
I  would  seem  to  me  that  a  fairer  way  would  be  to  place  the  tax  upon  the  value 

!  of  the  rar.  making  reasonable  deductions  for  ape.    Und(»r  the  House  bill  a  car 

I  4  or  n  years  nid.   and  of  small   value,   will   be   taxe<l   exactly   the  same   as  a 
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brand  new  car.  If.  however,  in  the  opinion  of  your  committee  the  tax  sliould 
be  upon  horsepower,  it  would  seem  to  me  that  it  should  be  laid  as  are  taxes  ou 
automobiles  in  the  State  of  Maryland,  namely,  so  many  cents  per  horsepower. 
Under  the  House  provision,  a  mnn  with  an  automobile  of  24  horsepower  will 
pay  as  much  tax  as  the  man  with  an  automobile  of  30  horsepower.  The  man 
with  an  automobile  of  81  horsepower  will  pay  as  much  tax  as  the  man  with 
one  of  40  horsepower.  This  is  evidently  not  logical  or  fair,  even  from  the  view- 
point of  the  House,  which  seems  to  be  that  the  tax  should  be  on  horsepower 
because  of  the  use  or  damage  of  the  roads  by  the  cars,  the  damage  being  theo- 
retically, at  least,  greater  as  the  horsepower  Increases.  If  the  tax  was  made 
50,  60,  or  70  cents  per  horsepow'er,  you  will  see  that  each  man  would  then  pay 
an  exact  proportion  to  the  power  of  his  car. 

Very  truly,  yours, 

B.  C.  Fin  NET. 
Hon.  F.  M.  Simmons, 

Cfiairman  Committee  on  Finance^  United  States  Senate. 

The  Chairman.  The  committee  will  be  pleased  at  this  time  to  hear 
Hon.  Harry  Covington. 

STATEMENT  OF  HON.  J.  HAEEY  COYINOTON,  OF  WASHINGTON,  D,  C. 

Mr.  Covington*.  Mr.  Chairman,  I  appear  with  Mr.  Fitzgerald,  of 
the  law  firm  of  Fitzgerald,  Stapleton  &  Mahon,  of  New  York,  as 
counsel  for  the  committee  on  taxation  of  the  National  Petrolemn 
War  Service  Committee.  It  is  not  our  purpose  to  go  into  a  general 
discussion  of  the  pending  revenue  bill.  I,  personally,  as  well  as  Mr. 
Fitzgerald,  would  naturally  have  a  predilection  against  criticizing 
generally  a  bill  that  emanated  from  the  body  in  which  I  served  for  a 
considerable  length  of  time.  We  simply  want  to  call  attention  very 
briefly  to  a  rather  serious  situation  that  really  confronts  the  country 
as  the  result  of  the  method  of  taxing  the  producing  branch  of  the  oil 
industry.  We  apprehend  that  all  of  you  gentlemen  are  already  in 
possession  of  the  report  on  the  oil  situation  that  has  been  transmitted 
to  the  Senate  as  the  result  of  the  resolution  introduced  by  Senator 
Lodge. 

Senator  Lodge.  Let  me  ask  vou,  on  that  point,  one  Question.  Those 
figures  were  transmitted  by  the  Fuel  Administrator? 

Mr.  Covington.  Yes. 

Senator  Lodge.  Have  you  any  idea  who  furnished  those  figures  or 
on  what  they  were  basea? 

Mr.  Covington.  Senator  Lodge,  I  have  not,  and  I  frankly  say  that 
in  discussing  the  matter  with  some  of  the  oil  men  who  are  here,  they 
say  that  they  did  not  furnish  them.  I  am  not  able,  therefore,  to 
vouch  for  the  absolute  accuracy  of  those  figures. 

But  I  am  able  to  state  to  you,  from  the  oil  industry  itself,  that  as 
the  result  of  very  carefully  tabulated  figures  gathered  in  the  rather 
systematic  way  in  which  the}'  are  accustomed  to  gather  them,  it  may 
be  said  with  certainty  that  there  is  a  very  substantial  shortage  of 
crude  oil,  which,  of  course,  is  the  basis  of  the  entire  oil  indurjtry. 
To-day  the  oil  production  in  the  United  States  is  not  keeping  pace 
with  the  demand  by  a  very  great  deal.  There  is  a  daily  depletion  of 
60,000  barrels  of  crude  oil  in  the  reserves,  and  up  to  this  time  the 
reason  that  the  oil  industry  has  been  able  to  furnish  the  variety  9f 
its  products  in  the  quantity  that  it  does,  is,  of  course,  the  existence  of 
a  very  considerable  reserve  supply. 

It  is  not,  however,  an  overstatement,  and  it  is  said  in  all  earnest- 
ness, and  with  no  desire  to  draw  a  gloomy  picture  to  this  committee, 
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that  unless  in  the  precarious  enterprise  of  crude-oil  production, 
which  does  not  depend  upon  anything  else  except  new  discovery  and 
new  development,  there  is  a  fair  encouragement  of  new  development, 
an  opportunity  for  that  exploration  which  makes  what  is  known  as 
the  "  wildcatter  "  in*  the  oil  world,  precisely  the  same  as  the  "  pros- 

Eector'*  in  the  mining  world,  this  country  unquestionably,  if  the 
gures  of  the  oil  producers  of  the  United  States  are  accurate,  faces 
a  genuine  and  serious  shortage  in  crude  oil,  at  a  time  when  we  arc 
fast  demanding  a  very  much  increased  supply  for  the  manifold  neces- 
flities  of  ourselves  and  our  allies  across  the  seas.  The  expansion  of 
our  own  Army  and  its  maintenance  abroad  alone  means  a  vastly  in- 
creased demand  for  fuel  oil,  lubricating  oil,  and  gasoline. 

Senator  Thomas.  Of  course,  you  know  that  is  due  in  a  very  large 
degree  to  the  poller^  of  the  Government,  which  prohibits  prospecting 
for  oil  on  the  public  domain  absolutely,  and  it  takes  an  oil  well  away 
from  a  successful  prospector,  either  at  the  time  of  or  just  before  he 
develops  it. 

Mr.  Covington.  Senator,  I  am  not  going  to  have  a  controversy 
with  you  about  that,  for  I  believe  there  is  much  to  be  said  for  the 
side  of  the  oil  men  in  this  matter. 

Senator  Thomas.  They  are  now  on  the  point  of  impounding  the 
proceeds  of  those  oil  companies  which  are  producing  on  the  public 
domain,  and  have  been  producing  in  strict  compliance  with  the  re- 
quirements of  the  laws  of  the  United  States.  We  could  have  plenty 
of  oil  if  the  prospector  were  permitted,  under  the  laws  of  the  country, 
to  go  out  on  the  public  domain  and  take  his  chances  of  the  hazard 
and  expense,  and  bring  into  the  market  the  treasures  of  oil  in  the 
bowels  of  the  earth  on  the  public  domain. 

Senator  Penrose.  Fear  is  he  might  make  a  little  money. 

Senator  Thomas.  That  is  one  fear.  But  the  whole  system,  begin- 
ning some  10  or  12  years  ago,  and  entirely  praiseworthy  within 
proper  limitations,  has  gone  to  such  an  extreme  that  to-day  the  coun- 
try 18  upon  the  verge  of  an  oil  shortage,  with  no  apparent  prospect  of 
any  change  in  governmental  policy. 

Mr.  Covington.  Senator,  I  do  not  entirely  disagree  with  you  with 
respect  to  the  policy  of  preventing  the  exploitation  of  oil  and  miner- 
als alone  on  the  public  domain. 

Senator  Thomas.  I  understand  that.    I  simply  emphasized  it. 

Mr.  Covington.  I  think  that  is  a  ven^  much  debated  question,  upon 
which  there  have  been  two  sides  ever  since  before  the  time  I  entered 
Congress  a  number  of  years  ago,  and  perhaps  there  will  be  for  a  good 
many  years  hereafter. 

Senator  Thomas.  I  stated  it  in  order  to  emphasize  your  argument. 

Mr.  Covington.  You  are  absolutely  right. 

Senator  Thomas.  There  is  a  double  necessity  now  for  encouraging, 
in  every  possible  ^^7^  oil  enterprises  upon  certain  parts  of  the  do- 
main of  tne  United  States  as  are  still  available. 

Senator  Penrose.  Jud^  Covington,  in  connection  with  Senator 
Thomas's  question,  having  destroyed  individual  enterprise,  why 
would  it  not  be  a  good  idea  to  appropriate  $50,000,000  as  a  revolving 
fund  to  permit  the  Postmaster  General,  or  the  Secretary  of  the  In- 
terior— or  the  Secretary  of  the  Treasury,  if  he  has  time — ^to  develop 
oil  fields? 
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Mr.  Covington.  Senator,  I  hold  no  brief  for  the  various  persons 
who  might  want  to  have  $50,000,000  appropriations  from  the  Treas- 
ury, and  therefore  I  would  not  like  to  attempt  an  answer  to  that 
question.  The  Secretary  of  the  Interior  has  the  public  domain  under 
his  jurisdiction. 

Senator  Lodge,  Judge  Covington,  there  are  great  quantities  of  oil 
shales  in  the  country,  are  there  not? 

Mr.  Covington.  The  recent  investigations  of  the  Interior  Depart- 
ment^ caused,  I  think,  by  Secretary  £ane,  have  produced  a  very  in- 
forming report,  made  by  Mr.  Manning,  Chief  of  the  Bureau  of  Mines, 
That  report  shows  that  there  are  a  very  great  many  oil-producing 
shales  in  the  United  States.  I  do  not  know  enough  about  the  scien- 
tific side  of  the  matter  of  oil  production  from  shales  to  be  able  to 
say  whether  that  presents  an  opportunity  for  immediate  relief  in 
America.  From  what  Mr.  Manning  has  told  me  casually  I  should 
have  a  very  great  hesitancy  in  saying  that  it  would. 

Senator  Thomas.  There  is  oil  enough  in  the  shales  of  Utah  and 
Colorado  to  supply  the  world  with  oil  for  500  years,  but  we  are  not 
permitted  to  develop  it. 

Mr.  Covington.  Based  on  the  method  of  extracting  oil  from  shales 
in  Scotland,  where  the  volume  of  production  from  a  given  unit  is 
much  lower  than  it  would  be  in  the  United  States,  if  there  were  a 
development  of  the  oil  shales  of  Utah  and  other  regions  of  the  arid 
West,  there  could  undoubtedly  be  an  eventual  production  that  would 
yield  an  enormous  supply  of  oil  in  this  country. 

But  I  apprehend  I  am  going  to  have  only  a  short  time,  in  the 
hurry  and  pressure  of  the  Finance  Committee,  and  I  will  proceed 
with  my  argument. 

As  you  gentlemen  in  the  Senate  know,  production  from  the  oil 
shales  is  a  method  of  increase  of  production  that  must  run  the 
hazard  of  legislation  aflFecting  the  public  domain.  It  is  idle  for  me 
to  stand  and  talk  to  you  gentlemen  here  about  that.  Senator  Bobin- 
son,  with  whom  I  served  for  some  time  in  the  House  when  he  was  the 
chairman  of  the  Pul)lic  Lands  Committee,  knows  what  that  hazard  is. 
We  can  hope  for  no  legislation  which  will  open  these  shale  fields 
at  once.  That  must  come  from  a  new  method  of  treating  the  public 
domain. 

Senator  Gore.  A  crisis  will  not  wait  on  that  sort  of  thing. 

Mr.  Covington.  You  are  quite  right.  Senator.  A  crisis  will  not 
wait  for  that  to  develop.  You  have  confronting  this  country  the 
question  of  the  present  de})letiou  of  the  oil  reserves  of  America,  and 
you  have  confronting  the  country  the  fact  that  there  is  a  retarding, 
and  a  very  serious  retarding,  of  the  enormous  exploration  by  the 
"  wildcatter ''  necessary  to  assure  the  fields  which  will  maintain  pro- 
duction. The  men  who,  really  as  partners,  but  for  convenience,  if 
you  please,  form  the  small  corporation  to  develop  the  fields  in  Okla- 
homa, in  Texas,  in  Wyoming,  or  in  Kansas  are  greatly  discouraged 
because  at  this  time  th6  method  of  taxation,  the  method  of  treating 
all  over  the  original  investment  as  income,  liable  to  all  the  normal 
taxes  and  liable  to  the  war-profits  tax  or  the  excess-profits  tax,  takes 
practically  all  the  gain  in  the  case  of  a  fortunate  development.  In 
the  few^  moments  that  I  hope  you  will  be  able  to  give  Mr.  Fitzgerald, 
for  he  collaborated  with  me  on  that  subject,  I  am  going  to  leave  with 
him  to  go  rather  into  detail  and  emphasize  to  you  the  small  chances 
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that  are  left  to  any  persons  who  attempt  at  this  time  to  explore  for 
oil  in  any  of  the  existing  oil  fields  in  the  South  or  West,  or  in  any 
of  the  lands  of  those  sections,  not  on  the  public  domain,  which  offer 
favorable  prospects  for  exploration  with  the  idea  that  there  may  be 
oil. 

Tliere  is  one  concrete  illustration  of  the  situation  that  I  can  not 
resist  a  reference  to.  It  is  in  the  printed  brief  we  shall  file  with  you, 
and  it  is  a  case  where  a  concern  in  Oklahoma  found  itself  in  the 
position  where  the  tax  which  was  to  be  levied  upon  it  under  the 
existing  law  was  so  excessive  that  it  could  not  raise  the  money  to 
pay  it,  being  a  small  producing  concern  engaged  in  this  business  of 
semiwildcatting.  It  had,  however,  one  piece  or  property  which  could 
be  sold,  and  it  was  able  to  get  for  it  $300,000.  But  when  that  sale 
was  made  for  $300,000,  if  it  were  made,  actually  it  was  found  that 
the  concern  would  have  to  deduct  so  large  a  proportion  of  the 
$300,000  to  pay  the*  excess-profits  tax  to  the  Treasurv  that  then  there 
would  be  talcen  from  them  the  entire  $300,000  of  physical  property 
owned,  and  yet  there  would  be  a  shortage  of  $180,000  of  the  money  to 
pay  the  taxes  owed  the  Government,  bo  the  concern  seriously  have 
nad  under  consideration  the  perfectly  enormous  proposition,  if  you 
come  to  tliink  about  it,  of  asking  the  Treasury  of  the  United  States  to 
sequester  a  portion  of  the  physical  property  of  the  concern  and  sell  it 
to  pay  a  tax  that  can  not  otherwise  bo  paid  because  the  relation  of 
the  invested  capital  to  excess  profits  of  the  concern  in  this  hazardous 
industry  is  such  at  the  present  time  that  the  very  moment  that  there 
is  a  sale  of  developed  oil  land  it  is  all  excess  profits. 

In  this  brief  which  Mr.  Fitzgerald  and  myself  have  prepared — 
and  I  believe  I  speak  for  Judge  Shea,  who  is  special  counsel  for  the 
Oklahoma  oil  producers — there  is  a  specific  suggestion  that  in  lieu 
of  the  present  method  of  collecting  this  exorbitant  excess-profits 
or  war-profits  tax  the  actual  producer  be  permitted  to  pay  a  flat  tax, 
making  him  in  a  special  class,  and  that  flat  tax  to  be  20  per  cent  of 
the  actual  sale  value  of  the  land  at  the  time  it  is  brought  to  the 
stage  of  production,  when  he  can  sell  it  to  the  concern  that  is  able  to 
develop  it  and  to  send  the  oil  into  its  normal  flow  of  refined  product 
for  consumption. 

Senator  Jokes.  I  just  wondered  if  you  would  put  your  remedy 
in  such  shape  as  to  enable  us  to  deal  generally  with  extrahazardous 
enterprises. 

Mr.  CoviNOTON.  Senator  Jones,  of  course  the  thing  that  charac- 
terizes an  enterprise  as  hazardous  is  so  variable  that  it  is  very  hard 
to  classify  industries  in  the  country  as  normal,  hazardous,  and 
exti*ahazanlous.  What  we  do  say  is  that,  in  so  far  as  the  production 
of  crude  oil  is  concerned,  there  is  so  special  a  condition  existing  in 
the  oil  fields  of  America  and  so  special  a  condition  that  is  inherent 
in  the  matter  of  oil  production,  in  that  the  product  is  a  fugitive  sub- 
stance, which  has  to  be  searched  for  and  located  under  the  soil,  that 
*  oil  production  may  fairly  be  called  a  special  class  of  industry,  en- 
titled to  exceptionally  favored  treatment  in  the  matter  of  taxing 
oil-land  sales. 

Senator  Jones.  Is  that  different  in  principle  from  the  man  who 
mines  gold  ? 

Senator  Penrose.  Or  coal? 
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Senator  Jones.  Coal  mining,  I  take  it,  is  not  so  hazardous  as  the 
mining  of  those  other  minerals.  But  you  take  especially  the  case 
where  the  man  is  spending  some  years  in  developing  a  gold  mine, 
and  through  the  running  of  a  timnel  or  the  sinking  of  a  shaft  he  dis- 
covers a  rich  body  of  ore. 

Mr.  Covington.  I  do  not  think  there  is  any  difference,  if  you  ask 
me,  to  the  extent  that  each  represents  a  prospecting  hazard. 

Senator  Gore.  If  you  will  let  me  interrupt  you,  there  is  this  dis- 
tinction :  A  man  working  a  gold  mine  may  work  it  to  the  limits  of 
his  claim.  The  man  owning  an  adjacent  claim  is  not  affected  by  it. 
But  if  a  big  concern  owns  oil  leases  adjacent  to  a  small  concern  and 
the  big  concern  puts  down  wells  near  the  line  the  small  concern  has 
to  put  down  wells  or  have  its  line  drained.  It  loses  its  property, 
and  if  it  is  not  able  to  finance  it,  it  has  it  drained,  and  this  tax 
makes  it  impossible  for  small  concerns  to  dispose  of  their  holding^^ 
because  the  tax  takes  all  the  property,  and  they  have  to  sit  by  and 
hold  it,  whereas  if  they  were  permitted  to  sell  to  big  concerns  they 
could  go  ahead  and  wildcat  in  other  communities.  But  they  must 
develop  or  else  their  neighbor  will  take  their  substance.  That  differ- 
entiates it  to  that  extent  from  coal  and  gold  mines,  although  short- 
lived mines  in  large  measure  are  in  the  same  category  with  oil  wells. 

Mr.  Covington.  Senator  Jones,  what  I  wanted  to  impress  upon  you 
was  simply  this,  that  each  of  them  presents  a  special  situation  in  ex- 
ploration and  development.  Each  of  them  presents  a  situation  that 
fairly  requires  special  treatment  at  the  hanas  of  a  Congress  seeking 
to  do  equity  in  the  matter  of  taxing  essential  enterprises  which  are 
by  no  means  stable  and  in  which  there  are  always  one  or  the  other 
financial  condition  present — an  excess  loss  or  an  excess  profit.  Each 
of  them  is  similar  m  a  certain  sense.  I  take  the  oil  industry,  and 
since  I  have  been  examining  the  situation  for  the  oil  producers  I 
have  come  to  find,  according  t<^  the  best  statements  I  can  get,  that 
there  has  been  more  money  lost,  startling  as  that  may  seem,  in  the 
unsuccessful  developments  of  oil  fields  than  there  has  been  made  in 
the  successful  developments  of  oil  fields. 

Senator  Thomas.  That  is  true  also  of  gold  and  silver  and  lead 
and  copper. 

Mr.  Covington.  I  am  not  prepared  to  controvert  that. 

Senator  Jones.  You  are  reaching  a  point  now  which  I  hoped  you 
would  bring  out.  Do  you  think  it  advisable  that  there  be  some  tribu- 
nal which  shall  adjust  these  profits  or  values,  whatever  we  may  term 
them,  in  a  way  to  allow  a  reasonable  return  to  the  owner  of  the 
property,  or  should  we  in  this  bill  specify  the  oil  industry  or  the 
gold-mining  industry  or  other  hazardous  enterprises,  or  create  a 
tribunal  which  shall  adjust  these  taxes  on  an  equitable  basis,  so  far  as 
hazardous  enterprises  are  concerned? 

Mr.  Covington.  Senator,  if  you  could  work  out  a  plan  for  an 
administrative  board  composed  of  men  who  are  specialists  in  the^ 
various  fields  connected  with  the  exceptional  industries  with  which* 
they  shall  be  expected  to  deal,  and  that  administrative  board  w^ould 
not  have  delegated  to  it  a  portion  of  the  taxing  p(*Aver  which  might 
make  the  entire  plan  unconstitutional,  I  should  have  no  hesitancy  in 
saying  that  all  such  industries  as  the  oil  industry  and  the  mining 
industry  could  receive  much  more  intelligent  ^^reatment  after  the 
thoughtful  consideration  that  would  be  given  it  by  such  board  than 
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could  be  the  result  of  arbitrary  provisions  written  into  a  revenue  bill 
with  the  pressure  upon  the  framers  of  it.  Bat  I  do  not  know 
whether  in  the  present  bill  you  are  able — I  have  no  information,  of 
coui*se,  nor  has  anyone  outside  this  committee  room,  of  the  transac- 
tions that  are  going  on  within  it — I  do  not  know  whether  you  are 
able  to  provide  for  such  a  commission  as  that.  I  am  a  strong  be- 
liever, and  I  believe  I  would  speak  almost  entirely  for  the  oil  indus- 
try— is  not  that  true,  Judge  Shea  ? — I  am  a  strong  believer  in  such 
a  board. 

Mr.  Shea.  We  have  recommended  it. 

Mr.  Covington.  Judjge  Shea  recommended  it,  after  much  thought, 
in  tl^e  brief  that  was  med  with  the  House.  That  recommendation, 
in  a  ceneral  way,  was  based  on  the  fact  that  the  experts  selected  by 
the  Government,  if  you  please,  may  be  well  trusted  by  any  industry 
that  does  not  want  to  evade  or  dcdge  taxes,  but  simply  wants  the 
Government  to  deal  with  eminent  fairness  toward  it. 

The  Chairman.  This  bill  creates  a  special  board,  as  you  pi-obably 
recall. 

Mr.  Covington.  Yes,  sir. 

The  Chairman.  If  it  were  thought  wise  to  delegate  to  them  pow- 
ers and  f xmctions  as  defined  by  Senator  Jones,  that  could  be  done  ? 

Mr.  Covington.  As  a  matter  of  fact,  the  advisory  board  provided 
for  in  the  bill  at  the  present  time  does  not  possess  a  very  great  degree 
of  power. 

The  Chairman.  I  said  if  it  were  thought  advisable  to  delegate  to 
them  special  powers  in  these  regards  it  could  be  done  ? 

Mr.  Covington.  If  you  could  broaden  the  powers  of  an  advisory, 
making  it  a  board  of  specialists,  and  permit  it  to  adjust  the  obvious 
inequalities  and  injustices  of  taxation  that  must  creep  into  a  bill  of 
this  sort,  I  concede  it  would  be  far  preferable  than  to  attempt  to 
write  into  such  bill  a  provision  to  deal  with  such  industries  as  the  oil 
industry,  because  they  could  then  make  a  clear  case  for  the  many  and 
widely  variable  situations  before  a  board  which  could  take  the  time 
to  find  in  each  case  precisely  what  the  situation  was. 

Senator  Jones.  It  strikes  me  that  one  of  the  fundamental  diflScul- 
ties  of  the  present  bill  rests  right  in  what  you  are  presenting.  I 
doubt  if  it  IS  possible  in  this  bill  or  in  any  revenue  bill  to  define 
proper  exemptions  for  the  various  lines  of  industry  and  have  it 
woriked  out  automatically.  We  all  recognize  that  the  banking  indus- 
try, for  instance,  not  being  generally  a  hazardous  enterprise,  is  per- 
fectly willing  to  accept  a  very  low  rate  of  earnings  on  its  capital  a.s 
exempt  from  a  tax.  But  you  go  into  other  enterprises,  and  they 
must  pay  the  great  profits  to  compensate  them  for  the  risk  involved 
in  the  business.  Whether  this  can  be  done  by  varying  the  amount  of 
exemptions  in  the  bill  as  equitably  as  by  a  commission  to  inquire 
into  various  lines  of  industry  is  a  great  problem,  and,  to  my  mind, 
the  thing  which  you  suggest  here  is  one  of  the  very  broad  subjects 
which  must  be  dealt  with  in  this  bill. 

Mr.  Covington.  I  must  speak  frankly  with  you,  as  this  is  a  very 
serious  matter,  the  matter  of  framing  so  stupendous  a  revnue  bill, 
and  I  must  say  that  I  do  not  know  what  the  view  might  be  in  the 
Senate  in  respect  of  writing  what  I  think  is  an  ideal  statute;  that 
is,  a  statute  drawn  in  most  general  terms  to  effectuate  the  object  and 
permitting  a  properly  constructed  administrative  body  to  do  what 
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the  Supreme   Court  has  repeatedly   described   as  "filling  in  the 
details. 

Senator  Penrose.  What  assurance  have  anjr  of  us  that  the  tax- 
payers of  the  country  can  get  a  properly  constituted  body?  Would 
you  consider  the  professor  of  Latin  and  Greek  from  some  college  as 
qualified  to  pass  on  the  petroleum  industry  ? 

^  Senator  Robinson.  No  more  than  you  would  a  professional  poli- 
tician. 

Mr.  Covington.  That  would  depend  on  the  man.  The  personal 
ei^uation  enters  into  that  so  largely.  But  that  gets  into  an  abtsrac- 
tion.  I  should  have  an  abundance  of  confidence  myself,  while  you 
might  not,  that  if  it  were  there  would  be  authorized  a  selection  of 
a  commission  that  would  be  sufficiently  intelligent  and  sufficiently 
impartial  to  administer  with  fairness  and  skill  the  general  principles 
written  into  law  and  to  do  that  with  absolute  justice  to  all  the  indus- 
tries affected.  But  I  realize  that  such  a  proposal  would  probably 
produce  a  very  serious  controversy  in  the  Senate. 

Senator  Penrose.  I  am  an  optimist,  but  I  do  not  feel  that  my 
optimism  is  justified  by  precedents. 

Mr.  Covington.  I  perhaps  may  be  even  more  of  an  optimist  than 
I  have  known  for  a  good  many  years  that  you  are. 

The  Chairman.  tJudge,  you  have  made  a  suggestion  that  is  worthv 
of  very  serious  consideration.  Whether  or  not  the  committee  will 
act  upon  that  suggestion  is  a  matter  we  can  take  up  and  discuss.  So 
you  need  not  discuss  that  now. 

Mr.  Covington.  We  have  filed  a  brief  here  dealing  with  our  sug- 
gestion. There  is  another  matter  I  want  to  call  brief  attention  to. 
I  think  it  can  be  dealt  with  in  almost  a  moment. 

In  the  House  bill  in  the  two  sections  which  provide  for  deductions 
allowed  to  individuals  in  relation  to  the  income  tax  and  for  deduc- 
tions from  excess  profits  in  the  case  of  corporations,  seemingly  be- 
cause the  House  was  considering  a  variety  of  other  matters  connected 
with  the  oil  industry  they  left  the  provision  of  law  respecting  deple- 
tion of  oil  and  gas  wells  in  the  way  that  it  is  in  the  existing  law. 
The  Treasury  Decision  No.  2448,  rendered  on  February  4,  1917, 
pointed  out  that  this  provision  circumscribed  their  activities  in  re- 
spect of  allowance  for  depletion  and  seems  to  recognize  that  that 
provision  of  existing  law  is  in  a  sense  unworkable  and  unfair  in  that 
it  only  dealt  with  a  deduction  for  the  decrease  of  the  flow  of  an  oil 
well  after  it  has  reached  its  settled  flow  and  the  flush  flow  has 
entirely  passed  away. 

We  have  offered  as  our  second  concrete  suggestion  a  very  simple 
provision  that  has  already  been  adopted  by  the  House  with  regard 
to  mines.  The  depletion  clause  will  then  read  "  in  the  case  of  mines, 
oil  and  gas  wells,  a  reasonable  allowance  for  depletion." 

The  bill  then  going  on  to  provide,  as  it  does  in  many  other  places, 
that  the  Commissioner  of  Internal  Revenue  and  the  Secretary  of  the 
Treasury  shall  promulgate  the  suitable  and  necessary  rules  and  regu- 
lations to  make  that  provision  effective. 

The  pending  bill  provides  that  in  the  case  of  mines  a  reasonable 
allowance  for  depletion  shall  be  made.  But  it  does  not  change  the 
law  as  it  now  stands  in  respect  to  oil  and  gas  wells,  seemingly  be- 
cause there  was  not  a  concrete  discussion  of  that  particular  point  in 
the  House.    What  we  ask  for  in  that  respect  is  that  mines,  oil  and 
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gas  wells  be  brought  within  the  single  provision  that  a  reasonable 
allowance  for  deletion  without  statutory  restriction  shall  be  made. 

Senator  Gore.  To  make  it  uniform  ?  . 

Mr.  Covington.  To  make  it  uniform.  It  ought  to  be  the  law  now, 
and  that  will  be  a  very  simple  matter  for  you  gentlemen  to  correct. 
The  value  of  the  suggested  change  is  this :  That  the  depletion  of  oil 
wells  is  so  variable  that  it  is  hard  to  write  into  a  statute  a  clause  that 
will  accurately  and  arbitrarily  provide  a  method  by  which  in  all 
instances  depletion  of  a  well  may  be  calculated  with  justice  to  the 
person  who  has  the  capital  invested  in  that  well. 

The  oil  and  natural  gas  people  are  quite  content  to  have  the  rules 
and  regulations  made  sufficiently  elastic  to  meet  each  particular  case 
as  it  is  presented  to  the  Treasury  as  their  measure  of  remedy.  That 
has  already  been  given  to  the  mine  owners  of  the  country. 

Senator  Gore.  This  point  ought  to  be  kept  in  mind :  That  the  flow 
of  oil,  when  taken  out  of  the  well,  is  the  taking  out  of  capital.  It 
does  not  represent  profit,  but  the  major  portion  of  it  represents 
capital. 

Mr.  Covington.  This  provision  is  merely  for  depletion.  The 
Treasury  regulations  now  provide  a  different  method  to  compute 
depletion  in  taking  out  oil  and  in  taking  out  ore  from  mines.  When 
they  come  to  calculate  the  matter  of  depletion  of  an  oil  well,  if  the 
new  provision  is  inserted,  then  they  will  have  to  calculate  it  with  a 
broad  knowledge  of  the  oil  field  in  which  the  well  is  located,  with 
the  production  of  that  field,  with  the  possibilities,  just  as  you  cited  a 
few  moments  ago  that  the  ownei'S  of  abutting  properties  having 
wells  which  touch  the  same  pool  in  the  sand  will  cause  depletion. 
But  that  can  all  be  taken  care  of  amply  by  a  suitable  rule  and  regu- 
lation of  the  Treasury. 

Senator  Gore.  The  point  I  was  making  is  that  the  proceeds  of  oil 
is  not  all  income;  it  is  mostlv  capital. 

Mr.  Covington.  Absolutely  not  income.  Most  of  the  proceeds, of 
oil  are  the  returns  of  capital,  and  when  you  get  down  to  the  real 
basis  of  it  there  is  no  profit  in  an  oil  well  until  you  get  your  capital 
back.  And  the  oil  producers  will  want  to  submit  a  provision  to  be 
inserted  in  the  bill  to  deal  with  their  peculiar  situation  relating  to 
the  return  of  invested  capital. 

The  Chairman.  I  think  what  you  are  saying  with  reference  to  a 
discriminating  differentiation  between  these  two  industries  is  so 
apparent  upon  the  face  of  the  bill  that  it  must  have  been  a  case  of 
oversight. 

Mr.  Covington.  I  think,  frankly,  that  it  was  overlooked  in  the 
House. 

The  Chairman.  A  reading  of  it  called  to  my  attention  the  things 
you  have  been  referring  to,  and  I  think  the  House  overlooked  it. 

Mr.  Covington.  I  thing  there  is  no  question  about  that,  that  they 
got  into  rather  an  elaborate  hearing,  which  must  have  covered  sev- 
eral days  and  dealt  with  other  matters. 

The  Chairman.  I  am  saying  that  because  T  do  not  think  you  need 
to  spend  any  more  time  on  it. 

Mr.  Co\^NGTON.  In  behalf  of  the  manufacturing  and  refining 
branches  of  the  oil  industry  I  now  desire  to  bring  to  the  attention  of 
the  committee,  not  by  way  of  protest,  but  by  way  of  very  serious  re- 
minder, the  fact  that  while  these  bi*anches  are  asking  no  special  con- 
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sideration  whatever  in  the  way  of  tax  legislation  for  their  very  large 
proportion  of  the  total  oil  industry  of  the  country,  in  other  words, 
are  asking  nothing  more  than  is  provided  in  respect  to  other  cor- 
porations engaged  in  industrial  enterprises.  The  gasoline  tax  as 
provided  in  the  House  bill  is  a  serious  departure  from  the  general 
purpose  of  that  bill. 

In  the  provision  for  a  gasoline  taxj  while  the  oil  industry  does  not 
protest  about  it,  it  is  felt  that  it  is  fair  to  call  to  the  attention  of  this 
committee  the  fact  that  the  House  has  called  this-  a  tax  upon  a  lux- 
ury, when,  as  a  matter  of  fact,  it  is  unescapable  that  it  is  a  bald  tax 
upon  consumption.  If  you  are  going  to  tax  an  article  in  everyday 
use,  which  the  statistics  show  is  to  at  least  three-quarters  of  its  total 
consumption  used  for  normal  activities  that  are  as  essential  as  the 
operating  of  a  railroad  train,  as  necessary  as  the  use  of  coal  that  is 
burned  in  a  factory  or  in  a  house  for  heating  purposes,  that  article 
ought  to  be  taxed  with  a  full  appreciation  of  the  fact  that  it  is  a 
consumption  tax  upon  a  necessary,  which  is  to  be  passed  along  to  the 
consumer  as  a  consumption  tax.  If  the  Senate  is  to  have  consump- 
tion taxes  that  is  an  economic  matter  for  them  to  consider. 

Senator  Gore.  It  has  the  vice  of  being  a  tax  on  a  source  of  indus- 
trial power,  and  the  tax  multiplies  with  all  the  processes  of  vaiy- 
ine  use. 

Mr.  Covington.  The  gasoline  tax  dues  all  that.  A  consumption 
tax,  as  the  chairman  of  this  committee  advisedly  stated  a  few  mo- 
ments ago,  if  levied  at  all,  is  levied  as  an  excise  tax,  on  the  theory  tiiat 
it  may  be  diffused  in  accordance  with  an  economic  principle  odf  taxa- 
tion, the  diffusion  of  taxes,  and  with  the  consequent  passing  of  them 
along  to  the  ultimate  consumer.  If  this  one  industry,  however,  is 
to  have  a  consumption  tax  levied  upon  it,  which  is  to  be  passed  along, 
and  after  the  war  there  is  a  continuance  of  abnormal  taxes  for  a 
period  in  order  to  take  care  of  the  great  revenues  necessary,  in  part, 
to,  liquidate  our  enormous  war  debt,  there  may,  nevertheless,  be  such 
a  curtailment  of  the  uses  of  oil  that  there  may  be  a  fair  supply  of 
oil  in  the  country  to  meet  the  needs  of  a  period  of  reaction  ana  in- 
dustrial dullness.  Then  one  of  the  well-known  economic  laws  comes 
into  existence,  recognized  since  the  days  of  Adam  Smith,  the  fact 
that  you  can  not  pass  along  a  consumption  tax  when  the  time  comes 
that  the  competitive  distributors  of  tiie  taxed  article  have  more  of 
their  product  than  the  consumer  will  take.  Then  the  person  who 
has  the  tax  levied  upon  him  in  the  first  instance  must  pay  it  alL 
Therefore,  to  recognize  by  silence  that  the  gasoline  tax  is  a  tax  on 
a  luxury  would  be  to  concede  the  propriety  of  it  as  a  special  tax  to 
be  paid  by  the  producer  when  similar  articles  are  not  taxed.  Th^  oil 
industry  wants  to  bear  its  burdens  fully,  but  it  is  the  producer  of  a 
great  necessity  and  taxes  ought  to  be  levied  upon  its  product  in  har- 
mony with  a  general  plan  ox  taxation. 

Senator  Penbose.  Judge,  you  have  referred  to  the  deficiency  in 
the  supply  of  oil.  Why  should  the  effort  at  Sunday  conservation 
stop  at  the  Mississippi  Eiver  9 

Mr.  Covington.  Senator,  I  have  no  accurate  information  om  that 
subject. 

Senator  Penbose.  I  did  not  know  but  what  your  studies,  which 
evidently  have  been  very  thorough,  had  led  you  to  give  some  thought 
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to  that.    Is  there  any  reason  why  the  conservation  should  stop  at 
the  Mississippi  River! 

Mr.  CoviNOTON.  I  say  I  am  uninformed  about  that,  Senator. 

Senator  Penrose.  I  would  like,  Mr.  Chairman,  to  introduce  this 
observation  at  this  time,  that  the  effect  of  the  Sunday  law  in  Pennsyl- 
vania has  been  to  cause  a  loss  of  at  least  an  extra  day  among  the. 
miners.  They  have  gone  home  or  gone  to  visit  where  they  desired 
on  Saturday  evening  and  not  been  aole  to  return  until  Monday,  mak- 
ing a  loss  in  coal  production  of  a  very  vital  and  considerable  amount, 
by  an  order  whicn  ought  to  be  thoroughly  investigated. 

The  Chairman.  Judge,  you  have  certainly  been  talking  to  us  very 
interestingly,  and  also  very  profitably.  But  we  have  a  good  many 
gentlemen  here  to  be  heard. 

Mr.  CoviNOTON.  I  am  ready  to  stop  whenever  you  say.  I  have 
appreciated  so  thoroughly  the  rigorous  rule  in  the  House  of  Rep- 
resentatives, the  five-minute  rule,  that  it  is  not  a  serious  hardship  to 
close  a  discussion  at  any  time.  And,  in  fact,  I  have  concluded  what 
I  had  to  present. 

Senator  Gore.  A  consumption  tax,  according  to  a  well-recognized 
principle  and  authority,  ought  to  be  on  the  mushed  product  readv 
for  final  consumption  and  not  on  a  raw  material,  any  crude  material, 
anv  material  partlv  manufactured.  While  gasoline  is  to  the  refiner 
a  finished  material,  it  is  not  in  the  regular  course  of  industry.  It 
is  the  raw  material  of  those  who  use  it  in  manuf actiu^. 

Mr.  Covington.  Absolutely,  and  as  such  raw  material  it  represents 
about  three-quarters  of  the  entire  gasoline  product  of  the  country. 

Senator  Gore.  And  a  tax  on  gasoline  would  be  to  carry  this  price 
all  the  way  through  all  the  processes? 

Mr.  Covington.  I  might  say  that  there  are  about  400,000  motor 
trucks  in  this  country  to-day  out  of  a  total  registration  of  motor 
vehicles  of  5,000,000,  and  more  than  one-third  of  all  the  registration 
is  in  the  10  rural  States  of  this  country  west  of  the  Mississippi  River, 
which  have  not  a  single  great  city  witnin  them. 

Senator  McCumber.  Did  you  say  that  about  three-quarters  of  the 
gasoline  is  used  in  industries? 

Mr.  Covington.  I  did  not  say  in  industries.  I  said  approximately 
three-quarters,  as  well  as  the  data  can  be  gathered,  is  used  not  for 
pleasure  purposes.  I  did  not  mean  to  characterize  industrial  uses 
unless  you  take  a  broad  classification  and  say  that  every  essential 
use  is  within  itself  an  industrial  use.  While  it  is  a  very  difficult 
thing  to  get  at  accurately,  I  should  say  that  not  more  than  25  per 
cent  of  the  ^soline  of  the  country  is  used  for  pleasure  purposes. 
Some  authorities  say  as  little  as  17  per  cent  is  used  for  pleasure 
purposes.  When  I  remind  you  that  there  are  more  automobiles 
registered  in  your  State  than  there  are  in  this  so-called  automobile 
heaven  of  the  District  of  Columbia  I  think  you  catch  the  significance 
of  my  statement. 

Senator  Penrose.  I  simply  want  to  state  at  this  time  that  I 
have  been  greatly  impressed  with  the  statement  of  the  judge  and 
intend  to  ask  the  committee  at  a  convenient  opportunity,  and  very 
soon,  in  connection  with  these  statements,  to  request  the  presence  of 
officials  of  the  Fuel  Administration  Bureau  to  appear  before  the 
committee  and  explain  the  exact  status  of  the  oil  ana  gasoline  supply. 
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The  Chairman.  That  is  the  Senator's  privilege  if  he  desires  to 
do  it. 

Mr.  Covington.  I  would  like  Mr.  Fitzgerald  to  make  a  few  obser- 
vations respecting  a  particular  phase  of  the  bill  as  it  affects  the  oil- 
producing  industry.  I  want  also  to  thank  you  for  your  considera- 
tion to  me  and  to  those  I  represent. 

The  Chairman.  If  Mr.  Fitzgerald  wishes  to  develop  some  other 
phase,  of  course  the  committee  will  hear  him,  although  we  have 
made  a  rule,  Mr.  Fitzgerald,  not  to  hear  more  than  two  statements 
with  reference  to  the  same  matter. 

Senator  Townsend.  Have  you  something  new  to  present  on  this 
subject,  Mr.  Fitzgerald? 

Mr.  Fitzgerald.  If  you  only  wish  to  hear  two  persons,  Judge  Shea, 
here  representing  the  midcontinental  oil  producers,  ought  to  be  given 
an  opportunity  to  be  heard. 

Senator  Gore.  I  am  especially  anxious  that  Judge  Shea  should  be 
heard. 

Mr.  Fitzgerald.  There  is  one  phase  I  would  like  to  speak  of.  But 
I  do  not  want  to  take  the  time  ii  Judge  Shea  is  thus  to  be  prevented 
from  addressing  the  committee. 

The  Chairman.  We  must  place  some  limitation  or  we  will  not  get 
through. 

Mr.  Fitzgerald.  I  appreciate  that,  and  if  it  is  the  desire  of  the 
committee  to  hear  only  two  persons  I  think  Judge  Shea  ought  to  be 
heard  in  preference  to  myself. 

The  Chairman.  That  is  a  matter  between  you  and  Judge  Shea. 

(The  following  brief  was  subsequently  submitted  by  Mr.  Covington 
and  is  here  printed  in  full,  as  follows :) 

Statement  Submitted  by  the  Special  Committee  ox  Taxation  of  the 
National  PETKOLEU^f  War  Service  Committe?:,  Suggesting  Mopificationb 
of  the  Pending  IiE\T:NUE  Bill,  H.  R.  12863,  as  it  Affects  the  Actual 
Production  of  Oil  and  Natural  Gas,  by  J.  Harry  Covington,  Fitzgerald, 

STAPI.ETON  &  MAHON,   COUNSEL. 

This  statement  is  submitted  in  behalf  of  the  oil  and  natural-gas  producers 
of  the  United  States  by  a  special  committee  on  taxation  selected  by  the 
national  petroleum  war  service  committee.  While  it  is  prepared  at  the  In- 
stance of  the  oil  and  natural-gas  producers,  its  punwse  Is  simply  to  assist 
the  Congress  In  formulating  a  revenue  law  which  In  Its  operation  will  be 
just  to  the  oil  and  natural-gas  industries  at  the  same  time  that  it  causes,  them 
to  bear  their  full  and  fair  share  of  the  taxes  which  all  patriotic  Americans 
recognize  as  necessary  to  be  levied  In  the  present  exigency  of  our  Government. 

It  is  proper  to  state  that  those  concerns  engaged  in  the  transportation, 
manufacturing,  and  distribution  of  oil  and  oil  products,  and  in  the  transpor- 
tation and  distribution  of  natural  gas  are  asking  no  special  consideration  in 
respect  of  the  taxes  to  be  levied  and  collected  in  the  pending  revenue  bill. 
Those  branches  of  the  oil  and  natural-gas  Industries  recognize  that  the  com- 
parative situation  which  they  occupy  in  the  present  condition  of  American 
business  make  it  eminently  proper  that  they  should  be  taxed  In  the  same 
manner  as  business  generally  Is  to  be  taxed. 

The  situation  In  the  producing  branch  of  the  oil  industry  is,  however,  very 
piecarious.  At  the  present  time  the  TTnlted  States  is  drawing  upon  its  crude- 
oil  reserves  at  the  rate  of  60,000  barn^ls  a  day  in  order  to  meet  Its  demands. 
As  the  size  of  our  Army  increases,  with  the  tremendously  increased  number  of 
tractors,  motor  truciks,  ambulances,  and  aeroplanes,  it  is  inevitable  that  the 
ciude-oil  demands  of  the  country  will  greatly  increase. 

The  oil  and  natural-gas  supply  is  kept  up  by  new  explorations  and  new 
developments.  If  the  supply  Is  to  be  maintained  and  sufficient  fuel  oil,  lubri- 
cants, and  gasoline  are  to  be  available,  those  explorations  must  go  on,  and 
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must  be  encouraged  In  such  a  way  that  the  explorer,  known  as  the  **  wild- 
catter," will  continue  his  financially  hazardous  activities  with  the  assurance 
that  all  his  reward  will  not  be  taken  from  him  In  the  event  of  success. 

As  indicative  of  the  actual  financial  hazard  in  oil  producing,  it  has  been 
stated  by  men  who  are  quite  familiar  with  the  business  that  the  total  sums 
realized  from  the  sale  of  oil  up  to  this  date  would  not  equal  the  total  expendi- 
tures in  attempting  to  produce  and  In  producing  the  same. 

As  an  illustration  of  the  rapidity  with  which  existing  fields  show  a  con- 
stantly decreasing  production,  attention  Is  called  to  the  fact  that  In  1914-15 
the  Gushing  Pool  in  Oklahoma  was  largely  developed — a  little  strip  of  ground 
6  miles  wide  and  12  miles  long.  This  pool  produced  at  Its  peak  about  350,000 
barrels  per  day  of  the  highest  grade  oil  ever  produced  In  this  country  In  any 
large  quantity.  This  Is  considerably  more  than  the  entire  Mld-Contlnent 
field  Is  producing  at  this  time,  and  the  Gushing  field  is  now  producing  only 
55,000  barrels  per  day. 

In  1010-17  the  great  Augusta  and  Eldorado  fields  in  Kansas  were  develoi)ed, 
and  at  the  high  point  had  an  enormous  production  of  high-grade  oil.  This  Is 
rapidly  falling  off,  and  at  the  present  time  there  is  no  field  In  sight  to  take 
the  place  of  these  two  fields. 

The  Senate  has  reliable  information  as  to  the  gravity  of  the  Impending 
gasoline  shortage.  The  report  transmitted  by  the  Fuel  Administrator  on 
September  11,  1918,  In  response  to  Senate  resolution  No.  299,  Indicates  a 
probable  shortage  by  the  end  of  this  calendar  year  of  1,000,000  barrels  of 
gasoline. 

It  is  impracticable  to  obtain  absolutely  accurate  statements  as  to  the 
requirements  of  the  Government  and  commerce  for  the  next  calendar  year, 
but  some  estimates  have  been  made  for  the  present  year  by  competent  authori- 
ties. In  Bulletin  No.  14  of  the  Kan^s  City  Testing  Laboratory,  1918  edition, 
entitled  "  Petroleum,  Asphalt,  and  Natural  Gas,"  It  is  stated  that  the  demand 
on  United  States  refineries  for  gasoline  and  naphtha  In  1918  has  been  estimated 

as  follows : 

Million  barrels. 
Plen.««ure  automnbiles  _ 20 

Exi>ort -    -     -.  15 

Gommercial  auto  service__    12 

Tnlted  States   Army 8 

Stationary  gasoline  onginos 8 

Otlier  uses — 10 


Total 73 

Tlie  nutnl)er  of  so-called  "pleasure"  cnrs  is  <lifllcult  to  determine.  A  great 
many  cars  included  in  sucli  a  classification  are  used  primarily  as  business  neces- 
sities and  only  incidentally  for  pleasure ;  others  are  chlefiy  for  recreation  pur- 
))08e8  and  Incidentally  for  business,  although  for  business  to  a  very  considerable 
extent;  while  the  number  in  u.^e  solely  for  pleasure  Is  very  much  less  than  the 
total  inclu<le<l  in  tlie  classification  of  pleasure  cars. 

Where  only  a  brief  time  ago  automobiles  were  almost  universally  regarded 
as  a  luxury,  and  their  possession  the  \islble  and  unmistakable  indication  of 
affluence,  to-day  they  are  as  generally  recognlze<l  as  Indispensable  factors  In  the 
transaction  of  the  complex  business  of  tliis  progressive  age. 

The  total  motor  vehicle  registration  of  the  Unlte<l  States  on  January  1,  1918, 
was  In  round  numbers  5,085,000.  Of  this  number  there  were  1,685,000,  or  about 
one-third  of  the  total,  automobiles  and  trucks  registered  In  the  10  purely  agrl- 
cultnral  and  rural  States  of  Iowa.  Minnesota,  California,  Kansas,  Texas,  Wis- 
consin, Missouri,  Nebraska,  North  Dakotn,  and  South  Dakota. 

Moreover,  of  the  total  there  are  in  the  Unite<l  States  254,000  motorcycles 
which,  as  every  one  knows,  are  used  almost  entirely  for  utilitarian  purposes. 
There  are  also  400,000  motor  trucks  (testimony  of  Mr.  (}.  M.  Graham,  chairman 
National  Automobile  Chamber  of  C>)mmerce,  motor  truck  committee.  House 
Hearings,  p.  1077)  which,  of  course,  are  used  entirely  for  essential  work. 

In  view  of  tliese  statistics.  It  Is  fairly  certain  that  the  .somewhat  prevalent 
belief  timt  a  large  percentage  of  the  gasoline  consumed  Is  us<»d  for  nonessential 
und  purely  recreational  punnises  Is  not  well  founded.  While  something  may  be 
piined  by  imiKislng  restrictions  u|)on  the  uses  to  which  gnsoline  may-  be  put, 
reliance  for  the  maintenance  of  a  continued  an<l  sufllclont  supply  of  un  soli  no 
mu8t  depend  upon  new  discoveries  and  developments. 


368  TO  PBOVIDE  BEVENUE  FOB  WAB  PXXBF08ES. 

It  Is  fuffiumeil  that  the  extrahazardous  character  of  the  *' wild-catter  *'  busi- 
nefi8  in  the  oil  industry  is  as  well  established  as  that  of  the  "  prospector  '*  for 
precious  metals.  If  gas,  oil,  and  precious  metals  could  be  located  in  the  same 
systematic  manner  tliat  virgin  land  is  cleared,  broken,  and  made  productive, 
there  would  be  no  occasion  for  alarm  because  of  prospective  shortages,  nor 
would  there  be  need  for  special  consideration  of  those  engaged  in  prospecting 
for  such  commoillties.  But  "  wild-catting  "  is,  indeed,  a  precarious  and  uncer- 
tain business  or  occupation.  The  hope  of  large  rewards  from  some  discovery, 
which  wlU  comiiensate  for  a  lifetime  of  effort,  is  the  stimulus  which  holds  men 
in  the  occupation.  While  some  attain  that  which  all  seek,  and  by  a  lucky  strike 
reap  substantial  returns  for  tlie  hard  years  of  fruitless  effort,  most  of  the 
"  wlld-catters.**  like  the  prospectors  for  precious  metals,  pass  out  disappointed 
liiid  with  no  adequate  return  for  their  life's  effort  and  industry. 

Under  the  existing  law,  and  under  the  proposed  law,  all  incentive  is  taken 
from  the  "  wild-catter."  The  method  adopted  of  treating  the  difference  between 
the  sales  price  and  the  amount  actually  expended  to  acquin^  proi>erty  and 
develop  it  to  the  point  where  gas  or  oil  is  discovered  as  profits  for  the  year  in 
which  the  stile  is  made,  has  practically  stopped  sales  of  newly  discovered  gas 
and  oil  properties. 

As  illustrating  the  effect  of  the  oi)eration  of  the  present  law,  a  pending  case 
is  startling. 

A  concern  with  a  nominal  capital  is  subject  to  a  tax  of  $240,000  under  the 
existing  law.  It  had  not  the  money  to  pay  the  tax.  It  could  sell  one  parcel  of 
its  holdings  for  $300,000.  The  entire  proceeds,  under  the  law,  would  be  con- 
sidered as  profits.  After  disposing  of  the  property,  actually  part  of  its  capital, 
for  $300,000,  and  paying  60  per  cent  of  the  price  received  as  taxes.  It  would  still 
be  short  $120,000  to  make  up  its  indebtedness  of  $240,000.  for  which  it  had 
parted  with  property  of  $300,000  in  value. 

Consideration  of  the  effect  of  the  proposed  law  demonstrates  how  futile  it 
would  be  to  rely  upon  the  operations  of  the  **  wild-cat ter  "  for  a  continuance  of 
the  gasoline  supply. 

Take  the  case  of  three  partners  w»ho  for  convenience  Incorporate  and  con- 
tribute $20,000  each  to  the  capital.  Assume  that  they  invest  the  capital  in 
acquiring  properties  and  expend  $40,000  additional  in  drilling  several  wells,  as 
a  result  of  which  gas  or  oil  is  discovered  in  considerable  quantity.  If  such 
property  were  really  rich  In  gas  or  oil,  it  would  not  be  unusual  for  it  to  have  a 
marketable  value  of  $1,000,000. 

If  the  discoverers  of  this  gas  or  oil  contemplated  disposing  of  the  property, 
they  would  face  this  situation:  The  difference  between  the  sales  price  and 
the  invested  capital  would  be  considered  as  profit.  This  difference  would  be 
$900,000.  Under  section  312  of  the  proposed  law  a  specific  exemption  of  $3,000 
would  be  allowed  and  an  additional  sum  equal  to  10  per  cent  of  the  invested 
capital,  amounting'  to  $10,000,  or  $13,000  in  all.  The  balance,  $887,000,  would 
be  subject  to  an  80  per  cent  tax,  aggregating  $709,600.  There  would  be  left  to 
the  corporation  $177,400.  Under  the  corporation-tax  provision  of  the  proposed 
law  (section  230),  after  the  allowance  of  $2,000  provided  In  section  236.  there 
is  a  tax  upon  the  net  income  which,  with  the  deduction  mentioned,  Is  $175,400. 
Assuming  that  the  entire  $175,400  is  to  be  distributed  as  dividends,  there  would 
first  be  deducted  12  per  cent,  or  $20,848,  leaving  $154,552  to  be  distributed  as 
dividends.  If  so  distributed,  the  three  partners  would  receive  $61,517  each,  and, 
under  the  Income-tax  provision  of  the  law,  would  pay  $12,980  each. 

Thus,  as  a  result  of  a  transaction  Involving  $1,000,000,  with  profits  of  $900,000. 
there  would  be  pnid  in  taxes  under  the  proposed  law  $769,394,  and  each  of  the 
three  persons  engaged  in  the  enterprise  would  receive  $38,537. 

Innumerable  illustrations  might  be  presented  where  the  operations  of  the 
proposed  law  would  be  equally  drastic.  The  one  presented  Is  selected  because 
typical.  When  it  is  considered  that  the  discovery  of  such  properties  is  not  the 
common  fortune  of  the  explorer;  that  for  every  such  rich  location  there  are 
failures  numbering  In  the  thousands;  that  the  losses  from  year  to  year  can  not 
be  offset,  but  must  be  borne  without  redress,  unless  compensated  by  the  unusual 
and  rare  discovery — It  must  be  apparent  that  some  special  provision  must  be 
made  to  meet  such  peculiar  and  unusual  conditions. 

SPECIAL  TAX  ON    SALES. 

Appreciating  the  necessity  of  holding  out  substantial  returns  to  encourage 
those  who  continue  to  explore  for  gas  and  oil.  the  following  provision  is  sub- 
mitted for  the  consideration  of  the  committee.    Add  to  section  211 : 
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**(a)  In  tho  case  of  oil  and  pas  wells  sold  by  the  individual  owner  thereof, 
20  i>er  cent  of  the  actual  sales  price  shall  be  paid  in  lieu  of  all  income  surtaxes 
In  the  year  of  sale." 

And  add  to  se<'tIon  330.  after  the  fli-st  paragraph,  the  following:  • 

*'  In  the  <*ase  of  oil  ami  pis  wells  sold  by  the  <*onM»ratIon  owner  thereof  20 
per  cent  of  the  actual  sales  price  shall  be  paid  in  lieu  of  all  war-profits  or 
excess-profits  taxes  in  the  year  of  sale." 

The  effect  of  these  provisions  will  l)e  to  ijermit  the  explorer  and  discoverer 
to  reap  fair  returns  from  discoveries:  It  will  start  anew  the  transfer  and  ex- 
change of  properties  ready  for  development  to  those  capable  of  utilizing  the 
proi)ertles  to  the  most  complete  l)eneficial  use,  and  it  will  still  leave  the  in- 
dividual and  coiiMirate  exi»lorer  subje<*t  to  the  ordinary  Income  and  corpora- 
tion taxes. 

Thouglitful  consideration  by  those  whose  energies  are  concentrated  to  pro- 
duce the  maximum  supply  of  oil  and  gas.  with  no  desire  to  aid  anyone  to  escape 
the  onerous  burdens  which  ne<*es.sarily  result  from  existing  conditions,  but 
with  keen  appreciation  of  the  Imperative  necessity  of  stimulating  tltose  upon 
whose  contlnutHl  efforts  new  sources  of  gjis  and  oil  depend,  has  resulted  in  the 
conviction  that  what  is  here  proposed  is  equitable  and  will  be  effective. 

It  may  be  that  some  other  method  to  relieve  the  existing  situation,  equally 
effective  and  no  less  Just  to  all  concerned,  may  be  proposed,  but  none  has  been 
suggested  which,  In  the  opinion  of  those  most  familiar  with  the  situation  and 
who  are  most  competent  to  api»reciate  Its  peril,  as  fully  and  as  fairly  meets 
the  present  emergency  as  the  remedy  here  proposed. 

REASONABTJS   ALLOWANCE  FOB   DEPr.£TI0N. 

The  production  of  oil  and  natural  gas,  unlike  that  of  most  other  businesses, 
begins  to  diminish  the  body  of  the  property  from  the  time  of  the  first  sale  of 
oil.  This  is  termed  by  the  Treasury  Department  "  depletion."  After  the  dis- 
covery of  oil  the  producer  must  bring  it  to  the  surface.  He  can  not  wait;  he 
must  produce  It  or  lose  it.  and  his  market  is  fixed.  He  mu.st  produce  and  sell 
his  oil  and  gns  u|K)n  whatever  market  is  available  at  the  time.  In  the  matter 
of  <*oal,  iron,  and  other  minerals  not  fugitive  he  can  aw^ait  his  convenience 
to  bring  them  to  the  surface  and  nuirket  them ;  but  in  oil,  found  as  it  is  In 
pools,  with  many  wells  being  sunk  upon  adjacent  property,  all  drawing  from 
the  same  ^e8el^*oi^.  unless  the  producer  speedily  develops  and  produces  he 
will  never  realize  the  full  value  of  his  property.  Unless  the  producer,  there- 
fore. Is  permittttl  to  have  a  fair  <IeductIon  by  way  of  a  "  depletion  "  allowance 
for  the  loss  in  tlie  value  of  his  wells  from  the  production  of  the  oil,  and  which 
will  thereby  give  him  a  return  which  \\i\\  have  replaced  his  capital  and  a  fair 
profit  at  the  time  the  pr<Kluctlon  ends,  he  has  sustained  a  loss.  This  can  not 
l>e  accompiIshe<l  in  each  instance  by  a  reasonable  allowance  for  actual  reduction 
in  flow  of  his  wells  from  that  of  the  previous  year.  The  number  of  wells  in 
the  area  over  the  ik)o1,  the  separate  ownership  of  lands  on  which  are  wells 
drawing  from  such  pool,  and  the  number  of  new  wells  which  may  be  sunk  by 
the  particular  Individual  on  his  land,  all  have  such  an  effect  on  the  total  pro- 
duction of  the  unit  upon  which  "depletion"  Is  calculated  that  it  Is  impossi- 
ble to  write  into  law  a  provision  which  will  meet  fairly  each  case. 

A  quotation  from  Treasury  Decision  2447.  issued  February'  4,  1917,  and  con- 
struing section  5,  subdivision  eight,  and  section  12,  subdivision  second,  each  of 
which  relate  to  "  depletion  "  of  oil  and  gas  wells,  as  such  "  depletion "  must 
be  computed  under  the  act  of  Septeml»er  8,  1916,  the  existing  law,  shows 
the  limitation  of  discretion  allowed  to  the  Treasury  ofilciais  in  meeting  the 
unusual,  widely  variable,  and  often  serious  cases  of  oil  and  gas  well  depletion. 
That  quotation  Is  as  follows:  , 

"Notwithstanding  the  fact  that  the  drilling  of  new  wells  may  offset  the  re- 
duction In  the  prwluctlon  nn(i  flow  of  the  older  wells  in  the  field  not  fully  de- 
veloi)ed,  the  provision  of  the  law  hereinbefore  quoted  does  not  authorize  and 
this  office  can  not  pennit  a  depletion  deduction  to  l)e  taken  so  long  as  the  fiow 
and  product li»n  ot  the  unit,  be  It  a  well  or  gro\ip  of  wells,  or  the  entire  terri- 
tory. Is  as  great  during  the  year  for  which  the  retuni  Is  made  as  it  was  for 
the  year  imme<liately   prei^lJng." 

The  section  nf  the  law  there  referral  t«»  Is  n^prcMhutHl  In  the  pen<llng  bill,  and 
to  over<*onie  the  objet'tlon  which  we  have  Just  pointed  out,  we  propose  for  the 
c-onslderatlon  of  the  committee  amendments  of  sulKllvlslon  (10)  of  section  214 
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and  of  subUivlsion  (9)  of  section  234,  which  are  identical.    Tliese  amendments 
are  printed  below  in  comparison  with  the  existing  law : 


PROPOSED  AMENDMENT. 

(10)   (o). 

(9)  (a)  In  the  case  of  mines,  oil 
nnd  gas  wells,  a  reasonable  allowance 
for  depletion ;  (6)  in  the  case  of  mines, 
oil  and  gas  wells,  a  reasonable  allow- 
ance for  depreciation  of  improvements ; 
such  resonable  allowance  in  the  above 
cases  to  be  made  according  to  the  pe- 
culiar conditions  in  each  case  and  un- 
der rules  and  regulations  to  be  pre- 
scribed by  the  commissioner  with  the 
approval  of  the  Secretary.  In  the  case 
of  leases,  the  deductions  allowed  by 
this  pf^ragraph  shall  be  equitably  ap- 
portioned between  the  lessor  and 
lessee.  In  the  case  of  a  nonresident 
alien,  individual  deductions  under  this 
paragraph  shall  be  allowed  only  as  to 
property  within  the  United  States. 


PENDING  BILL. 

(10)   (a). 

(9)  (a)  In  the  case  of  oil  and  gas 
wells  a  reasonable  allowance  for  actual 
reduction  in  flow  and  production,  to  be 
ascertained  not  by  the  flush  flow  but 
by  the  settled  production  or  regular 
flow ;  ( 6 )  in  the  case  of  mines,  a  rea- 
sonable allowance  fpr  depletion;  (c) 
in  the  case  of  mines,  oil  and  gas  wells, 
a  reasonable  allowance  for  deprecia- 
tion of  improvements ;  such  rea.sonable 
allowance  in  all  the  above  cases  to  be 
made  according  to  the  peculiar  con- 
ditions in  each  case  and  under  rules 
and  reflations  to  be  prescribed  by 
the  commissioner  with  the  approval  of 
the  Secrefary.  In  the  case  of  leases 
the  deductions  allowed  by  this  para- 
graph shall  be  equitably  apportioned 
between  the  lessor  and  lessee.  In  the 
case  of  a  nonresident  alien,  Individual 
deductions  under  this  paragraph  shall 
be  allowed  only  as  to  property  within 
the  United  States. 

This  amendment  does  nothing  except  place  oil  and  natural  gas  wells  in  the 
same  class  as  mines  in  so  far  as  "  depletion  "  allowance  is  concerned.  The 
Conmiissioner  of  Internal  Revenue,  with  the  approval  of  the  Secretary  of  the 
Treasury,  will  simply  be  authorized  to  promulgate  rules  and  regulations  under 
which  "  depletion  "  allowances  will  be  permitted  in  the  returns  of  oil  and  natu- 
ral gas  producers,  as  the  bill  now  provides  in  the  case  of  mines.  It  can  not  be 
seriously  urged  that  the  conditions  of  "depletion  "  jire  not  more  uncertain  and 
variable  in  oil  and  natural  gas  wells  than  in  mines.  Moreover,  the  oflicials  of 
the  Treasury  will  abundantly  safeguard  the  revenue  of  the  country  by  rules  and 
regulations  which  do  not  permit  *'  depletion  "  allowances  in  any  case  in  excess  of 
the  exigency. 

THE  GASOLINE  TAX. 

The  special  committee  on  taxation,  representing  practically  the  entire  oil 
industry,  having  already  indicated  in  this  statement  that  the  manufacturing 
and  distributing  branches  of  the  industry  are  entirely  willing  to  bear  their  fair 
and  full  share  of  just  and  equal  taxation,  feels  that  the  economic  character  of 
the  gasoline  tax  should  be  presented  to  your  committee  so  that  it  may  be  l^lly 
understood : 

Under  section  902  of  Title  IX  of  the  House  bill,  in  levying  excise  taxes,  it  is 
provided  : 

"  That  there  shall  be  levied,  assessed,  collected,  and  paid  upon  all  gasoline, 
naphtha,  and  other  similar  petroleum  products,  having  a  flash  point  below  100* 
Fahrenheit,  as  tested  by  the  Taglibue  open-cup  tester,  and  suitable  for  motor 
power,  sold  by  the  manufacturer,  refiner,  or  Importer,  a  tax  of  2  cents  a  wine 
gallon." 

The  report  of  the  House  committee  (H.  Rept  No.  767,  p.  33)  says  that : 

"  In  recommending  excist*  taxes  In  the  proposed  bill  your  committee  has  en- 
deavored to  select  nrtioles  that  fall  within  two  classes:  (1)  Articles  that  are 
more  or  less  a  luxury  because  of  their  nature,  and  (2)  articles  that  become  in 
the  nature  of  a  luxury  when  sold  for  more  than  a  fixed  price.  The  purpose  of 
the  committee  in  recommending  these  taxes  is  twofold:  (1)  To  provide  revenue 
and  (2)  to  reduce  extravagance." 

The  report,  obviously  referring  to  its  class  (1)  "Articles  that  are  more  or  leas 
a  luxury  because  of  their  nature,"  goes  on  to  say,  "  So  far  as  practicable  the 
c*ommittee  has  placed  these  taxes  ui)on  the  manufacturer,  producer,  or  im- 
porter." 
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An  examination  of  section  002  sliows  that  an  excise  tax  is  to  be  levied,  as- 
sessed, collected,  and  paid  upon  all  gasoline  **  sold  by  the  manufacturer,  refiner, 
or  importer,"  so  that  the  House  committee  undoubtedly  proceeded  upon  the 
theory  that  a  tax  ui)on  gasoline  was  a  tax  uiwn  an  article  which  **  is  more  or 
less  a  luxury,"  or,  In  other  words,  so  largely  used  for  pleasure  as  to  make  it  a 
legitimate  object  of  taxation  when  luxuries  are  being  taxed. 

Those  engaged  in  the  oil  industry  do  not  purpose  to  invite  a  controversy 
over  the  taxation  of  articles  which  may  be  considered  an  object  of  taxation 
at  the  present  time.  They  are  not  seeking  to  evade  or  avoid  taxation,  and  are 
quite  willing  to  have  their  products  bear  any  tax  which  ought  to  be  imposed  on 
them  in  an  impartial  distribution  of  the  burdens  of  the  present  war.  No  con- 
troversy over  consumption  of  taxes  is,  therefore,  to  be  raised  by  them.  It  is 
unmistakable,  however,  that  tlie  proposed  tax  (m  gasoline  is  a  consumption  tax. 

The  well-known  economist,  David  A.  Wells  (Theory  and  Practice  of  Taxa- 
tion, p.  597),  says: 

"All  specific  taxation  of  articles  ultimately  and  necessarily  falls  on  consump- 
tion ;  and  the  burden  of  every  man,  under  an  equitable  system  of  taxation,  and 
which  no  effort  will  enable  him  to  avoid,  will  be  in  the  exact  proportion  which 
his  aggregate  consumption  maintains  to  the  aggregate  consumption  of  the  com- 
munity of  which  he  is  a  member." 

When  a  tax  is  laid  upon  an  article  at  the  place  of  original  sale,  but  in  such 
form  as  to  make  it  nevertheless  a  consmnption  tax.  it  is.  of  course,  as  Wells 
says,  a  burden  borne  by  the  ultimate  consumer.  If  such  a  method  of  taxation, 
with  its  inherent  infirmities  and  inequalities,  is  to  be  generally  adopted,  the  oii 
industry  of  the  United  States  can  have  little  complaiint,  provided  the  rate  of 
taxation  I.s  fair  as  compared  with  the  rates  on  other  articles  of  consumption. 
But  when  there  Is  a  legislative  disavowal  of  the  intention  to  levy  consumption 
taxes,  as  there  is  by  the  Ways  and  Means  Committee  of  the  House,  and  the 
outward  form  of  the  tax  on  the  particular  article,  gasoline.  Is  one  which  the 
ordinary  consumer  may  l)elieve  was  not  intended  as  a  consumption  tax.  then 
when  he  finds  a  taxation  burden  .at  least  partially  passed  on  to  him  he  feels 
himself  oppressed  by  the  industry  producing  the  article. 

This  statement  has  already  abundantly  demonstrated  that  gasoline  is  an 
article  of  prime  neiessity.  With  three-fourths  of  the  total  annual  consumption 
by  persons  using  it  in  as  essential  a  manner  as  they  use  coal,  it  may  well  be 
asked  by  them  why  such  a  single  necessary  article  was  selected  for  consump- 
tion taxation.  Whatever  else  they  may  say  or  think,  the  small  machine-shop 
man  with  his  stationary  gasoline  engine,  the  fanner  with  his  tractor  and  his 
car  to  deliver  produce,  the  owner  and  operator  of  a  single  motor  truck  as  his 
vocation,  the  fisherman  with  his  gasoline  boat  as  his  means  of  livelihood,  are 
none  of  them  to  be  lulled  into  a  feeling  that  the  tax  on  gasoline  is  a  tax  on  a 
luxury. 

Moreover,  the  present  time  is  one  when  the  demand  is  beyond  the  supply  of 
gasoline.  A  price  which  assures  a  profit  on  crude  oil  to  the  producer  and  on 
gasoline  to  the  refiner  is  manifestly  assui'ed  under  economic  law.  On  the  other 
hand,  it  must  be  understood  that  the  oil  Industry  is  no  longer  a  monopoly; 
many  independent  concerns  genuinely  and  fiercely  compete  for  business  in  the 
peace-time  markets.  Last  year  all  the  units  of  the  old  Standard  Oil  Co.  pro- 
duced less  than  20  per  cent  of  the  crude  oil,  and  while  as  refiners  those  units 
produced  a  larger  proportion  of  gasoline,  the  other  great  and  small  concerns 
produced  a  very  large  share  of  the  total  output. 

Whenever  in  a  field  a  strong  competition  there  may  be,  through  enterprise 
encouraged  by  fair  legislation,  with  a  peaceful  country,  a  supply  of  gasoline 
more  adequate  than  now,  the  acceptance  by  the  oil  industry  of  the  claim  that 
the  gasoline  tax  is  an  excise  tax  on  a  luxury  and  not  a  consumption  tax  on  a 
necessity,  may  leave  that  industry  in  the  post-war  period  burdened  with  a  tax 
which  is  unequal  and  which  it  cai>  not  stand.  It  is  submitted,  therefore,  that 
the  gasoline  tax  ought  to  be  approached  by  this  committee  with  a  full  apprecia- 
tion of  its  economic  character  as  a  consumption  tax. 

The  Chairman.  The  committee  will  next  hear  Mr.  John  J.  Shea. 
Judge,  I  wish  to  say  thut  the  committee  would  be  glad,  if  you  can, 
not  to  have  covered  ground  that  has  just  been  gone  over  by  the  other 
gentleman. 
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STATEMENT  OF  ME.  JOHN  J.  SHEA,  OF  TXTLSA,  OKLA.,  BEPBESENT- 
ING  THE  MIDCONTINENTAL  OIL  AND  GAS  ASSOCIATION. 

Mr.  Shea.  I  will  try  as  far  as  possible  not  to  do  that; 

Senator  Gtore.  I  think  Judge  Shea  can  give  some  concrete  cases 
that  would  illustrate  the  principles  which  have  been  presented. 

Mr.  Shea.  I  represent  a  voluntary  association  of  producers  in  the 
Mid-Continent  field,  producing  about  one-half  of  all  the  oil  produced 
in  the  United  States,  and  about  65  per  cent  of  all  the  high-grade  oil. 

Senator  Gore.  You  mean  producers  of  the  crude  oil  ? 

Mr.  Shea.  Yes.  And  I  speak  only  for  those  who  produce  at  this 
time.  Judge  W.  H.  Gill,  of  Houston,  Tex.,  representing  the  Texas, 
Gulf  Coast,  and  Louisiana  Association,  also  appeal's  with  us  on 
the  brief  we  have  filed  here,  and  owing  to  the  fact  that  this  hearing  is 
being  held  a  little  sooner  than  we  had  expected  we  have  not  the  con- 
crete suggestions  for  the  amendments  now,  but  we  wish  to  make  the 
suggestions  of  the  underlying  principle's  at  this  time,  and  within  a 
day  or  two  furnish  the  concrete  amendments  that  we  think  will 
cover  the  suggestions  which  we  make.  We  will  furnish  that  in 
printed  form,  referring  to  the  title  and  section  of  the  act  as  it  ap- 
pears in  the  House  bill. 

The  Chairman.  When  you  are  readv  to  furnish  that  just  send  it 
in  so  that  it  will  be  printed  as  a  part  of  your  remarks. 

Mr.  Shea.  I  have  here  the  brief.  I  want  to  say  by  way  of  preface 
that  since  this  war  came  on,  and  during  its  continuance,  the  oil 
industry  of  the  United  States  has  met  every  requirement  to  such 
an  extent  that  no  vessel  has  ever  called  at  an  American  port  for  a 
cargo  of  oil,  or  for  oil  products,  that  it  was  not  ready  for  it  at  the 
time.  Not  only  that,  but  in  many  instances  and  particularly  in  a 
matter  of  fuel  oil,  it  has  been  turned  over  both  to  our  own  nation  and 
to  our  allies  without  a  price  being  fixed,  leaving  the  price  to  be 
determined  in  the  future.    We  have  met  everv  requirement. 

We  were  urged  to  drill  to  the  utmost  possible  extent,  and  in  the 
year  1917  we  did  increase  the  total  oil  production  of  the  United 
States  40,000,000  barrels. 

Senator  Gore.  You  mean  more  than  it  had  ever  increased. 

Mr.  Shea.  It  increased  to  a  greater  extent  than  it  ever  had  before; 
that  is,  to  a  larger  amount,  not  to  a  greater  percentage  than  it  had  in 
any  one  year.  To  do  this  we  were  compelled  to  drill  what  are  known 
as  inside  locations — ^that  is,  to  drill  locations  that  could  just  as  well 
have  been  left  in  reserve — to  meot  the  ordinary  demands  of  business. 

Oil  supply  is  kept  up  by  finding  new  fields.  It  can  be  done  in  no 
other  way.  New  fields  are  a  matter  largely  of  chance.  The  only  new 
field  at  this  time  in  sight  producing  any  crude  oil  outside  of  the 
Wyoming  field,  is  in  Texas  and  known  as  the  Ranger  field. 

The  depth  at  which  oil  is  found  there  is  3,400  feet,  and  a  well  costs 
from  twenty-five  to  forty  thousand  dollars.  It  takes  a  long  time  to 
drill  it.  The  extent  of  the  field  is  uncertain,  so  that  production  for 
the  next  12  months  must  be  kept  up  bv  drilling  inside  locations  on 
proven  or  tested  property,  which  woulA  better  be  left  in  the  ground 
storage,  and  it  would  be  better  for  the  general  public  if  it  could  be. 
But  under  this  emergency  it  nuist  be  brought  to  the  surface. 

Senator  Penrose.  Is  not  the  development  of  the  Wyoming  field 
considerably  held  up,  if  not  practically  stopped,  even,  by  legislation 
pending  in  Congress? 
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.  Mr.  Shea.  To  some  extent.  It  is  also  largely  hindered  by  trans- 
portation facilities.  There  is  no  transportation  of  oil  except  by  rail- 
way at  the  present  time. 

•Senator  Penrose.  Are  the  railroad  facilities  entirely  adequate? 

Mr.  Shea.  No,  sir.  You  can  not  ever  find  adequate  railway  facili- 
ties for  the  traxisportation  of  crude  oil.  Crude  oil  must  be  trans- 
ported by  pipe  lines  underground  in  order  to  furnisli  an  ample  sup- 
ply. For  instance,  our  Oklahoma  oil  is  transported  by  almost  con- 
tinuous pipe  lines  to  Bayonne,  N.  J.,  to  east  St.  Louis,  and  to  the 
various  renneries  throughout  the  Middle  West.  It  is  transported  by 
several  pipe  lines  to  the  Gulf  of  Mexico,  and  there  reaches  tidewater. 
Yon  can  never  find  ample  transportation  for  crude  oil,  in  the  amount 
demanded  by  the  public,  by  railroad  transportation.  It  would  be  a 
physical  impossibility. 

Senator  Lodge.  I  understand  when  you  are  speaking  about  the 
supply  of  oil,  you  are  speaking  only  of  the  crude  oil  from  the  flowing 
wells.    You  are  not  discussing  shales? 

Mr,  SuE^v.  From  the  pumping  wells  as  well  as  from  flowing  wells. 

Senator  Lodoe.  You  are  not  discussing  shale  oils? 

Mr.  Shea.  No.  There  is  at  this  time  no  method  by  which  shale 
oil  can  be  produced  profitably  in  this  country.  It  is  not  being  pro- 
duced now,  and  in  this  emergency  we  must  rely  on  the  oil  from  the 
sands  and  the  drilling  as  it  is  now  carried  on. 

Senator  Penrose.  Do  the  regulations  and  ordei-s  of  the  Depart- 
ment of  the  Interior  facilitate  an  easy  production  of  oil  ? 

Mr.  Shea.  We  have  no  Government  land  in  our  country.  Some  of 
the  land  is  under  the  Department  of  the  Interior,  and  the  regulations 
have  been  quite  satisfactory  for  a  number  of  years.  They  have  a 
very. intelligent  idea  and  a  very  comprehensive  view  of  it,  and  while 
we  complain  about  some  things  in  tlieir  regulations,  generally  speak- 
ing they  are  quite  satisfactory. 

Senator  Gore.  There  are  no  public  domains. 

Senator  Penrose.  Where  there  are  public  domains,  are  you 
familiar  with  the  effect  of  the  regulations  and  orders  of  the  Interior 
Department  ? 

Mr.  Shea.  I  know  but  little  about  that.  Those  public  domains  are 
largely  in  Wyoming  and  California,  in  the  oil-producing  fields,  and 
I  toiow  little  about  it.    I  speak  only  for  our  field. 

We  contend,  in  the  first  instance,  that  there  are  no  war  profits  in 
the  production  of  oil.  In  1916,  in  the  midst  of  this  war,  oil  in  our 
field  was  worth  $1.65  a  barrel.  In  Julv,  1916,  it  began  to  go  down, 
and  in  October,  1916,  it  was  worth  only  90  cents  a  barrel,  right  in 
the  midst  of  this  war.  The  reasons  for  that  was  the  bringing  in  o^ 
the  new  field  known  as  the  El  Dorado  and  Augusta  field.  So  that 
it  depends  largely  on  discovery.  The  oil  producer  may  make  a  large 
amount  of  money  upon  a  vei^  cheap  oil,  and  he  may  make  a  very 
small  amount  on  a  high-priced  oil.  But  he  sells  his  capital  assets 
from  the  day  he  begins  produciu'z.  Senator  Jones  a  while  ago 
spoke,  about  a  comparison  with  minerals.  The  difference  between 
oil  and  minerals  is  that  in  the  Mid-Continent  field  95  per  cent  of  all 
the  oil  is  produced  fi*om  leases,  either  in  80,  60,  and  frequently  160- 
acre  tracts,  seldom  a  larger  tract  than  160  acres.  I  drill  a  well  upon 
my  160,  and  you  drill  a  well  upon  yours.  I  must  immediately  drill 
my  property  up  or  luy  neighbors  will  get  my  oil,  and  when  it  is 
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brought  to  the  surface  I  must  sell  it  upon  whatever  market  I  can 
get,  because  I  have  no  way  of  storing  it.  It  is  an  expensive  proposi- 
tion to  furnish  the  steel  storage  in  the  first  instance,  and  evaporation 
loss  through  such  storage  makes  it  a  very  difficult  matter  to  make  the 
storage  of  oil  a  success. 

Senator  Gore.  Nobody  could  do  that  but  the  big  concsrns. 

Mr.  Shez\.  Storage  of  oil  is  only  done  through  force  of  circum- 
stances. It  is  done  by  the  big  concerns  to  guard  against  shortage  in 
supply  and  to  meet  the  requirements  of  the  market  when  the  oil  be- 
ing produced  from  the  ground  is  insufficient  to  meet  it.  During  the 
month  of  August  of  this  year  we  drew  2,400,000  barrels  from  storage 
in  one  month,  at  the  rate  of  80,000  barrels  per  day.  Thei'e  is  in  stor- 
age in  the  United  States  at  this  time,  in  tanks  and  pipe  lines,  some- 
thing like  140,000,000  barrels  of  oil.  That  is  in  the  entire  United 
States.  A  large  amount  of  that  is  in  California,  too  distant  to  come 
into  this  market  at  a  living  price.  So  that  our  Nation  and  our  allies 
must  depend  upon  the  Mid-Continent  field  and  the  fields  lying  east, 
the  Appalachian  fields,  and  the  Texas  and  Gulf  coast,  for  all  fuel  oil, 
gasoline,  and  lubricants  that  are  used. 

Senator  Gore.  That  140,000,000  includes  what  is  in  the  pipe  lines! 

Mr.  Shea.  Yes.  That  is  idle  oil,  filling  the  pipe  lines.  You  have 
to  keep  them  full  all  the  time.    It  is  idle  all  the  time. 

The  Chairman.  You  said  there  are  no  war  profits  in  the  produc- 
tion  of  oil? 

Mr.  Shea.  Yes,  sir. 

The  Chairman.  You  gave  figures  at  which  it  was  selling  in  1916. 
What  was  it  selling  for  m  1914? 

Mr.  Shea.  Early  in  1914  it  was  selling  at  $1.05  per  barrel.  Owing 
to  the  Cushing  field  it  went  down  in  1914  to  40  cents  a  barrel.  It 
went  up  in  1915  and  1916,  until  it  was  $1.55  in  1916,  and  then,  owing 
to  the  discovery  of  the  El  Dorado  field,  it  went  down  to  90  cents. 

The  Chairman.  Could  you  give  something  like  the  average  price? 

Mr.  Shea.  In  a  brief  filed  with  the  House  committee  I  have  the 
])rice  of  oil  by  months,  which  I  can  furnish. 

The  Chairman.  I  would  like  to  get  the  average  price  of  oil  for  four 
or  five  years  preceding  the  war  in  Europe. 

Mr.  Shea.  1  could  figure  that  out,  although  I  have  not  done  90. 
I  could  get  the  average  price. 

The  Chairman.  Suppose  you  get  it. 

Mr.  Shea.  I  will  do  that. 

The  Chairhan.  You  say  in  1916  it  was  selling  fbr  $1.10 1 

Mr.  Shea.  It  was  $1.55  in  1916,  and  then  went  down  to  90  ce&ts 
that  same  year. 

The  Chairman.  What  is  it  selling  at  now? 

Mr.  Shea.  $2.25. 

The  Chairman.  How  d6  you  account  for  that  f^eat  increase! 

Mr.  Shea.  There  was  increase  of  demand  within  our  own  country 
and  a  decreased  production,  both  of  which  contributed.  It  will  ciit 
both  wavs. 

The  Chairman.  You  account  for  the  increase  by  the  increase  in  ibe 
demand  ? 

Mr.  SiiCA.  There  was  an  increase  in  demand. 

The  Chairman.  An  increase  in  the  demand  as  the  result  of  the 
war? 
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Mr.  Shea.  Not  at  all.  There  was  a  normal  increase  in  demand  each 
year  prior  to  the  war.  It  was  going  up  very  rapidly.  The  demand 
for  oil  was  expanding  very  rapidly. 

The  Chairman.  That  is  one  of  the  chief  reasons  why  everything 
is  higher  now  than  before  the  war — inciease  of  demand. 

Mr.  Shea.  Probably  so.  That  is,  to  some  extent,  true.  But  a  large 
market  for  oil  has  been  absolutely  cut  off  by  the  war.  For  instance, 
the  market  which  is  practically  controlled  by  American  refiners  in 
Germany,  largely  in  Russia,  in  Austria,  and  in  Turkey  and  Bulgaria, 
has  all  been  lost.  ... 

The  Chairman.  But  notwithstanding  that  diminution,  there  has 
been  an  increase  in  the  demand. 

Mr.  Shea.  Our  figures  here  show  an  increase  in  exports,  and  there 
has  been,  of  course,  an  increase  in  demand.  But  there  was  a  normal 
increase  in  demand  growing  year  by  year  prior  to  the  war.  There 
was  a  very  depressed  condition  in  the  oil  field  in  1913. 

The  Chairman.  You  do  not  think  that  normal  increase  in  demand 
would  have  raised  prices  in  two  or  three  years  from  $1.10  to  $2.25? 

Mr.  Shea.  I  think  that  if  we  htid  not  had  a  war  oil  would  have 
been  $3.50  a  barrel  to-day ;  and  that  is  the  opinion  of  men  who  have 
kept  in  complete  touch  with  the  business.  I  have  every  reason  to 
think  that  it  would  have  been  that.  I  think  that  the  price  of  oil  de- 
pends so  largely  upon  the  great  flush  production  from  new  fields, 
when  a  new  field  comes  in  it  depresses  the  price,  naturally.  Take,  for 
instance,  to  show  you  the  decline,  and  the  influence  it  has  in  price, 
the  new  wells  that  are  being  drilled  in  the  Mid-Continent  field  now,  in 
the  old  field,  where  it  is  already  producing,  have  iin  initial  produc- 
tion less  than  one-third  of  their  initial  production  in  1011,  1912,  and 
1£^13. 

The  Chairman.  Is  not  that  falling  off  of  the  production  in  those 
lines  more  than  offset  by  the  production  in  these  other  lines  and  the 
large  output? 

Mr.  Shea.  No,  sir;  it  is  not  offset.  There  was  not  so  much  mar- 
keted, but  they  were  capable  of  producing  a  great  deal  more  during 
those  years. 

Senator  Gore.  I  presume  when  a  new  field  is  brought  in,  and  a 
large  supply,  the  price  always  goes  down  ? 

Mr.  Shea.  The  price  always  goes  down. 

Senator  Gore.  And  the  price  fluctuates  violently  on  that  account? 

Mr.  Shea.  Yes. 

Senator  Gore.  And  that  makes  the  average  price  of  oil  misleading 
as  compared  with  average  prices  in  other  businesses? 

Mr.  Shea.  We  contend  that  from  the  profits  on  oil  you  ought  to 
take  a  period  of  years  and  average  it.  You  can  not  compare  the  three 
years,  1915. 1916,  and  1917,  with  the  three  years  1911, 1912,  and  19l3. 

Senator  Gore;  On  account  of  the  violent  fluctuations. 

Mr.  Shea.  Tn  1918  we  produced  a  large  amount  of  oil  at  40  cents 
a  barrel,  and  we  made  money.  In  addition  to  this,  the  material  that 
goes  int>o  the  oil  wells  and  the  labor  we  put  in  there  costvS  more  than 
twice  as  much  as  it  did  in  the  prewar  period,  prior  to  1913. 

Again,  most  people  get  the  idea  in  speaking  of  oil  wells  that  all 
you  have  to  do  is  to  drill  a  hole  and  start  taking  your  dividends. 
There  are  200,000  producing  oil  wells  in  the  United  States — and  that 
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is  some  item  of  oil  wells — ^that  are  to-day  producing  less  than  one 
barrel  of  oil  per  day. 

Senator  McCumber.  Two  hundred  thousand^ 

Mr.  Shea.  Producing  wells — ^yes — that  are  producing  less  than 
one  barrel  of  oil  a  day. 

Senator  McCumber.  What  is  the  entire  number  of  wells  in  the 
United  States? 

Mr.  Shea.  There  are  about  350,000  wells  in  the  United  States. 

Senator  Robinson.  What  is  the  total  daily  output? 

Mr.  Shea.  About  890,000  barrels.  It  runs  from  800,000  to  1,000,000 
barrels.  The  figure  for  1917  was  890,000  barrels.  One  of  the  things 
that  we  ask  relief  on  is  this.  Of  course,  all  of  you  who  are  informed 
upon  mining  business  will  understand  this :  The  prospector  goes  out 
and  makes  a  strike.  He  may  have  had  10  years  of  failure  before 
that.  The  only  thing  he  can  do  with  that  is  to  sell  it  to  somebody 
who  is  able  to  develop  it  and  run  it,  and  he  can  sell  that  at  a 
good  price,  and  he  takes  that  money  and  goes  out  prospecting 
with  it  again  or  goes  into  business.  He  can  not  sell  now,  because 
under  the  present  law  and  under  the  proposed  law  as  it  comes  from 
the  House  all  of  the  profits  are  held  to  have  accrued  during  the  year 
in  which  the  sale  is  made,  and  as  the  result  of  that  he  must  give  up 
practically  the  whole  body  of  his  property  in  taxes. 

Xow,  I  think  a  discoverer  ought  to  be  put  on  a  flat  rate,  and  if  ho 
makes  a  sale  he  ought  to  pay  20  per  cent,  say,  of  his  profits  in  tax. 
Of  course,  when  that  money  goes  out  into  cirouhition  it  is  at  once 
subject  to  the  income  tax  and  it  brings  new  money  in  antl  keeps 
things  going. 

It  is  not  fair  to  put  the  oil  business  on  the  same  basis  as  banking* 
manufacturing,  commerce,  and  other  going  industries.  Their  prop- 
erty is  worth  a  little  more  at  the  end  of  every  year,  while  ours  ih 
worth  a  great  deal  less  every  year. 

Senator  Gore.  In  the  other  businesses  you  can  make  some  calcula- 
tion, you  have  some  basis  (m  which  to  depend,  but  in  the  oil  business 
it  is  purely  a  gamble  and  speculation  as  to  where  you  will  fiml  oil? 

Mr.  Siikv.   les;  of  course. 

Senator  (Jork.  Could  von  give  us  anv  iuf(>rmati<m  as  to  the  aver- 
age  life  of  an  oil  well  t 

Mr.  Shea.  Yes.  Speaking  of  the  Mid-Continent  fieUl,  X}  to  aO  |)er 
cent  of  all  the  oil  a  well  ever  produces  is  taken  out  the  first  year.  Dur- 
ing the  remaining  two  years  there  would  Ik-  :ir>  |K»r  cent  more.  There  are 
various  estimates  of  that — from  70  to  80  it  run>,  and  I  am  calling 
it  75.  At  the  end  of  three  year>  you  have  7.*>  per  cent  of  the  oil  out 
of  the  well  that  you  will  ever  get  out  of  it,  and  the  remaining  25 
per  cent,  or  probably  20  per  cent,  to  l>e  more  cons4»rvative.  in  taken 
out  by  piunping  through  a  period  of  years,  and  it  comes  very  slox'ily. 
It  finally  comes  to  the  point  where  it  is  no  hmger  pmfitable  tp  pumn« 
and  then  tlie  i)n>perty  is  abandoned.  Mv  own  exnerience  in  the  Mid- 
Continent  field  is  that  s()  per  cent  is  taken  out  tne  first  three  years, 
and  the  rest  will  probably  go  over  a  period  of  eight  or  nine  years. 
In  the  Texas  and  (Julf  ('oa.st  field,  eight  mcmths  in  the  life  of  the 
wells  in  some  of  the  districts.  They  have  to  be  workinl  over,  ut  great 
expense,  in  onler  to  keep  them  going  on  and  producing  the  remainder 
of  the  oil  that  is  in  the  sand. 
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In  th©  Pennsylvania  field  there  have  been  some  very  long-lived 
wells.  I  know  some  wells  that  have  been  pumping  for  40  years,  but 
they  only  pump  them  every  other  Saturday  and  measure  the  output 
in  gallons.    It  is  very  small. 

The  Chairman.  That  is  the  only  thing  they  do  on  a  snuill  scale  in 
Pennsylvania,  then? 

Mr.  Shea.  I  am  speaking  now  about  the  remaining  percentage  of 
the  oil  in  the  well.  It  is  spread  over  a  long  period  of  years,  and  it 
finally  gets  so  expensive  to  bring  it  to  the  surface  that  you  must 
abandon  it.  because  of  the  small  yield  and  great  expense. 

Now,  we  call  attention  to  section  326  of  the  House  bill,  on  invested 
capital.  That  reads  as  follows — one  of  the  provisions,  section  (6), 
I  think  it  is  [reading] : 

AHual  raxh  vjilue  of  tnn^itiblp  proj^erty  other  than  <»ash  bona  fide  paid  in  for 
stock  or  shai'es  at  the  time  of  such  i>aynient,  l>iit  in  no  case  to  exceed  the  par 
value  of  the  original  stoclt  or  share8  specifically  iMSued  therefor. 

A  great  number  of  small  concerns,  incorporated  for  the  matter  of 
convenience  throughout  our  country,  have  exchanged  their  property 
for  stock.  I  know  of  one  instance  where  $600,000  worth  of  property 
was  exchanged  for  $100,000  of  stock.  They  only  got  a  $100,000  of 
invested  capital  under  that  rule. 

In  the  case  of  a  corporation  issuing  stock  with  no  par  value  it  gets 
the  full  value  of  such  property.  In  case  it  turned  over  $100,000  worth 
of  pn)perty  for  stock  and  issued  $1,000,000,  the  law  provides 
that  the  Ti'easury  shall  ascertain  and  cut  it  down  to  the  actual 
value.  The  rule  ought  to  be  that  in  all  cases  the  actual  value  of 
the  j)r()perty  turned  over,  regardless  of  the  stock  issued,  whether 
it  is  more  or  less,  shall  be  the  invested  capital.  It  is  only  ju^t  and 
right. 

Prior  to  the  excess-profifes  tax  law  last  year,  the  capital  did  not  enter 
into  the  amount  of  tax  to  be  paid.  It  was  a  matter  of  convenience. 
Three  men  would  get  together:  they  owned  a  property  and  wanted 
to  turn  the  property  over  to  a  corporation,  because  it  was  a  con- 
venient way  to  do  business,  and  they  turned  over  the  property  and 
took  a  nominal  amount  of  stock  for  the  same  in  equal  shares.  They 
ought  to  get  only  the  actual,  fair  market  value  of  the  property  at 
the  time  it  was  turned  in  for  stock  and  there  are  hundreds  of  corpora- 
tions orpmized  that  way  where  the  par  value  stock  did  not  enter 
much  into  it.  I  know  of  two  corporations  in  which  I  am  slightly 
intereMed,  where  some  of  my  friends  have  $25,000  worth  of  capital 
st/K'k  and  the  property  is  worth,  I  expect,  a  couple  of  hundred 
thousand  dollars,  and  was  worth  that  when  it  was  turned  over. 

I  kn<iw  of  one  corporation  having  $7,000  of  stock  and  they  turned 
over  $400,000  of  property  to  the  corporation  in  exchange  for  its 
•^took.  There  was  no  purpose  to  evade.  It  was  a  matter  of  conven- 
ience. In  Oklahoma  there  is  a  gross  production  tax  on  oil,  and  the 
value  of  the  stock  or  property  had  no  connection  with  the  amount  of 
tax ;  when  the  Government  came  around  it  took  the  market  value  of 
the  stock  for  the  stock  tax,  and  this  particular  property  was  taxed 
at  a  value  of  $800,000;  so  that  they  ought  to  have  the  actual  value  of 
the  actual,  physical  property  that  is  turned  over  to  the  corporation 
for  stock  at  the  time  of  the  transaction. 
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Senator  (iore.  That  is  the  rule  under  the  corporation-excise  tax 
of  1909? 

Mr.  Shea.  Yes. 

Senator  Gore.  The  actual  vahie  of  the  property  is  what  counts  and 
not  the  value  of  the  stock. 

Mr.  Shea.  Yes ;  they  do  not  pay  any  attention  to  the  actual  amount 
of  stock  outstanding. 

Senator  Gore.  Is  not  that  true  with  re3pect  to  the  existing  law  in 
regard  to  corporations  organized  since  January,  1914 'f 

Mr.  Shea.  Yes.  This  would  not  involve  any  difficulty.  It  would 
not  make  any  more  work  for  anybody.  If  a  corporation  is  overcapi- 
talized we  will  have  to  find  the  valuation  so  as  to  put  it  on  the  tax 
basis,  and  it  ought  to  be  the  actual  value  of  property  when  turned 
in  for  stock. 

And,  gentlemen,  I  want  to  call  attention  in  that  connection  to  the 
fact  that  it  is  extremely  ea3y  to  find  the  value  of  oil  property.  It  is 
the  basis  on  which  it  is  bought  and  sold.  We  buy  an  oil  property  on  the 
theory  that  it  will  pay  us  back  in  three  to  five  years,  in  an  old,  set- 
tled field.  With  that  in  view  it  is  very  easy  to  determine  values.  The 
burden  is  on  the  taxpayer  to  show  the  value  to  the  satisfaction  of  the 
Treasury  Department.  We  ought  to  have  that  relief  and  that  provi- 
sion in  the  bill.  "  But  in  no  case  to  exceed  the  par  value  of  the 
original  stock  or  shares  specifically  issued  therefor"  should  be 
stricken  out. 

Senator  Gore.  That  provision  that  you  suggest  to  be  stricken  out  is 
not  in  the  law  with  respect  to  corporations  now,  organized  sincti 
January,  1914? . 

Mr.  Shea.  Ye^,  sir. 

Senator  Gore.  And  you  are  insisting  that  the  law  applicable  to 
corporations  oi'ganized  since  1914  should  be  brought  forward  in  this 
section  ? 

Mr.  Shea.  Yes,  sir.  The  old  law  says  this:  That  in  corporations 
organized  before  January,  1914,  the  par  value  of  the  stock  or  the 
value  of  the  property  exchanged  for  it,  whichever  is  lower,  must  be 
taken  as  invested  capital,  those  organized  since  1914  the  actual  value 
of  the  property  exchanged  for  stock;  and  the  latter  ought  to  be  the 
rule  in  all  cases.  The  rule  of  the  law  is  that  whatever  a  num  owned 
when  this  income  tax  began  in  1913  was  his,  and  that  is  the  starting 
point  and  the  basis  from  which  he  should  start. 

The  Chairman.  I  think  the  committee  understand  vour  point  on 
that. 

Mr.  SuEA.  Ye.s;  then  I  will  not  take  up  any  more  time  on  it. 

The  Chairman.  That  is  undoubtedly  a  <juestion  we  will  have  to 
consider. 

Senator  (Jore.  I  do  not  know  whether  Judge  Shea  has  it  in  hi? 
mind  or  not,  but  if  you  have,  I  wish  you  would  state  a  concrete  ca^^e. 
You  spoke  of  this  case  where  the  stock  of  the  corporation  was  $100,000 
and  the  property  v.as  worth  $(»0(),000.  Can  you  state  how  that  would 
apply  to  the  pending  bill  i 

Mr.  SnE.\.  1  es:  here  are  two  properties  that  were  turned  over  to  a 
cori>oration  formed  by  the  owners  themselves  in  which  they  fuch 
owned  one-half,  and  the  property  has  a  market  value  of  $ci(HU)00, 
and  $100,0<X)  par  vjilue  of  stock  i>sued  for  the  property. 
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Senator  (tore.  These  are  actual  facts? 

Mr.  Shea.  This  is  an  actual  fact.  They  turned  over  $600,000 
worth  of  property  to  their  corporation  for  $100,000  par  value  stock, 
and  each  of  them  took  one-half  of  the  stock.  When  they  came  to  pay 
their  tax,  here  is  what  would  happen  to  them :  thev  would  ^et  on  the 
profits  tax  a  10  per  cent  deduction  on  their  $100,000  worth  of  stock 
when  they  were  really  entitled  to  a  deduction  on  $600,000,  the  value 
of  the  property.  When  you  come  to  the  depletion  of  their  property, 
they  would  get  their  depletion  allowance  on  $100,000  instead  of  on 
$600,0(K).  The  result  would  be  that  they  would  pay  vastly  more  taxes 
than  they  ought  to  i>ay,  and  more  than  people  fully  capitalized 
would  pay.  In  the  first  place,  thev  should  have  a  deduction  of 
$60,000,  instead  of  $10,000,  that  me:ins  10  per  cent  on  $600,000  before 
they  would  have  reached  the  war  tax. 

Now,  the  Government  in  the  jmst  has  encouraged  conservative 
capitalization.  It  urged  it  upon  people.  The  States  urged  it  upon 
people.  We  were  encouraged  to  <lo  these  things  and  now,  having 
done  them,  we  are  penalized  for  being  good. 

Senator  Penrose.  They  put  a  premium  on  watered  stock? 

Mr.  Shea.  Yes,  sir;  they  put  a  premium  on  watered  stock. 

Senator  Gore.  Are  you  familiar  with  two  instances  in  a  State,  of 
one  concern  capitalized  at  only  about  $8,000,000  and  the  other  at 
$75,000,000? 

Mr.  Shea.  Yes;  I  know  of  a  case  under  the  old  law  where  two 
concerns  purchased  ])ropertv  in  adjoining  sections,  one  concern 
capitalized  at  $20,000  and  the  other  at  $50,000,000,  and  they  pur- 
chased exactly  the  same  amount  of  land,  and  the  $50,000,000  concern 
did  not  pay  any  tax,  under  the  old  law,  and  the  other  concern 
under  the  law  would  pay  $600,000.  They  produced  the  same  amount 
of  oil.  Now,  these  are  inequalities.  A^  e  only  complain  of  the  ine- 
quality. We  do  not  care  anything  about  the  rate  of  taxation  you 
put  on  us  at  all,  so  long  as  we  can  live  and  get  through  and  keep 
going  and  are  put  on  an  equality  with  other  industries.  We  do  not 
want  to  have  our  business  stopped.  In  conversation  with  Mr.  Requa 
the  other  day — ^I  presume  he  will  be  before  you ;  he  is  the  oil  man 
of  the  Fuel  Administration — he  said  that  the  result  of  this  tax  will 
be  that  it  will  not  dry  up  the  source  of  the  oil,  hut  it  will  result  in  oil 
being  produced  by  the  larger  companies  that  can  spread  their  losses 
over  the  whole  field,  and  the  smaller  operators  will  be  driven  to  the 
wall,  and  in  the  happening  of  the  very  thing  that  the  Government 
has  sought  to  prevcTit,  namely,  the  gathering  of  all  these  great  prop- 
erties into  the  hands  of  a  few  large  concerns. 

Senator  Lodge.  Was  not  Mr.  Kequa,  before  he  came  into  the  ad- 
ministration, an  oil  operator? 

Mr.  Shea.  Yes,  sir. 

Senator  Lodge.  In  California? 

Mr.  Shea.  Yes ;  in  California.  Now,  we  think  that  the  deduction 
for  the  oil  producing — we  only  speak  now  of  the  production  of  oil — 
should  be  15  per  cent.  It  should  be  in  proportion  to  the  co^t,  of  the 
money  you  put  into  the  business.  You  can  not  get  money  to  go 
into  the  oil  business  on  the  promise  of  the  same  returns  that  it  will 
have  in  banking,  manufacturing,  merchandising,  or  general  business, 
because  of  the  great  hazard  connected  with  the  industry. 
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Senator  Penrose.  Can  you  give  me  any  information  as  to  why  the 
conservation  of  oil  in  the  order  recently  made,  should  have  stopped 
at  the  Mississippi  River?  I  was  curious  to  know  what  intangible 
thought  was  floating  through  the  minds  of  those  responsible  for  the 
order,  that  induced  that  reference  to  the  Mississippi  River. 
.  Mr.  Shea.  I  prosiuiie  that  the  transportation  wjis  what  they  had  in 
mind,  the  transportation  facilities  being  limited  in  the  oil,  and 
the  fact  that  most  of  the  gasoline  which  is  used  east  of  the  Missis- 
sippi comes  from  west  of  the  Mississippi  River,  the  idea  was,  that  the 
transportation  being  shorter  and  in  many  cases  not  l)eing  necessary  at 
all,  it  being  sold  where  it  is  produced.    I  suppose  that  was  the  idea. 

Senator  I^ENKOSE.  Gasoline  is  transported  on  the  railroads? 

Mr.  Shea.  Yes,  very  largely. 

Senator  Penrose.  Then  it  is  due  to  the  breakdown  of  the  railroad 
system  rather  than  to  the  scarcity  of  gasoline? 

Mr.  Shea.  I  would  not  say  that  there  was  a  breakdown  in  the 
transportation  of  gasoline.  I  think  it  has  been  much  improved 
under  Government  administration. 

Senator  Penrose.  It  apparently  was  not  adequate. 

Mr.  Shea.  No,  sir;  I  do  not  know  that  it  is  entirely  adequate;  but 
formerly  from  Tulsa,  where  I  live,  it  took  40  to  60  days  to  get  your 
emi)tv  tank  car  back  to  vour  factorv  when  it  was  sent  as  far  east  as 
Chicago,  800  miles.  Now  we  are  getting  them  back  in  15  days.  So. 
that  I  think  that  the  transportation  of  gasoline  over  the  railroads  has 
l)een  greatly  improved  under  this  (Jovernment  administrati<m. 

Senator  Penrose.  At  that  particular  point? 

Mr.  Shea.  I  only  speak  for  that  particular  point.  The  refineries 
who  make  gasoline  own  their  own  tank  cars,  and  use  them  in  trans- 
portation over  the  railroads,  and  they  have  had  in  the  past  very 
great  diflSculty  in  getting  them  back;  but  we  are  not  having  that 
now,  but  I  think  it  is  largely  due  to  the  fact  that  freight  has  been 
given  the  right  of  way  over  everything. 

Senator  Gore.  You  were  discussing  depletion.  Judge. 

Mr.  Shea.  Yes.  I  agree  with  Judge  Covington  on  that,  and  I 
Jilso  agree  with  the  suggestion  made  by  Senator  Jones,  that  there 
ought  to  be  a  board  with  larger  powers  than  the  board  is  given 
under  the  House  bilU  The  English  law  provides  their  board  with 
vast  powers.  They  have  the  power  to  classify  business.  Foi'  instance, 
the  English  law  classifies  the  hazardous  industries  and  ^ves  them 
a  larger  rate.  For  instance,  gold  mining  gets  a  deduction  of  22J 
per  cent,  and  others  proportionately,  and  this  board  of  review  under 
the  English  law  has  vast  power,  power  to  correct  inequalities  and 
discriminations,  and  if  a  Doard  was  clothed  with  power  sufficient 
to  do  that,  it  could  probably  remedy  these  things  in  the  administra- 
tion of  the  law.  At  the  present  time,  under  the  law,  there  is  a  board 
provided,  but  it  is  simpfy  advisory,  apparently,  and  has  no  defined 
powers. 

Senator  (iore.  There  is  a  fundamental  difference  between  the  oil 
business  and  the  l)usinesses  vou  have  enumerated,  and  vour  con- 
tention  is  that  it  is  a  fundamental  difference  which  ought  to  be  taken 
into  account,  and  tliat  things  that  are  different  ought  not  to  l>e 
treated  alike. 

Mr.  Shea.  They  ought  not  to  be  treated  alike.  Of  course  we  are 
going  on  producing,  and  will  produce  at  a  loss,  if  necessary.  We 
will  produce  at  a  loss  as  long  as  the  Government  needs  the  product. 
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Senator  Gore.  And  that  notwithstanding  that  instead  of  pro- 
ducing at  a  loss  and  exhausting  your  oil  you  might  keep  the  oil  in 
the  ground? 

Mr,  Shea.  Yes;  I  am  producing  oil  notwithstanding  that  I  am 
paying  a  tax  of  80  per  cent,  and  I  can  drill  a  new  well  in  a  new  field 
and  get  a  lot  of  oil  out  of  it,  but  the  moment  I  do  that  I  will  imme- 
diately have  to  pay  80  per  cent  on  that  new  well  to  the  Government, 
and  at  the  end  of  the  war  I  will  have  neither  money  nor  property 
left.  What  would  be  the  natural  thing  for  a  man  to  do  under  those 
circumstances?  He  would  naturally  let  the  oil  stay  there.  He  will 
not  do  this  under  existing  conditions  because  he  is  going  to  produce 
and  let  the  (lovernnient  have  all  of  the  oil  that  is  necessarv  for 
its  purposes;  but  they  may  not  be  all  patriotic  enough  to  do  this, 
and  the  supply  must  be  kept  up  and  the  burden  will  fall  on  the  most 
patriotic.  We  are  going  to  stand  for  whatever  you  gentlemen  in 
your  wisdom  see  fit  to  do ;  but  we  do  ask  that  you  give  consideration 
to  our  business  in  the  matter,  not  for  the  purpose  of  escaping  taxa- 
tion, but  in  order  that  it  may  be  justly  taxed ;  and  in  doing  tnat  we 
believe  vou  ought  to  take  into  consideration  the  risk  and  hazard  of 
the  business. 

Senator  Gore.  There  are  two  other  points  that  I  would  like  to 
have  you  touch  on.    One  is  the  difficulty  of  selling  property. 

Mr.  Shea.  We  can  not  sell  property  at  all.  It  is  absolutely 
stopped. 

Senator  Gore.  Does  that  restrict  development? 

Mr.  Shea.  Yes,  of  course,  because  the  ordinary  oil  produce  de-. 
pends  on  his  sales.  He  gets  a  property  and  gets  it  started  and  he 
always  wants  tq  sell  it  and  take  the  money  to  prospect  with  again. 
It  has  absolutely  stopped  sales. 

Senator  Gore.  Was  there  not  a  case  down  there  where  they  figured 
they  could  stand  a  tax  of  half  a  million  dollars  if  they  were  permitted 
to  sell? 

•  Mr.  Shea.  Yes;  the  report  was  made  to  the  Treasury  that  a  sale 
was  about  to  be  made,  and  they  were  willing  to  pay  a  tax  of  half  a 
million  dollars  to  the  Government,  but  there  was  no  way  they  could 
do  that. 

Senator  Penrose.  You  could  not  run  those  i^hort-line  railroads 
either  if  the  Government  had  not  taken  them  over.  A  vast  amount 
of  property  has  been  destroyed. 

Mr.  Shea.  Yes.  Of  course  in  the  sale  of  a  big  property  where 
there  is  a  great  investment  that  is  anomalous. 

Senator  Penrose.  I  know  millions  of  dollars  have  been  wiped  out 
by  short-line  railroads  going  into  the  scrap  heap. 

Mr.  Shea.  I  have  no  informatioi\  on  that  subject. 

Senator  Lodcje.  You  explained  the  fact  that  there  was  no  restric- 
tion west  of  the  Mississippi  River  by  saying  that  the  oil  was  so  much 
more  accessible  there.  Of  course,  there  must  be  some  long  hauls; 
but  at  the  same  time  you  also  said  that  the  transportation  had  been 
so  injproved  that  it  was  very  accessible  now  in  the  East. 

Mr.  Shea.  Yes,  sir. 

Senator  Lodge.  So  that  the  transportation  has  nothing  to  do  with 
the  eastern  restriction? 
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Mr.  Shea.  I  only  know  the  reason  that  I  saw  stated  why  it  was 
limited  to  east  of  the  Mississippi  Eiver.  I  do  not  know  that  the 
transportation  is  entirely  adequate,  even  now.  I  say  it  has  been 
improved  so  far  as  gasoline  from  our  district  is  concerned. 

Senator  Lodge.  The  restriction  east  of  the  Mississippi  was  not 
made  to  save  the  transportation,  because  the  transportation  is  so 
good  that  it  is  not  necessary ! 

Mr.  Shea.  The  transportation  goes  clear  through  to  the  East. 

Senator  Lodge.  Yes,  I  understand;  and  I  take  it  that  Cliicago  is 
not  the  only  point  where  the  transportation  is  good. 

Mr.  Shea.  No,  sir. 

Senator  Lodge.  It  nmst  be  good  everywhere. 

Mr.  Shea.  I  presume  so.    I  do  not  know  about  that. 

Senator  Lodge.  What  I  am  trying  to  get  at  is,  when  transportation 
in  the  East  was  restricted  it  was  done  to  save  oil,  was  it  not? 

Mr.  Shea.  Yes,  sir. 

Senator  Lodge.  Why  is  not  the  saving  of  oil  in  one  part  of  the 
country  just  as  good  as  in  the  other? 

Mr.  Shea.  I  am  not  particularly  for  that  order  in  any  event.  I 
d(»  not  nmch  believe  in  the  order  of  Sunday  closing.  I  am  not  de- 
fending'that  in  any  way.  There  is  just  one  more  matter  I  want  to 
call  attention  to. 

The  Chairman.  Before  you  leave  that.  You  said  no  sales  were 
being  made  now.    You  had  reference  to  sales  of  oil  properties? 

Mr.  Shea.  Yes,  sir. 

The  Chairman.  I  thought  you  did. 

Mr.  Shea.  The  law  absolutely  prohibits  it,  because  the  tendency 
is  to  treat  all  of  the  difference  between  cost  and  sale  price  as  income 
during  the  taxable  vear.    Tliat  is  the  regulation  as  it  exists. 

Senator  Lodge.  As  a  business  man,  you  realize  that  you  can  not 
sell  anything  in  the  United  States  to-day  for  anything  near  its  value? 

The  Chairman.  You  do  not  mean  that,  do  you  ? 

Senator  Lodge.  T  make  that  statement  absolutely,  and  Judge 
Shea  agrees  with  me. 

The  Chairman.  I  do  not  understand  you  mean  to  say  that  you 
can  not  sell  anythinjp  in  the  United  States  to-day  and  at  a  profit 
I  understood  that  thmgs  were  selling  at  bigger  profits  to-dav. 

I  am  not  saying  anything  about  matters  that  I  am  not  familiar 
with,  but  here  in  Washington  they  are  selling  houses  at  a  very  big 
profit. 

Senator  Ijodhk.  Washington  is  wholly  exceptional. 

The  Chairman.  In  my  section  of  the  country  they  are  selling 
lands  at  very  much  more  than  they  could  have  sold  them  for  before 
the  war. 

Mr.  Shea.  He  can  not  sell  hi.s  property  because  the  profit  is  so 
great  in  it  that  it  would  practically  all  he  taken  away  from  him- in 
taxes  under  the  existing  law. 

The  Chairman.  You  have  given  your  reasons  for  the  statement 
you  have  made  that  you  can*  not  now  sell  oil  properties. 

Mr.  Shea.  Yes,  sir. 

Senator  Penrose.  Or  anything  else. 

Mr.  Shea.  Now,  one  more  question  and  I  am  through. 

The  Chairman.  Did  you  mean  to  say  that  you  could  not  sell  any- 
thing else  in  this  country  ? 
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Mr.  Shea.  No;  I  am  speaking  of  oil  property,  and  particularly 
new  discoveries. 

Senator  Jones  of  New  Mexico.  And  the  reason  that  they  can  not 
sell  now  is  because  the  tax  would  be  so  high  on  the  apparent  profit 
in  the  transaction  ? 

Senator  Penrose.  Does  that  apply  to  other  sales? 

Mr.  SiiEA.  It  does  apply  to  other  things,  but  not  with  the  force 
with  which  it  applies  to  oil,  because  the  apparent  profit  in  oil  is 
much  greater,  although  it  may  actually  represent  many  years  of 
toil,  which  can  not  be  estimated. 

Senator  Lodge.  You  can  not  sell  at  a  profit  because  the  tax  is  so 
heavy.    You  can  sell  almost  anything  at  a  loss. 

Mr.  Shea.  Oh,  you  can  sell  anything  to-day  at  a  loss. 

Senator  Gore.  I  wish  you  would  develop  this  point.  Take  the  case 
where  a  man  invests  $100,000  in  a  year  and  loses  it  all  and  then  the 
next  year  he  makes  a  strike. 

Mr.  Shea.  Yes;  that  is  a  common  case. 

Senator  Gore.  I  wish  you  would  make  a  statement  on  that  to  the 
committee. 

Mr.  Shea.  That  is,  when  a  man  starts  out  and  has  losses  this  year 
and  has  no  profits  against  which  to  offset  them  if  he  makes  a  profit 
next  year  he  is  not  permitted  to  offset  those  losses  against  his  profit. 
That  money  lost  should  be  capitalized ;  that  is,  it  should  be  entered 
as  invested  capital,  and  let  it  be  carried  over  into  the  invested-capital 
account  and  treated  as  invested  capital  so  that  it  may  be  protected. 
At  present  that  is  not  so. 

Senator  McCumber.  And  there  are  a  vast  number  who  started  in 
business  a  number  of  years  ago  and  have  run  for  eight  or  nine  years 
without  getting  any  return. 

Mr.  Shea.  I  think  at  the  beginning  of  the  law  would  be  the  time; 
for  instance,  1917. 

The  Chairman.  The  time  for  our  adjournment  or  our  recess  has 
arrived. 

Mr.  Shea.  I  would  like  to  have  10  minutes  more,  Mr.  Chairman^ 
if  I  mights,  later.  You  can  adjourn  now  and  I  will  take  it  when  you 
meet  again. 

The  Chairman.  I  would  rather  stay  here  and  let  you  finish  it  now, 
so  far  as  I  am  concerned.  We  have  been  very  liberal  to  you  in  the 
matter  of  time. 

Mr.  Shea.  The  oil  business,  Mr.  Chairman,  is  probably  the  fifth 
business  in  the  United  States. 

The  Chairman.  If  you  feel  like  you  must  have  10  minutes  more 
to  inak(*  yourself  clear  and  present  your  views  fully,  we  will  give 
it  to  you  when  we  meet  again. 

Mr.  Shea.  All  right;  that  will  be  satisfactory. 

(The  chairman  at  this  point  submitted  a  letter  from  Mr.  Walter  E. 
Kelley,  relating  to  tax  on  oil,  which  is  here  printed  in  full  as  follows :) 

Skptembkr  19,  1918. 
Hon.  F.  M.  Sim  MONK, 

Chairman  Finance  Committee,  United  States  Senate. 

Dkas  Senator:  1  Riibmit  for  the  consideration  of  yoiir  committee  a  few  con- 
crete Hn^jjestlonH  in  repard  to  tlie  revenue  i>ill  »s  it  affects  tlie  production  of 
crude  petrolewui.  The  iiecullar  nature  of  the  business  wlU  not  be  touched  upon, 
for  that  huB  been  covero<i  in  the  rword  l>efore  the  House  Committee  on  Ways 
and  Means  at  pages  487  to  544,  which  you  have  undoubtedly  read. 
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The  history  of  the  oil  busiuess  shows  that  the  producing  fields  of  the  United 
States  have  practically  all  been  discovered  by  the  operators  or  operating  com- 
panies unaffiliated  with  the  great  producing.-  refining,  and  marketing  corpora- 
tions. This  prospecting  is  accompanied  by  great  financial  hazard,  and  the 
prospectors,  or  "  wildcatters,"  as  they  are  termed  in  the  industry,  rely  on  the 
return  from  one  successful  venture  to  repay  them  for  all  their  previous  losses. 

Under  the  revenue  act  as  now  framed  the  losses  incurred  in  drilling  dry  holes 
are  allowe<l  to  be  deducted  from  the  income  for  the  taxable  year,  and  this  same 
provision  has  existed  in  the  previous  income-tax  laws,  but  the  difficulty  is  that, 
while  the  prospecting  Is  going  on,  and  until  a  productive  tract  Is  discovered, 
there  Is  no  income  from  which  this  deduction  can  be  made,  and  therefore  the 
provision  is  purely  academic  In  many  cases. 

The  Government  will  not  suffer  any  material  loss  of  revenue  from  a  correc- 
tion of  this  situation,  for  all  of  the  big  companies  have  shown  a  profit  for  many 
yeara  and  have  in  consequence  already  received  the  benefit  of  the  deduction. 

It  seems  essential,  however,  that  some  amendment  be  incorporated  in  the  bill 
the  effect  of  which  will  be  to  allow  the  prospector  to  receive  back  out  of  his 
earnings  for  the  taxable  year  an  amount  equivalent  to  the  losses  not  already 
deducted  from  Income  In  previous  years.  An  amendment  In  substantially  tlie 
following  form,  under  the  heading  of  "  Deductions  allowed."  would  accomplish 
this  result :  "  In  the  case  of  oil  and  gas  wells  all  losses  sustained  through  the 
drilling  of  dry  holes  from  January  1,  1911,  not  previously  deductetl  from  net 
income  for  the  year  in  which  Incurred." 

The  date  January  1,  1911,  Is  suggested  as  a  reasonable  one,  Inasmuch  as  It  Is 
the  beginning  of  the  **  prewar  period  "  imder  the  excess  and  war  profits  provi- 
sions occurring  later  in  the  bill. 

Consequently  any  losses  sustained  from  that  date  on  would  have  a  direct 
relation  to  the  amount  to  be  paid  as  a  war-profits  or  excess-profits  tax  as  well 
as  that  to  be  paid  as  an  income  tax. 

The  suggested  amendment,  if  adopted,  will  result  in  some  reduction  in  the 
taxes  of  the  particular  operators  affected  by  It,  but  this  reduction  will  be  much 
more  than  compensated  for  by  the  revenue  which  will  accrue  In  1919  from  the 
productive  wells  which  will  be  discovered  as  a  result  of  the  allowance  being 
made.  An  alternative  method  of  dealing  with  the  losses  of  the  prospector 
during  his  unsuci*essful  years  would  be  to  i)ermlt  the  addition  of  the  losses  not 
previously  deducted  to  the  value  of  the  pro<luctlve  property  finally  diflcovered 
by  considering  them  In  the  nature  of  investment. 

Thus  the  total  amount  upon  which  the  depletion  of  the  productive  property 
would  be  computed  would  be  larger  and  the  losses  would  finally  be  returned  In 
this  manner. 

I  realize  that  the  Congress  is  confronted  with  the  necessity  of  raising  a 
huge  sum  and  that  suggestions  which  carry  with  them  even  a  slight  reduction 
in  the  total  realization  are  not  favored. 

However,  there  is  the  revenue  of  1919  to  think  of,  and  also  the  future  pro- 
duction of  crude  petroleum,  both  of  which  will  be  jeopardized  unless  reason- 
able allowances  are  now  made. 

The  existing  stocks  above  ground  are  being  draWn  upon  more  and  more,  and 
new  fields  must  be  found  if  the  demand  is  to  be  met,  for  the  natural  decline  in 
the  production  of  old  wells  can  only  be  offset  by  the  drilling  of  new  ones. 

Another  suggestion  which  I  trust  may  be  adopted  is  in  respect  to  the 
deduction  for  depletion  of  oil  wells. 

The  bill  as  now  framed  allows  the  depletion  to  be  based  upon  the  *'  settled  " 
production,  but  eliminates  the  "  flush  "  production  from  consideration  in  com- 
puting it.    This  is  a  fallacy  and  Is  wholly  unjust. 

An  oil  well  In  the  early  part  of  Its  life  produces  at  a  much  higher  rate  than 
at  a  later  period,  for  when  a  well  is  drilled  the  release  of  the  gas,  coupled  with 
the  rock  pressure  and  other  underground  conditions,  causes  the  oil  to  be 
expelled  from  the  sand  with  considerable  force  for  a  time.  The  production  so 
obtained  Is  called  the  "  flush  production."  After  a  short  period,  varying  In 
length' in  different  fields,  the  production  of  the  well  suffers  an  abrupt  decline, 
and  from  that  time  on  the  production  is  said  to  be  "  settled." 

There  Is  only  so  much  oil  In  the  underground  reservoir  to  begin  with, 
however,  and  whenever  a  well  produces  a  barrel  of  oil  the  reservoir  Is  depleted 
by  just  that  amount.  It  Is  obvious  that  this  d^etlon  results  quite  as  much 
from  the  flush  production  as  from  the  settled  production,  and  It  is  Inequitable 
not  to  allow  this  flush  production  to  be  considered  In  the  computation. 
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There  1ms  never  to  my  knowledge  been  a  good  reason  advanced  for  restrict- 
ing this  basis  to  the  settled  production,  and  from  every  standpoint  of  account- 
ing, sound  business  principles,  and  equity  the  flush  production  ought  to  be 
tillowed  to  be  taken  into  consideration. 

An  amendment  as  follows,  to  be  substituted  for  the  present  language  in  sec- 
tion 214a,  10(a),  and  the  similar  language  in  section  234a,  9(a)  would 
accomplish  this  result :  "  In  the  case  of  oil  and  gas  wells  a  reasonable  allow- 
ance for  the  depletion  of  the  underground  deposit;    ♦    ♦    ♦." 

That  Is  really  what  is  being  depleted,  and,  while  it  is  undoubtedly  the  intent 
of  the  "Ways  and  Means  Committee  of  the  House  to  make  allowance  therefor, 
the  reforence  to  "  reiluctlon  In  flow  and  production  "  is,  in  the  sections  above 
referred  to,  somewhat  confusing. 

If,  however,  it  is  felt  that  the  general  language  of  these  sections  should  not 
he  changed  the  consideration  of  the  flush  production  can  still  be  provided  for 
!)y  the  elfuilnatlon  of  the  words.  "  to  be  ascertained  not  by  the  flush  flow  but 
by  the  .settle<I  production  or  regular  flow." 

1  realize  that  (.\>ngi-ess  is  not  disposed  to  single  out  any  ImUistry  for  si)eclal 
rplief,  btit  the  (»<inditlons  encountered  In  the  drilling  for  crude  i)etroleuni  are  so 
nniqiie  and  so  utterly  dissimilar  from  those  In  any  other  busi!\es3  that  some 
reasonable  exceptions  should   l>e  made. 

The  Kuggestl«»ns  made  herein,  if  adopted  will  not  result  In  any  reduction  of 
the  ultimate  amount  to  be  obtained  from  the  oil-producing  Industry.  On  the 
contrary  their  effiMt  will  be  to  permit  the  development  of  new  fields,  with  the 
<*oi!sequent  increase  in  i)roduction  and  revenue  which  \v\\\  result  therefrom. 

The  avenige  producer  Is  frankly  apprehensive  as  to  the  eflfect  of  the  bill  in 
its  jiresent  form,  and  there  seems  to  be  no  doubt  that  unless  relief  is  given  a 
i-oiislderable  slump  in  production  will   result. 

The  ver>'  vital  necessity  for  crude  petroleum  in  our  war  program  would 
make  this  decline  nothing  short  of  a  calamity.  I  am  told  that  representatives 
of  the  national  iietroleum  war  service  committee  appeare<l  before  your  com- 
mittee last  week  and  submltte<l  certain  recommendations  (m  this  general  sub- 
ject. If  their  testimony  has  been  printed,  will  you  be  kind  enough  to  have  the 
1*1  erk  .send  me  a  copy  of  It? 
Respectful  ly. 

Walter  K.  Kelt.ky. 

BSIEF  OF  ME.  LEE  WILUAliS,  OF  NOBFOLE;  VA. 

(Mr.  Lee  Williams,  an  attorney  of  Norfolk,  Va.,  introduced  by  Sen- 
ator Martin,  not  having  the  time  to  remain  to  be  heard  on  account  of 
being  a  member  of  his  local  exemption  board,  desired  leave  to  file  a 
hrief.  which  is  here  i)rinted  in  full  in  the  record,  as  follows:) 

X'ropoMfHl  nniendjnent  to  excess-profits  tax  law  Id  respect  of  the  ascertainment  of  net 

Income  for  the  purpose  of  excess-profits  taxation. 

It  is  propostMl  thut  at  the  end  of  the  first  parajo'aph  of  s<'cthni  2()G  of  the  act 
ar>pn>ve<l  Octolier  3,  1917.  the  i)eii«Hl  aft^r  the  word  "  dedncte<l  "  si  mil  he  chanjred 
to  ii  cohin  iiud  the  following  clause  added:  « 

''I'roridi'd,  That  for  the  pun)ose  of  ascertaliilnii  the  jcaln  derlvtMl  from  the 
sale  (»f  pro|)erty.  real,  jiersoiial.  or  inlxe<lt  acquired  hefore  January  first,  nineteen 
hundnnl  and  seventeen,  the  fair  market  price  or  value  of  such  pna>ert.v  as  of 
January  first,  nineteen  hundred  ami  .seventeen,  shall  he  the  hasls  for  detennln- 
lutf  the  amount  of  such  scaln  derived ;  or,  at  the  option  of  the  (Commissioner  of 
Internal  Kevenue,  the  annmnt  of  such  pain  shall  he  such  proiM)rtlon  of  the  differ- 
ence between  the  selling  price  and  the  purchase  price  as  the  perkMl  from  and 
Including  January  first,  nineteen  huudrtHl  and  seventeen,  to  the  date  of  sale 
lM»ai*s  to  the  wh(»le  perlcxl  elai)sln^  between  the  date  of  purchase  and  the  date  of 

salo," 

ins<  rssioN  of  amendment. 

'Hils  amendment  is  designed  for  the  purpose  of  putting  the  net  Income  derived 
from  the  sale  of  property,  real  or  pers^onal.  upon  the  same  basis  as  other  net 
inc<ime  suhje<t  to  the  excess-proflts  tax.  By  section  200  of  the  act  of  Octol>er 
3.  1017.  plvluR  definitions  for  the  purpose  of  excess-profits  taxation.  It  Is  pro- 
vide<l  that  the  first  taxable  year  shall  he  the  year  ending  December  31,  1017 
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(with  certain  exceptions  as  to  companies  fixing  their  own  fiscal  years,  not  mate- 
rial here).  It  results  that  the  calendar  year  1917  was  the  first  year  the  profits 
in  which  were  intended  to  be  subjected  to  excess-profits  taxation.  It  is  under- 
stood, however,  that  the  claim  is  made  by  certain  ofiicials  of  the  Internal- 
Revenue  Department  that  in  the  case  of  the  sale  of  property,  real  or  personal, 
in  1917,  or  subsequent  years,  the  net  income  for  the  purpose  of  excess-profits 
taxation  is  the  difference  between  the  selling  price  and  Ihe  purchase  price,  if 
the  property  was  purchased  on  or  after  March  1,  1918,  or  if  the  property  was 
purchased  prior  to  that  date,  that  the  net  income  is  the  difference  between  the 
selling  price  and  the  fair  value  as  of  March  1,  1913.  By  this  construction  any 
increment  in  the  value  of  the  property  between  March  1,  1913,  or  the  date  of 
purchase,  as  the  case  may  be,  and  December  31, 1917,  is  subject  to  excess-profits 
taxation,  although  the  excess-profits  law  expressly  purports  to  tax  only  income 
derived  on  or  after  January  1,  1917. 

The  substantial  result  of  this  is  that  this  class  of  profits  is  subjected  to 
excess-profits  taxation  for  3  years  and  10  months — ^that  is,  the  period  from 
and  after  March  1,  1913,  to  December  31.  1916,  for  wliich  period  no  other  class 
of  profits  is  subject  to  such  taxation.  This  result  is  clearly  Inequitable  and 
is  not  believed  to  have  been  intended  by  the  Ck)ngress.  The  amendment  above 
set  out  is  intended  to  correct  this  inequality  and,  as  stated,  to  place  this  class 
of  profits  on  the  same  basis  as  other  profits.  The  basis  of  the  construction  of 
the  present  law  by  the  officials  of  the  Internal-Revenue  Department  is  under> 
stood  to  be  the  language  in  clause  (c)  of  the  first  paragraph  of  section  208, 
providing  that  for  the  purposes  of  the  excess-profits  tax  title  the  net  Income 
of  a  corporation  shall  be  ascertained  and  determined  "for  the  taxable  year 
upon  the  same  basis  and  in  the  same  manner  as  provided  in  Title  I  of  the  act  '* 
of  September  8,  1916,  with  an  exception  not  material  here.  This  construction 
of  this  language  is  not  believed  to  be  correct  and  is  arbitrary  and  oppressive. 
It  is  true  the  act  of  September  8,  1916,  provides  that  for  the  purpose  of  ascer- 
taining the  gain  derived  from  the  sale  of  property  the  fair  market  price  or 
value  of  the  property  as  of  March  1,  1913.  shall  be  the  basis.  (See  sec.  2, 
clause  (c),  of  the  act  approved  Sept^  8,  1916.)  But  we  must  consider  the 
purpose  and  meaning  of  the  clause  in  the  act  of  September  8,  1916,  Just 
referred  to.  The  income-tax  system  of  the  Government  became  effective  March 
1,  1913.  From  and  after  that  date  all  income  from  whatever  source  derived 
was  subject  to  taxation,  and  before  that  date  such  income  was  not  Subject  to- 
taxation.  Accordingly,  in  legislating  as  to  income  taxation  the  Ck)ngress  had 
in  mind  that  all  income  derived  since  March  1,  1913,  was  to  be  taxed.  It 
might  have  been  fairer  to  have  provided  for  the  prorating  of  this  income  In 
cases  of  sales  of  property  between  the  several  years  elapsing  from  March  1. 
1913,  to  the  date  of  sale,  and  then  to  tax  each  year*s  income  at  the  rates 
applicable  to  that  particular  year,  and  we  do  not  believe  there  is  anything  In 
clause  (c)  that  would  have  prevented  such  an  administrative  interpretation 
of  the  law  by  the  Internal-Revenue  Department. 

However  this  may  be,  the  point  we  wish  to  emphasize  is  that  a  provision 
that  net  Income  for  excess-profits  tax  purposes  shall,  be  ascertained  on  the 
same  basis  and  in  the  same  manner  as  income  for  income-tax  purposes  relates 
rather  to  the  basis  and  manner  of  ascertaining  the  income  than  to  the  period 
during  which  the  income  may  have  accrued.  In  other  words,  It  would  be 
proper  to  ascertaiil  the  income  arising  from  the  sale  of  property  for  purposes 
of  excess-profits  taxation  on  the  basis  of  the  difference  between  the  selling 
price  and  the  fair  value  of  the  property  at  the  date  the  excess-profits  tax  law 
began  to  operate  (Jan.  1,  1917),  or  such  income  might  have  been  ascertained 
in  the  same  manner  as  income  was  ascertained  for  income-tax  purposes,  pro- 
rating it,  -however,  so  that  only  such  proportion  of  the  income  would  be  taxed 
as  the  period  from  January  1.  1917,  to  the  date  of  sale  bore  to  the  period  from 
March  1,  1913,  to  the  date  of  sale.  It  does  not  seem  to  us  that  this  provision 
for  the  ascertainment  of  net  income  for  excess-profits  tax  purposes  should  be 
allowed  to  override  the  express  statement  that  the  first  taxable  year  was  the 
year  ending  December  31,  1917,  or  to  bring  about  the  inequalities  involved  in 
subjecting  this  class  of  profits  to  a  greater  tax  liability  than  other  classes  of 
profits. 

At  all  events,  if  the  existing  law  has  been  correctly  construed  by  the  internal- 
revenue  ofiicials  above  referred  to,  it  is  time  that  the  law  should  be  changed. 

The  proposed  amendment  In  its  first  clause  is  taken  verbatim  from  section  2» 
clause  C,  of  the  income-tax  law  of  September  8,  1916,  except  that  the  date, 
March  1,   1913,  is  changed   to  January  1,  1917,  so  as  to  give  effect  to  the 
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provision  that  the  first  taxable  year  should  be  that  ending  December  31,  1917. 
The  amendment,  however,  goes  further  than  this  in  the  interest  of  the  United 
States  by  providing  that  at  the  option  of  the  Commissioner  of  Internal  Revenue 
the  income  may  be  ascertained  by  taking  the  entire  profit  on  the  transaction 
and  taxing  such  proportion  of  that  profit  as  the  period  from  January  1,  1917, 
to  the  date  of  sale  bears  to  the  whole  period  between  the  date  of  purchase  and 
the  date  of  sale.  This  clause  might  be  useful  in  case  there  was  difllculty  in 
determining  the  fair  value  of  the  property  as  of  December  31,  1916,  or  in 
case  the  Commissioner  of  Internal  Revenue  believed  that  the  value  returned  by 
the  taxpayer  for  December  81,  1916,  was  too  high.  The  amendment,  therefore, 
gives  a  double  protection  to  the  United  States  in  this  req^ect 

At  1.02  o'clock  p.  m.  the  subcommittee  took  a  recess  until  3  o'clock 
p.  m. 

AFTER  RECESS. 

The  subcommittee  reassembled  at  3  o'clock  p.  m.,  pursuant  to  the 
taking  of  the  recess. 

The  Chairman.  You  may  proceed,  Judge  Shea. 

STATEMENT  OF  UE.  JOHN  J.  SHEA— Besumed. 

Mr.  Shea.  I  will  only  take  a  moment  more  of  your  time,  gentle- 
men. I  want  to  call  your  attention  to  this,  what  we  consider  a  very 
material  element  in  this,  and  that  is  that  the  oil  business  is  just  like 
ordinary  manufacturing  or  ordinary  other  business,  in  that  it  will 
continue  after  the  war,  and  that  it  will  go  on  and  help  pay  these 
taxes  as  long  as  high  taxes  remain  caused  by  this  war ;  so  that  it  is 
not  a  flitting  business  that  ought  to  be  taxed  heavily  to-day  on  the 
theory  that  it  will  escape  in  the  future.  That  is  all  I  wish  to  say  on 
that. 

I  wish  also  to  call  attention  to  the  fact  that,  regardless  of  what 
you  do  in  the  way  of  taxation,  we  must  go  on  producing.  Our  con- 
tracts call  for  production  on  the  leases,  in  most  instances,  and  regula- 
tions at  the  present  time  compel  us  to  go  on,  practically,  so  that  on 
proven  territory  we  will  go  on,  even  if  you  take  it  all. 

Senator  GtORE.  Under  a  great  many  of  those  contracts,  Judge,  they 
^•an  not  stop,  under  penalty  of  forfeiture  of  the  lease? 

Mr.  Shea.  Yes ;  and  the  department  regulations  compel  it  at  the 
same  time. 

The  price  of  oil  is  practically  fixed  by  law.  There  is  no  way  of 
raising  the  price  of  it.  There  is  not,  probably,  any  legal  authority 
for  that,  but  it  is  a  regulation  that  comes  from  the  Fuel  Department 
of  the  Government  under  date  of  May  21,  in  which  they  stated  that 
they  would  look  with  great  disfavor  on  any  attempt  to  raise  the  price 
of  oil. 

Senator  Dillingham.  Above  what?     • 

Mr.  Shea.  Above  $2.25  for  Mid-Continent  and  $1.85  for  Texas  and 
Gulf  Coast. 

Senator  McCumber.  How  long  ago  was  that? 

Mr.  Shea.  It  was  May  21. 

Senator  McCumber.  Has  not  oil  gone  up  and  down  since  that 
time? 

Mr.  Shea.  No,  sir  j  it  has  remained  right  there. 

Senator  Gore.  This  is  crude  oil,  you  know.  Judge  Shea  speaks 
only  for  crude  oil. 
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Mr.  Shea.  I  speak  only  for  crude  oil.  Those  that  manufacture 
kerosene  and  gasoline  ana  other  things  like  that,  I  do  not  speak  for 
them.  They  are  purely  factory  mattci-s,  and  their  cost  is  pretty  well 
defined ;  but  with  us  the  element  of  chance  is  very  prominent. 

One  other  thing  I  want  to  speak  of:  The  definition  of  gasoline 
in  the  bill  from  the  House  is  so  vague  and  indefinite  that  uianv 
things  not  intended  could  be  included,  and  with  the  definition  ft 
would  be  a  tax  very  easily  evaded.  We  will  furnish  you  a  printed 
definition  of  "gasoline,"  properly  authenticated  by  the  technical 
department  of  the  Government  in  that  matter  that  might  aid  in 
simplifying  the  matter  and  at  the  same  time  I  think  would  be  more 
just  to  every  one.  It  would  be  extremely  difficult  to  define  gasoline. 
It  means  one  thing  in  one  place  and  another  thing  in  another.  F'or 
exam])le,  the  gasoline  that  is  being  used  in  aeroplanes  and  in  the 
high-powered  engines  of  destroyers  and  the  like  of  that,  is  an  en- 
tirely different  product  from  the  gasoline  you  buy  at  a  garage  to 
fill  the  tank  of  your  motor  car;  and  the  ffentlemen  connected  with 
the  business  will  appreciate  a  definition  tnat  will  be  more  compre- 
hensive than  the  one  now  in  use,  and  better  fitted  to  determine  what 
it  is. 

Senator  Thomas.  The  difference  is  in  the  grade  of  refinement,  is 

it  not? 

Mr.  SiiKA.  Yes:  there  are  different  grades,  and  then  there  is  blend- 
ing afterwards.  For  instance,  after  the  gasoline  pays  the  tax  it  goes 
as  gasoline  where  it  is  sold  to  the  consumer,  but  before  it  is  sold  .to  the 
consumer  it  is  again  blended  with  kerosene  and  naptha,  and  you  do 
not  get  the  product  that  is  bought  by  the  man  who  sells  to  you. 
That  is  constant  and  almost  universal. 

The  things  we  will  ask  for  I  will  briefly  recapitulate.  We  be- 
lieve that  the  oil  business  is  a  business  of  such  a  character  that  the 
war-profits  tax  ought  not  to  be  applied  to  it.  We  believe  that  it 
ought  to  be  put  under  an  excess-profits  tax,  and  our  view  of  it  is 
that  the  present  rate  under  the  existing  act  is  high  enough. 

Senator  Thomas.  Are  there  many  individual  and  partnership  en- 
terprises in  your  part  of  the  country? 

Mr.  Shea.  Yes. 

Senator  Thoma^  Do  you  know  why  they  should  not  be  included 
in  the  war  profits  and  excess-profits  tax? 

Mr.  Shea.  No,  sir;  I  do  not  know  of  any  reason  for  the  discrim- 
ination. 

The  second  clause,  we  believe  that  to  encourage  this  prospectmg 
and  exploration — or,  as  we  call  it  in  the  oil  business  "  wildcattmg"— 
when  a  man  discovers  oil,  until  he  gets  his  money  back  no  tax  should 
apply:  that  he  ought  to  get  that  back  before  any  tax  is  applied. 
Then  he  ought  to  be  put  on  the  same  basis  as  other  people. 

Senator  Smoot.  Do  you  think  that  same  thing  should  apply  to 
the  mines  in  the  West? 

Mr.  Shea.  I  do  not  know  why  it  should  not,  wherever  the  busi- 
ness is  of  this  character. 

Senator  Smoot.  All  mining  is  hazardous. 

Mr.  Shea.  To  some  extent;  yes,  sir. 

Senator  Smoot.  I  think  you  have  a  more  definite  chance  of  getting 
oil,  where  a  man  will  go  and  drill,  than  you  have  of  getting  ore. 
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Mr.  Shea.  Well,  that  might  be. 

Senator  Gore.  Here  is  one  trouble,  Senator  Smoot,  that  must  be 
considered.  Have  you  not  known  of  instances  where  they  would 
get  fine  producing  wells,  Judge,  and  200  or  300  feet  from  them  an- 
other man  would  get  a  dry  hole? 

Mr.  Shea.  Yes.  I  have  the  experience  of  a  gentleman  who  had 
that  experience  in  another  corner  of  an  80-acre  lot. 

Senator  Gore.  That  is  true  of  mineral  mining,  is  it,  also? 

Senator  Smoot.  Yes;  I  have  known  of  instances  where  men  have 
been  within  25  feet  and  had  nothing. 

Mr.  Shea.  That  is  not  usual  in  oil. 

Senator  Smoot.  Tliat  is  quite  usual  in  mining  for  minerals. 

Senator  Gore.  Do  you  have  to  make  any  such  investment  in  min^ 
eral  mining  as  has  been  made  in  these  oil  wells? 

Senator  Smoot.  Yes. 

Senator  Gore.  Without  being  able  to  test  it? 

Senator  Smoot.  Yes. 

Mr.  Shea.  I  was  answering  the  question.  We  believe  that  in  min- 
ing for  oil  and  gas  we  ought  to  let  the  discoverers  get  their  money 
back  that  they  have  spent  in  exploration,  and  then  begin  to  pay  tax. 

In  case  of  sales,  we  believe  that  sales  of  newly  discovered  proper- 
ties, foimd  since  1918,  the  profit  should  have  put  on  it  a  20  per  cent 
tax,  to  encourage  sales  and  the  changing  of  the  property  into  hands 
that  will  produce  more  oil  and  bring  it  into  the  market  of  the  coun- 
try, and  at  the  same  time  continue  to  pay  tax. 

The  question  of  actual  value  of  the  property  I  have  discussed 
pretty  completely.  We  think  that  the  money  expended  on  the  ex- 
ploration and  discovery  ought  to  be  treated  as  invested  capital,  to  be 
returned  by  depletion. 

The  Chairman.  Judge,  there  are  gentlemen  here,  some  of  whom 
say  thev  want  to  catch  the  4  o'clock  train. 

Mr.  I^HEA.  I  am  through  this  minute. 

Tlie  Chairman.  And  I  think  they  should  be  treated  with  ?ome  con- 
sideration. 

Mr.  Shea.  I  do,  tew.  I  should  like  to  ask  that  Judge  Gill,  of  the 
Texas  country,  \ye  given  5  minutes. 

Senator  Thomas.  Later  on;  there  are  others  here  now  who  must 
be  heard. 

The  Chairman.  We  will  have  to  give  some  of  these  other  gentle- 
men an  opportunity  to  be  heard.    Have  you  finished? 

Mr.  Shea.  Yes,  sir. 

Senator  Robinson.  Stick  to  your  program,  and  then  others  may 
come  in  later. 

S<*nator  Gore.  I  would  like  to  ask  that  Mr.  E.  D.  Howard,  nominee 
for  Congress  in  the  first  district  of  Oklahoma,  be  allowed  to  file  a 
statement  in  regard  to  zinc  and  oil,  particularly  showing  its  bearing 
on  the  taxation  of  the  State. 

Mr.  SniiLv.  And  we  would  like  to  have  the  privilege  of  filing  an 
amended  brief  here. 

The  Chairman.  You  have  that  privilege.  Tliere  are  several  gen- 
tlemen here  who  say  they  wish  simply  to  make  an  appearance  and 
file  a  brief.  One  of  them  is  Mr.  Taylor,  representing  the  independent 
tobacco  manufacturers  of  Winston-Salem,  N.  C. 


390  W  PROVIDE  EBVENTJE  FOB  WAE  PURPOSES. 

(A  statement  was  submitted  by  Mr.  Shea,  which  is  here  printed  in 
full,  as  follows:) 

[Before  the  Finance  Committee,  United  States  Senate.  Bixcera-proflts  tax  and  war-profita* 
tax  as  applied  to  production  of  oU  and  gas,  presented  by  Mid-Continent  Oil  h  Oas 
Association  and  Texas  Golf  Coast  ft  Lonlsiana  Oil  ft  Gas  Association.] 

THE  BUSINESS  OF  PRODUCINQ  CRUDE  OIL  SHOULD  NOT  BE  SUBJECTED  TO  A  WAB-PBOFITB 

TAX. 

The  production  of  crude  oil  is  the  most  complete  example  of  a  wasting 
industry  which  has  been  called  to  our  attention.  The  moment  that  oil  is  dis* 
covered  it  must  be  produced;  it  is  fugitive  In  its  character.  The  subdivtsions 
of  land  from  which  it  is  produced  are  small ;  they  are  owned  by  many  people, 
and  unless  each  man  produces  to  the  capacity  of  his  acreage  his  neighbor  on  the 
adjoining  land  will  get  his  oil. 

The  storage  of  crude  oil  is  a  very  expensive  procedure,  and  loss  from 
evaporation  is  very  great  Therefore  storage  can  only  be  carried  on  extensively 
by  the  very  large  companies.  Individuals  and  moderate-sized  companies,  by 
the  very  nature  of.  the  business,  are  compelled  to  market  their  oil  as  produced. 

From  the  sale  of  the  first  barrel  of  oil  the  producer  Is  disposing  of  the  corpus 
of  his  property,  and  is,  in  fact,  marketing  his  capital  assets;  so  that  he  must 
keep  on  reinvesting  his  money  and  finding  new  fields,  making  new  discoveries, 
and  producing  oil  from  new  sources  in  order  to  keep  his  business  going. 

The  producer  does  not  know  whether  he  has  an  actual  profit  in  the  produc- 
tion of  oil  from  any  particular  property  until  the  entire  Investment  in  the  same 
has  been  returned  to  him.  The  uncertainty  of  the  amount  of  such  total  produc- 
tion always  remains  before  him. 

The  discovery  of  oil  rests  very  largely  on  chance  or  luck.  There  Is  no  method 
other  than  actual  drilling  for  discovering  it,  and,  once  it  is  found,  the  yield  Is 
problematical  and  in  many  cases  very  disappointing. 

The  hazard  being  so  great,  the  reward  should  be,  and  in  order  to  Interest 
capital  must  be,  In  some  degree  commensurate  with  the  risk. 

Money  can  not  be  interested  in  producing  oil  with  the  same  return  from 
such  investment  as  that  from  other  enterprises,  such  as  banking,  manufacturing, 
and  commerce. 

IBBEOULABITY  OF  RETURNS  FROM  OIL  PRODUCTION. 

The  income  from  oil  production  is  spasmodic  and  Irregular.  It  depends 
originally  so  largely  upon  new  discoveries  and  they  are  so  uncertain  and 
irregular  that  profits  may  be  great  in  a  year  of  low  prices  and  small  in  a 
year  of  high  prices  for  oil ;  so  that  in  determining  the  profits  accruing  from  the 
oil  industry  a  series  of  years  should  be  considered  and  the  average  profits  for 
a  period  of  years  should  be  taken. 

If  the  war-profits  tax  is  to  be  applied,  the  net  income  subject  to  tax  should 
certainly  be  the  average  for  a  period  of  years  rather  than  for  any  single  year. 

NO  WAR  PROFITS  IN  THE  PRODUCTION  OF  OIL. 

We  believe  that  there  are  no  war  profits  in  the  production  of  crude  olL 
Labor  and  materials  now  cost  on  an  average  twice  as  much  as  they  did  In  the 
prewar  period.  The  production  in  the  old  fields  has  declined  very  rapidly 
and  the  wells  that  are  being  drilled  In  the  mld-contlnent  fields  to-day  have  less 
than  one-third  the  initial  production  that  they  had  in  the  prewar  period.  The 
only  new  field  now  In  sight  is  the  Ranger  (Tex.)  field,  in  which  oil  Is  found  at  a 
depth  of  3,400  feet,  and  in  extremely  difficult  drilling,  so  that  the  production 
of  oil  from  that  field  Is  bound  to  be  very  expensive  and  the  development  very 
slow. 

In  the  case  of  each  producer  the  ne(?essary  continued  drilling  results  in  fail- 
ures and  successes  following  each  other  In  unfertain  order,  and  a  comparison 
of  the  income  of  one  period  with  another — of  the  1918  income  with  that  of  the 
prewar  period — will  disclose  no  profits  due  to  the  war,  but  merely  that  the  oil 
producer  has  or  has  not,  as  the  case  may  be,  been  more  fortunate  in  finding 
oil  in  one  period  than  in  another.  It  may  even  occur  that  although  the  Income 
for  the  taxable  year  is  greatly  in  excess  of  the  income  for  the  prewar  period, 
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nevertheless  no  profits  -have  been  made.    This  may  be  Illustrated  by  the  follow- 
ing exabiple: 

Corporation  A,  organized  1910. 

Capital J $100. 000 

Annual  net  income , 25,000 

Dividends  paid  to  Jan.  1,  1918 200, 000 

Net  income  for  1918 50,000 

War-proflts  tax 20, 000 

Per  cent  of  tax  to  income 40 

Total  dividends  paid 280,000 

Corporation  B,  organized  1910. 

Capital $100,  000 

Net  loss  to  Jan.  1,  1918 »  80, 000 

Net  income  for  1918 ^ , 50,000 

Remaining  deficit 30, 000 

War-proflts  tax 32, 000 

Per  cent  of  tax  to  Income 04 

Deficit  after  paying  tax 62, 000 

The  price  of  Mid-continent  oil  and  Texas  and  Gulf  coast  oil  h^s  been  practi- 
cally fixed  by  order  of  the  Fuel  Department.'  True,  it  is  not  a  direct  order, 
but  the  statement  has  been  made  by  the  fuel-oil  department  of  the  Government 
that  it  will  look  with  disfavor  on  any  attempt  to  increase  the  price  of  crude 
oil.  Production  is  rapidly  declining,  and  2,400,000  barrels  of  oil  were  taken 
out  of  storage  In  the  month  of  August,  1918. 

EFFECT  OF  THE  PROPOSED  LAW. 

The  effect  of  the  proposed  law  Is  to  make  it  impossible  for  the  small  operator 
to  go  on  prospecting  for  new  properties.  The  large  companies,  with  ample 
capitalization,  can  go  on,  because  they  can  distribute  their  losses  over  the  whole 
of  the  field  in  which  they  operate  and  apply  them  to  the  entire  invested  capital^ 
and  the  result  of  losses  to  them  will  be  to  simply  reduce  profits,  while  the  result 
of  losses  In  explorations  by  individual  operators  and  small  corporations  would 
mean  financial  disaster.  The  operator  discovering  and  developing  new  prop- 
erties and  already  possessed  of  an  Income  that  would  put  him  In  the  war-profits 
class,  would  be  compelled  to  give  up  80  per  cent  of  all  his  discoveries  in  the 
way  of  taxes  to  the  Government  and  would  find  himself  at  the  end  of  the 
war  period  In  the  position  of  having  exhausted  his  property  and  having  paid 
80  per  cent  of  the  same  in  taxes  to  the  Government — he  would  have  neither 
property  nor  profit. 

SALES  OF  PBODUCINO  PB0PEBTIE6. 

One  of  the  characteristic  and  essential  features  of  oil  and  gas  producing  Is 
the  individual  or  concern  of  small  means  engaged  In  prospecting.  The  flowing 
well  Is  the  rare  exception  and,  as  a  rule,  after  the  discovery  of  a  producing 
property  a  large  additional  Investment  is  necessary  for  development.  It  has 
been  customary  for  the  small  operator  to  borrow  through  local  banks  this 
necessary  money,  both  banker  and  operator  knowing  that  the  Income  from 
the  property  can  not  be  expected  to  pay  the  loans  when  due,  or  even  within  a 
perlor  proper  and  suitable  for  loans  by  banks  of  that  type.  In  the  past  this 
has  been  possible  because  the  operator  has  purposed  selling  the  property 
when  It  had  reached  a  suitable  point  of  development,  but  treatment  of  all 
of  the  profits  as  income  in  the  one  year  In  which  the  sale  is  made  and  as  subject 
to  the  existing  excess-profits  tax  rates  has  stopped  all  sales  of  producing  oil 
properties  and  is  thus  inevitably  stopping  prospecting  by  Individuals  and  con- 
cerns of  small  means.  The  House  bill  with  Its  Increased  rates  under  either 
alternative  would  greatly  accentuate  this  unfortunate  situation. 

INVESTED  CAPITAL. 

In  the  case  of  the  exchange  of  tangible  property  for  stock  under  provisions 
of  section  326  of  the  House  bill,  investeil  capital  is  defined : 

"Actual  cash  value  of  tangible  property  other  tlian  cash  bona  fide  paid  in  for 
stock  or  shares  at  the  time  of  such  payment,  but  In  no  case  to  exceed  the  par 
value  of  the  original  stock  or  shares  specifically  Issued  therefor." 
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It  win  be  necessary  in  administering  this  law  for  the  Treasury  I>eiMirtiHeut 
to  ascertain  the  value  of  the  tangible  proiierty  paid  in  for  stock  in  all  cases. 

It  muHt  ascertain  this  value  for  the  purpc^ise  of  determining  whether  tlie  psir 
value  of  the  stoclc  issued  Is  in  excess  of  the  value  of  the  property  paid  in,  and 
in  doing  this  It  ascertains  at  the  same  time  whether  it  is  less  than  the  i>nr  viUue 
of  the  stock  Issued  therefor.  In  case  the  property  paid  in  is  of  greater  value 
than  the  stock  Issued  for  the  same,  upon  what  theory  of  equity  and  justice  can 
the  taxpayer  be  denied  the  value  of  such  tangible  property  as  invested  capital 
when  such  value  is  allowed  in  case  the  par  value  of  the  stock  issued  Uierefor 
was  equal  to  or  greater  than  the  value  of  such  tangible  property? 

Article  B,  section  325,  House  bill,  provides  that  the  par  value  of  stock  or 
shares  having  no  par  value  shall  be  deemed  to  be  the  fair  market  value  of  the 
same  at  the  date  of  issue,  and  in  a  case  where  tangible  property  is  exchan^ced 
for  stock  having  no  par  value  the  fair  market  value  would  of  course  be  tlie 
value  of  the  property  exchanged  therefor,  and  in  such  cases  full  credit  would 
be  given  for  the  value  of  such  tangible  property  paid  in  for  stock. 

It  Is  fair  both  to  the  corporation  and  to  the  GJovemment  that  the  actual  value 
of  tangible  property  paid  in  for  stock  regardless  of  the  amount  of  stock  issued 
therefor  should  be  the  measure  of  Invested  capital. 

Large  numbers  of  corporations  have  been  formed  merely  as  a  matter  of  con- 
venience, and  AS  prior  to  the  excess-profits  tax  law  the  question  of  investeil 
capital  did  not  enter  into  the  amount  or  method  of  taxation  these  matters  wore 
not  material. 

The  effect  of  this  limitation  would  be  to  i)enall2e  the  ultraconservative  con- 
cern and  put  a  possible  premium  on  overcapitalization. 

RAPID    DECLINE    OV    PRODUCTION    AND    NECESSITY    FOR    PROSPECTING. 

It  is  proper  and  neces.sary  in  the  consideration  of  this  legislation  from  any 
angle  to  keep  In  mind  the  fact  that  the  production  of  all  wells  rapidly  declines 
from  the  beginning.  In  the  Mldcontlnent  field  the  records  show  that  the 
average  well  will  produce  from  35  to  50  per  cent  of  recoverable  oil  during 
the  first  year  of  its  life,  and  from  75  to  90  per  cent  during  the  first  three 
years.  In  the  Gulf  coast  field  the  decline  is  even  more  rapid  and  the  life  of 
the  wells  shorter.  In  the  Goose  Creek  field  in  Texas,  now  very  producrtlve, 
the  average  life  of  a  well  does  not  exceed  eight  months,  after  which  It  nnist 
be  worked  over  at  great  exi)ense  with  much  risk  and  problematical  results. 

It  must  be  borne  in  mind  also  that  to  the  Mldcontlnent  field  ami  the  («ulf 
coast  field — the  latter  couii)osed  of  lA)uislana  and  Texas — must  the  (ioveni- 
ment  and  the  imblic  largely  look  for  maintenance  of  protluctlon  by  additional 
developments.  The  Ranger  field  of  Texas  is  at  present  of  inconsiderable  pro- 
duction, but  Is  a  field  of  perhaps  the  largest  promise.  The  oil  is  found  at  great 
depth  in  most  difficult  and  expensive  drilling  and  the  method  of  drilling  an«l 
development  there  has  not  yet  been  mastered. 

CONCLUSIONS. 

1.  The  principle  or  theory  underlying  the  war-i>rofits  tux  Is  iuapplicahle  to 
the  business  of  discovering  and  producing  oil  and  gas,  an«l  we  are,  therefore, 
opposed  to  the  alternative  war  profits  and  excess  profits  plan  of  the  Houst*  bill. 
If  the  law  as  iiassed  should  retain  this  plan  the  Income  derived  from  the  pro- 
duction of  oil  and  gas  should  be  exclude<l  from  the  war-profits  tax  and  he 
subjecte<l  to  the  excess-profits  tax. 

The  rates  of  the  existing  excess-profits  tax  law  are  sufficiently  hli:h  us 
npplle<l  to  this  Industry  and  should  he  substituted  for  those  of  the  House  bill. 

2.  The  de<luctlon  allowed  shcmld  be  in  proportion  to  the  cost  of  the  <*apltal, 
which,  in  the  case  of  oil  and  gas  protlucers.  Is  not  less  than  15  per  cent  and  is 
generally  more,,  depending  on  the  hazard  of  the  particular  venture.  The  new 
law  should  therefore  provide  for  a  minimum  deduction  of  15  per  cent  In  the  case 
of  Income  from  the  i>roduction  of  oil  and  gas. 

3.  To  encourage  the  prospecting  vitally  necessai'y  to  maintain  the  Nation's 
production,  oil  producers  having  discovered  new  deiK>sits  of  petroleum  unknown 
prior  to  January  1,  1918,  should  not  be  taxed  on  the  Income  therefrom  until  all 
of  the  cost  of  discovering  and  developing  such  dei>osits  has  been  returned. 

4.  In  view  of  the  Importance  and  close  relatlonshli)  existing  between  saU^  of 
producing  oil  and  gas  properties  and  the  continuance  of  the  drilling  in  search 
of  new  production  so  vitally  necessary  to  the  prosecution  of  the  war.  the  nei 
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Income  derived  froiu  such  sales,  bona  flde  made,  where  not  more  than  a  50  per 
(.•ent  interest  Is  retained  by  the  seller,  should  not  be  subjecteil  to  a  greater  tax 
than  20  per  cent. 

5.  The  actual  value  of  tangible  property  other  than  cash  bona  fide  paid  in 
for  stock  or  shares  at  the  time  of  such  payment  should  be  the  measure  of 
Invested  capital. 

&  Under  existing  law  and  the  Regulations  of  the  Treasury  Department  the 
cost  of  discovery  of  deposits  of  petroleum — that  is,  money  spent  in  unsuccessful 
prosi)ecting  and  drilling  dry  holes — must  be  treated  as  a  loss,  unless  there  is 
sufficient  Income  during  the  taxable  year  to  permit  its  deduction  as  an  expense. 

Obviously,  this  is  a  great  and  unjustifiable  hardship  and  burden  to  the  tax- 
payers engaged  In  such  a  hazardous  and  uncertain  industry,  the  returns  from 
which  are  so  necessarily  irregular  that  several  years  of  losses  frequently  inter- 
vene between  profitable  discoveries. 

Clearly,  money  so  expended  in  such  an  industry  should  either  be  treated  as 
capital  invested  and  returnable  through  depletion  or  as  an  expense  to  be 
deducted  from  income  when  the  same  is  attained  in  some  subsequent  year. 

Inasmuch  as  the  basic  tlieory  of  our  income-tax  laws  has  been  to  forbid  the 
carrying  over  of  expense  Items  from  one  taxable  year  to  another,  it  is  urged 
that  the  new  law  should  provide  that  the  cost  of  prospecting  and  development, 
other  than  the  cost  of  physical  property »  in  excess  of  income  in  any  one  year 
Hhall  be  added  to  capital  returnable  through  depletion. 

Respectfully  subniltte<l. 

MlD-rONTlNKNT    Oil.    &    Oas    ASSOCIATION, 

John  J.  Shea,  Chairman. 

•f.    R.   QOTTINOHAM, 
'  E.    B.    HOWABD, 

Bi^BnBtTi:  Bli'k, 

Committer. 
TteAS.  OvLF  Coast,  and  I^iiKiAJfA 

Oil  &  Gas  Ak.sociation8. 
'     ByW.  H.  Giix. 

The  Chairman.  Mr.  W.  B.  Taylor,  jr.,  desires  to  be  heard  now. 

STATEMENT  OF  MB.  W.  B.  TATLOB,  JB.,  WINSTON-SALEM,  N.  C, 
BEFBESENTINO  THE  INDEFENDENT  TOBACCO  MANITFACTUBEBS 
OF  WINSTON-SALEM. 

Mr.  Taylor.  Mr.  Chairman  and  gentlemen,  I  do  not  wish  to  make 
a  speech,  but  I  would  like  to  have  just  about  five  minutes  to  read 
these  few  paragraphs  which  I  have  in  typewriting  here.  There 
are  only  about  four  paragraphs.  ^^ 

Senator  Eoblnson.  Go  ahead.  You  can  get  it  done  while  you  gre 
talking  about  it. 

The  Chairman.  If  you  will  get  through  in  five  minutes,  all  right. 
I  thought  you  simply  wanted  to  present  a  brief. 

(Mr.  Taylor  read  the  communication  referred  to,  which  is  here 
printed  in  ifuU,  as  follows :) 

Winston-Salem,  N.  C,  September  12,  Wl'S. 
Hon.  F.  M.  Simmons, 

Chairman  Finance  Committee, 

United  States  Senate. 

Dkar  Mr.  SiMMONfi :  We,  the  undersigned  tobaeco  manufacturers  of  Winston- 
Salem,  N.  C,  doin^  tui  approximate  business  of  7,000,000  pounds  manufactured 
tjobacco  per  annum,  respectfully  request  that  section  702,  page  120,  line  23,  to 
page  121,  line  9,  of  H.  R.  bill  12863  be  changed,  making  the  floor  tax  equal 
to  one-haif  the  difference  between  (a)  the  tax  imposed  by  this  act  upon  such 
artlcl6«  according  to  the  class  in  which  they  are  placed  by  this  title  and  (6)  the 
tax  imposed  upon  such  articles  by  existing  law  other  than  section  403  of  the 
revenue  act  of  1917. 

First.  The  present  styles  and  weights  have  been  manufactured  in  good  faith 
under  the  existing  law  and  according  to  the  statutory  requirements. 
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Second.  The  object  of  section  702  appears  to  be  to  raise  additional  revenoe 
quickly,  but  this  would  be  defeated  by  creating  a  period  of  depression  as  it  is 
obvious  the  dealer  will  not  handle  tobacco  at  a  loss  and  the  manufacturer 
should  not  be  expected  to  show  a  loss  on  the  stock  he  has  manufactured  and 
in  process,  which  has  been  made  by  him  in  good  faith.  We  further  belieTe  the 
proposed  floor  tax  of  13  cents  would  be  followed  by  a  period  of  stagnation  and 
loss  of  revenue  to  the  Government 

Third.  Present  styles  and  weights  are  manufactured  to  retail  at  a  fixed  prioe» 
and  the  proposed  increase  of  section  702,  page  120,  line  23,  to  page  121,  line  9, 
would  absorb  more  than  the  profit  received  by  either  the  manufacturer  or 
dealer. 

Fourth.  We  respectfully  ask  that  the  dealer  be  taxed  one-half  of  the  propsed. 
increase  and  that  the  manufacturer  be  given  at  least  30  days  to  dispose  of  his 
present  stock  and  acconmiodate  his  styles  and  shapes  to  meet  the  new  conditions. 

Fifth.  We  feel  warranted  in  making  this  request  as  to  the  floor  tax  and 
minimum  of  30  days  for  manufacturers  to  change  their  styles  by  precedent 
established  by  Ck>ngress  in  previous  legislation. 

Respectfully  submitted. 

f.  m.  bohannon. 
Bailey  Bbothebs  (Inc.). 

BbOWN  &  WXLUAICSON  TOBACCO  Go., 

By  R.  L.  Williamson. 

Tatlob  Bbos., 
By  W.  B.  Tatlob. 

.  J.  G.  Fltnt  Tobacco  Co., 
By  T.  P.  Fulton. 

JSWBLBT. 

The  Chairman.  The  next  gentleman  is  Mr.  Meyer  D.  Rothschild. 
We  will  now  hear  him. 

STATEMENT  OF  MB.  MEYEK  D.  BOTHSCHUD,  NEW  TOEK  CITT. 

Mr.  BoTHSCHiii).  Mr.  Chairman  and  gentlemen,  I  represent  prac- 
tically the  entire  jewelry  industry  of  the  United  States.  The  jew- 
elers' war  revenue  tax  committee,  of  which  I  have  the  honor  to  be 
chairman,  has  some  sixty-odd  presidents  of  organizations,  so  that  I 
may  say  I  speak  for  the  entire  industry. 

We  come  here  to-day  to  say  that  we  are  entirely  satisfied  with 
section  906  of  the  proposed  act,  which  imposes  a  tax  of  10  per  cent 
on  all  the  articles  handled  by  our  industry  when  sold  to  the  consumer. 

We  went  before  the  Ways  and  Means  Committee  of  the  House  and 
had  a  very  extensive  hearing,  and  upon  the  request  of  the  Ways  and 
Means  Committee  to  present  a  100  per  cent  proposition  on  our  indus- 
try we  presented  such  a  proposition,  taking  in  not  only  the  articles 
which  were  taxed  under  the  act  of  1917,  but  all  loose  precious  stones, 
silverware,  watches,  clocks,  and  kindred  articles,  with  the  result  that 
we  estimate  the  revenue  under  our  proposed  list  of  articles  to  be 
taxed  will  be  from  five  to  six  and  probably  seven  times  the  revenue 
to  be  derived  under  the  act  of  1917. 

In  other  words,  the  Treasury  Department  estimated  an  income  of 
$7,500,000  from  tne  jewelers.  We  estimate  that  if  we  are  permitted 
to  do  such  a  normal  business  as  we  can  do  during  the  war  we  will 
turn  in  from  forty  to  fifty  millions  of  dollars  of  tax  for  the  calendar 
year ;  possibly  more. 

We  brought  this  matter  to  the  attention  of  the  House,  and  the 
luxury  committee,  of  which  Judge  Hull  is  chairman,  acquiesced  in 
placing  our  tax  on  the  jewelry  when  sold  to  the  consumer,  because, 
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obviously,  the  price  of  the  goods  when  sold  to  the  consumer  is  much 
higher  than  wnen  sold  by  the  manufacturer  to  the  retailer.  The 
Treasury  Department  found  some  fault  with  that  classification  be- 
cause of  the  difficulty,  as  they  saw  it  at  that  time,  of  administering 
the  law  where  there  are  35,000  jewelers  involved  as  against  four  or 
five  thousand  manufacturers,  importers,  and  producers.  We  had  a 
conference,  at  which  three  members  of  the  House  were  present,  Mr. 
Boper  and  his  assistants,  the  vice  chairman  and  myself  of  the  com- 
mittee, and  after  a  thorough  consideration  of  the  question  the  Treas- 
ury Department  notified  &e  Wa^s  and  Means  Committee  that  they 
were  convinced  that  the  proposition  we  had  made  was  a  better  one 
for  the  Treasury,  and  it  could  be  administered,  and  that  is  the  way 
the  act  stands  at  present ;  that  is,  10  per  cent  when  the  goods  are  sola 
to  the  consumer,  on  all  articles  handled  by  the  jeweler,  which  includes 
articles  of  great  essentiality,  which  includes  watches  and  clocks  and 
some  articles  of  silver-plated  ware  which  ordinarily  would  not  have 
been  placed  within  the  category. 

In  addition  to  that  there  is  a  section  907,  and  the  following  sec- 
tion, a  paragraph  of  which  provides  for  an  additional  tax  of  10  per 
cent  on  all  articles  made  partially  or  entirely  of  platinum.  This  is 
on  page  135  of  the  bill.    It  reads  as  follows  [reading]  : 

Sec.  907.  That  on  and  after  November  first,  nineteen  hundred  and  eighteen, 
In  addition  to  the  tax  imposed  by  section  nine  hundred  and  six,  there*  shaU  be 
levied,  assessed,  collected,  and  paid,  a  tax  equivalent  to  ten  per  centum  of  the 
amount  paid  for  any  article  commonly  or  commercially  known  as  Jewelry,  com- 
posed in  whole  or  in  part  of  platinum,  when  sold  for  consumption  or  use. 

Such  tax  shall  be  paid  by  the  purchaser  to  the  vendor  and  shall  be  collected, 
returned,  and  paid  to  the  United  States  by  such  vendor  in  the  same  manner  as 
provided  in  section  five  hundred  and  two.  The  vendor  shall  include  In  all 
returns  made  under  this  section  the  name  and  address  of  each  purchaser,  the 
price  of  each  article  sold  to  him  and  a  description  thereof,  Including  the  quan- 
tity and  value  of  the  platinum  contained  therein. 

Platinum  jewelry  is  provided  for  in  section  906  among  other  jew- 
elry, and  it  is  probably  almost  the  entire  jewelry  stock  of  the  so-called 
better  class  of  jewelers  in  the  larger  eities  and  forms  a  part  of  the 
stock  of  nearly  every  jeweler  of  any  size  in  the  country.  It  is  pro- 
vided for  at  id  per  cent,  precisely  as  all  other  jewelry  and  watches. 

Senator  Thomas.  Is  not  that  designed  to  discourage  the  use  of 
platinum  for  jewelry  ? 

Mr.  BornscHiLD.  Yes. 

Senator  Thomas.  Owing  to  the  great  demand  for  platinum  in  the 
arts  and  industries? 

Mr.  BoTHSCHiLD.  That  is  supposed  to  be  the  design,  but  that  is 
precisely  what  I  am  coming  to.     It  does  not  bring  about  that  result 
From  the  report  of  a  hearing  before  the  Ways  anaMeans  Committee, 
held  on  July  17  of  this  year,  I  am  going  to  read  a  few  lines. 

Senator  Smoot.  Will  a  tax  of  20  per  cent  bring  that  about  ? 

Mr.  Rothschild.  No,  sir. 

Senator  Smoot.  Will  30  per  cent? 

Mr.  Rothschild.  The  conservation  of  platinum  ? 

Senator  SifooT.  Yes. 

Mr.  Rothschild.  No,  sir;  nothing  will  bring  it  about  except  the 
taking  of  the  platinum  by  the  United  States  Government,  and  the 
United  States  Government  has  said  that  it  does  not  want  it,  that  it 
will  not  buy  it.  and  it  has  prepared  and  is  about  to  issue  licenses  for 
the  sale  of  that  platinum  jewelry. 
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Senator  Smoot.  The  Government  of  the  United  States  has  not 
enough  platinum  on  hand  now  to  fill  the  requirements  that  it  will  have 
before  the  end  of  this  year  for  platinum*  They  have  got  to  get  it 
from  some  source. 

Mr.  Rothschild.  The  jewelers  have  offered,  and,  of  course,  are  will- 
ing at  any  time  the  Government  requires  it,  to  give  up  this  manufac- 
tured  platinum  and  hand  it  over  to  the  Government.  The  (Tovem- 
ment  has  declined  to  buy  it;  does  not  want  it;  will  not  take  it.  This 
is  a  revenue  bill,  as  I  understand  it.  There  are  millions  of  dollars 
worth  of  platinum  in  the  hands  of  the  retailers  to-dav. 

Senator  Smoot.  You  mean  in  the  shape  of  manufactured  jeweliy? 

Mr.  R0THSCHIL.D.  Manufactured  jewelry;  yes. 

Senator  Smoot.  But  there  are  not  millions  of  dollai*s  worth  of  it  in 
the  shape  of  platinum  itself. 

Mr.  Kothschild.  That  has  all  been  commandeered  by  the  Govern- 
ment. The  jeweler  can  not  make  a  single  piece  of  platinum  jewelry 
to-day.    That  is  shut  off  absolutely. 

Senator  Smoot.  What  the  Government  wants  to  do  is  to  prohibit 
the  manufacture  of  any  more  jewelry  from  platinum^  if  possible. 

Mr.  Rothschild.  It  has  done  that.    The  regulations  are  issued. 

Senator  Thomas.  That  being  so,  how  does  this  regulation  hurt 
you  ? 

Mr.  Rothschild.  I  will  get  at  that  directly. 

Senator  Thomas.  All  right. 

Mr.  Rothschiij).  Mr.  Moore,  in  examining  Mr.  Summers,  who  is 
the  Government  official  who  has  had  charge  of  the  platinum  for  the 
War  Industries  Board,  at  the  hearing  of  the  Ways  and  Meaas  Com- 
mittee which  I  have  mentioned,  asked  him  a  number  of  questions, 
and  I  will  read  a  few  questions  and  answers  from  the  printed  record 
I  reading  j : 

Mr.  M(K)KK.  L^'t  1110  ask  yoii  this  ijiiosiinii.  aiiit  tlt^i  I  ma  tlmiuKli:  lh>  y«m 
think  that  the  war  exiirenrlc-j*  of  t]i*»  <;ov4»rniiuMit  au»  now  surh  rhat  It  \h  iM»o»rt- 
8Jir>'  to  prevent  the  jewoU^rs  of  the  country  fnan  sHIInjr  su«'h  ninnnfacturiHt 
platluuni  as  they  nuiy  have  In  their  iKiss«»ssionV 

Mr.  SrwMKKs.  No.  Kniphntinilly  no.  The  }r«*iK'nil  iK>Uey  of  tlie  War  ImlttH- 
tries  Hoard  Is  not  iti  wri'<k  an  intlnstry  until  :t  Is  alwohitely  ne<^»ss4iry. 

Mr.  .M<M)RK.  In  your  jnr4;inu»iii.  il»e  platinum  a;.'itatiMn  \m<  h«»«*n  rather  owr- 

floneV 

Mr.  SiMMKK.s.  Overdc^ne;  iM»sitiveIy  ovenlone.     *•     •     • 

Apart  from  the  (iiie^ticm  of  the  necessity  of  the  (lovermnent  for 
phitmum.  which  is  admitted,  the  Government,  through  the  officials 
who  have  been  charged  with  this  work  of  glutting  platinum,  expressinl 
itself  repeatedly  to  tlie  elFect  that  it  doe^  not  want  the  manufac- 
ttuvd  platinum— the  jewelry  of  the  jewelers.  It  will  not  buy  it- 
They  have  said  that  they  are  perfectly  willing  that  the  jeweler* 
sh(Mild  sell  it.  Xow,  under  regulations  that  have  In^en  arninged  hf»- 
tween  the  AVar  Industries  Brmrd  a  nil  the  Bureau  of  Mine*^  there  are 
alanit  to  be  issue<l,  I  understand,  on  the  *20th  of  thi"-  month,  li<vn*ai*< 
to  sell  that  jewelry.  The  jeweler  is  to  be  ph*<lge(l  when  he  si«lK 
platinum  jewelry  to  keep  a  record,  a-  is  providotl  in  thi^  bill,  of  the 
name  and  atldress  of  the  purchaser.  He  will  receive  a  licen^*  fmiit 
the  War  In<lu^tries  Board  to  sell  his  platinum  jewelrv. 

Senator  Smo<»t.  The  obj(»et  of  that  is  to  know  ju-.t  where  the 
platinmn  is. 
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Mr.  RoTHSGHiLD.  Precisely. 

Senator  Shoot.  So  that  if  exigencies  do  increase  over  and  above 
what  they  are  to-day,  and  it  is  necessary  to  get  the  platinum  jewelry, 
they  will  know  where  to  go  and  get  it. 

Mr.  R0TH8CHIU).  There  is  no  objection  to  that.  We  are  going  to 
keep  those  records. 

The  bill,  in  paragraph  907,  simply  not  only  duplicates  that  and 
pledges  the  jeweler  to  send  these  records  to  the  already  overburdened 
Commissioner  of  Internal  Revenue,  but  besides  that — and  this  is  the 
whole  point,  and  it  will  afford  just  one  more  point  upon  which 
people  who  have  been  conducting  a  propaganda  against  the  sale  of 
platinum  jewelry  can  hang  some  further  arguments — if  the  United 
States  wants  the  platinum  which  the  jewelers  have — the  manufac- 
tured platinum — the  United  States  can  have  it  at  any  time.  The 
United  States,  however,  wants  revenue.  There  are  hundreds  of  mil- 
lions of  dollars'  worth  of  gems,  I  believe,  mounted  in  platinum,  the 
platinum  being  but  a  small  part  of  the  piece  of  jewelry.  Taking  the 
liberty  of  takinjg  a  few  things  with  me,  I  have  brought  here  a  few 
examples  of  this.  There  is  a  necklace  that  sells  for  $12,000  [pro- 
ducing pearl  necklace],  and  the  platinum  in  that  amounts  to  $6. 
Under  that  act  the  jeweler  that  sells  that  piece  will  be  obliged  to 
pay  $1,200  additional  as  tax  to  cover  $6  worth  of  platinum. 

Senator  Thomas.  $12,000? 

Mr.  Rothschild.  $12,000 ;  $1,200  to  cover  $6  worth  of  platinum. 
There  are  a  lot  of  instances  of  that  kind.  Here  is  a  little  cheap  piece 
of  jewelry  of  $70  with  the  stones  set  in  platinum  [indicating].  The 
platinum  amounts  to  70  cents  there. 

Here  is  another  which  has  the  diamond  set  in  plainum  points.  It 
b  almost  impossible  to  figure  out  what  that  platinum  amounts  to, 
and  when  you  have  figured  it  out  you  are  taxing  the  platinum  in 
that  jewelry  four  or  five  hundred  per  cent,  putting  a  burden  on  the 
jeweler  that  will  affect  his  sales  much  more  than  if  he  were  to  make 
the  sales  and  pay  the  tax. 

Senator  Thomas.  The  value  is  not  in  the  platinum,  but  it  is  in  the 
value  of  the  articles  containing  the  platinum  ? 

Mr.  RoTHSCHHJ).  Yes;  containing  platinum.  This  is  not  conserv- 
ing platinum,  because  if  that  were  true,  to  conserve  platinum,  you 
would  have  failures  from  one  end  of  the  country  to  another.  There 
are  jewelers  whose  entire  fortunes  are  tied  up  in  platinum.  It  was 
an  entirely  legitimate  busineas.  They  eventually  gave  up  their 
platinum  to  the  Government  at  $105  an  ounce,  which  was  at  a  loss  in 
some  instances.  It  always  cost  them  more  than  that,  and  in  many 
instances  it  had  cost  $120  an  ounce,  but  as  against  other  industries 
they  gave  up  their  platinum  to  the  Government  on  a  cost  plus  basis, 
and  thev  are  willing  to  give  up  to-day  all  the  platinum  they  have  and 
try  to  do  something  else  with  their  gems,  but  the  Government  says : 
**  We  do  not  want  your  platinum  jewelry;  we  are  going  to  license 
you  to  sell  the  platinum  jewelry.  We  do  want  this  revenue,  which 
in  the  case  of  platinum  jewelry  will  amount  to  some  millions  of  dol- 
lars.'*  And  at  the  same  time  a  passage  or  paragraph  is  written  in 
this  bill  which  will  have  the  effect  of  restricting  tne  sale  of  platinum 
jewelry,  and,  as  the  author  of  this  said :  "  It  will  leave  the  platinum 
in  the  hands  of  the  jewelers.    The  Government  does  not  want  it.^' 
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What  are  we  to  do?  It  has 'not  conserved  any  platinum.  The 
platinum  is  here  just  as  it  was.  It  is  in  such  a  form  that  the  Gov- 
ernment can  take  it  at  any  time  it  wants  it.  It  is  pure.  The  War 
Industries  Board  and  the  Bureau  of  Mines  to-day,  under  a  recent  act 
passed,  can  take  possession  of  the  platinum,  can  control  the  use  of 
platinum  and  the  possession  of  platinum  in  everybody's  hands — ^in 
the  hands  of  the  jeweler's  or  anybody's  hands,  llie  power  is  there. 
Now,  these  two  organizations  have  come  together  and  have  made 
these  rules  and  have  prepared  these  licenses,  and  I  shall  file  with  the 
clerk,  if  you  have  no  objection,  a  letter  from  Mr.  Conner,  of  the  War 
Industries  Board,  indicating  in  so  many  words  just  what  the  regu- 
lations are.  If  you  will  bear  with  me  a  moment,  I  will  read  you  the 
regulations,  which  show  you  that  the  point  is  absolutely  covered  in 
the  regulations  which  are  about  to  be  issued.  This  letter  reads  as 
follows  [reading] : 

Wab  iNiyCTBTBOBa  BOABD, 

August  28,  X918, 

From:  Platinum  section. 

To:  Hon.  Claude  Kitchln,  chairman  Ways  and  Means  Committee,  Waslilngton, 

D.C. 
Subject :  Rules  and  regulations  pertaining  to  the  licensing  of  use  of  platinum. 

iridium,  and  palladium. 

1.  I  am  handing  you  herewith  paragraphs  relating  to  the  use  of  platinum  by 
the  manufacturers  of  platinum  jewelry  and  the  keeping  of  records  pertaining 
thereto. 

2.  These  paragraphs  are  in  connection  with  the  regulations  promulgated 
under  the  provision  of  the  act  of  October  6,  1917,  as  amended  by  the  act  of  July 
1,  1918,  authorizing  the  Director  of  the  Bureau  of  Mines,  under  rules  and  regu- 
lations approved  by  the  Secretary  of  the  Interior,  to  limit,  during  the  period 
of  the  war,  the  sale,  possession,  and  use  of  platinum,  iridium,  and  palladium 
and  compounds  thereof. 

3:  The  rules  tnd  regulations  were  drawn  up  by  a  joint  committee  of  ttie  War 
Industries  Board  and  the  Bureau  of  Mines,  and  the  administration  of  the  licens- 
ing of  the  use  of  platinum  will  be  conducted  by  this  section  of  the  War  Indus- 
tries Board. 

4.  I  would  respectfully  request  that  these  paragraphs  from  the  rules  and 
regulations  be  kept  confidential,  as  plans  are  not  yet  prepared  for  the  publica- 
tion of  same. 

C.  H.  Conner, 
Chief  Platinum  Section. 

11.  From  and  after  the  date  of  these  regulations,  under  the  penalties  pre- 
scribed by  section  19  of  the  act  of  October  6,  1917,  no  person    ♦    ♦    ♦    shall : 

(a)  Use  any  platinum  or  platinum  scrap,  iridium  or  iridium  scrap,  palladium 
or  pjilladlum  scrap,  and  (or)  compounds  thereof,  in  the  manufacture,  alteration, 
or  repair  of  any  ornament  or  article  of  jewelry. 

If  that  was  strictly  construed,  then  a  man  selling  a  ring  for  $10,000 
which  is  too  small  for  the  purchaser  may  not  enlarge  that  ring  by  the 
addition  of  a  few  grains  of  platinum  without  a  special  permit,  and 
under  this  arrangement  it  does  not  indicate  that  permission  will  be 
given  [continuing  reading  letter]  : 

All  licenses  shall  be  issued  in  the  name  of  the  Director  of  the  Bureau  of 
Mines  and  countersigned  and  delivered  by  the  War  Industries  Board,  and  shall 
to  and  remain  subject  to  the  following  conditions : 

(c)  Records  shall  be  kept  by  each  licensee  of  all  his  i^ales,  purchases,  and 
other  transfers  of  platinum,  iridium,  or  palladium,  or  compounds  thereof,  and 
of  articles  containing  platinum,  iridium,  or  palladium,  or  compounds  thereof, 
with  the  names  and  addresses  of  the  purchasers,  sellers,  and  (or)  transferees, 
and  the  quantities  involved,  which  records  shall  be  open  at  all  reasonable  times 
to  the  duly  authorized  representatives  of  the  Director  of  the  Bureau  of  Mines. 
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'  This  is  an  official  letter,  dated  August  28,  1918,  from  the  War  In- 
dustries Board.    I  will  file  that  letter. 

The  Chairman.  The  effect  of  that  would  be  that  hereafter  as  long 
as  that  remains  in  force  no  platinum  will  be  used  in  the  manufacture 
of  jewelry? 

Mr.  Rothschild.  Yes ;  absolutely. 

Senator  Smoot.  All  your  troubles  will  be  over  in  a  little  while. 
We  passed  a  bill  in  the  Senate  day  before  yesterday  authorizing  the 
Grovernment  to  so  into  the  mining  business  for  platinum,  and  they 
are  going  to  send  out  a  lot  of  high-school  graduates,  and  we  will  have 
more  platinum  than  we  will  know  what  to  do  with  ip  a  little  while. 

Mr,  JRothschild.  I  believe  there  is  a  shortage  of  platinum,  and  if 
this  were  a  conservative  measure  I  would  not  oppose  it,  if  it  really 
were  a  conservative  measure.  It  is  nothing  but  an  irritating  measure 
which,  if  it  succeeds  in  the  intent  of  its  authors,  may  interfere  with 
the  sale  of  platinum  jewelry  which  the  Government  does  not  want 
and  will  not  take.    I  submit  that  is  an  intolerable  situation. 

The  Chairman.  You  wotild  not  care  anything  about  this  10  per 
cent  tax  if  it  applied  only  to  jewelry  hereafter  manufactured  with 
platinum  in  it? 

Mr.  Rothschild.  Not  the  slightest  objection  to  that;  it  would  be 
superfluous,  because  I  assume  that  the  Government  will  enforce  that 
order  and  can  enforce  it. 

The  Chaikman.  It  would  apply  only  to  jewely  hereafter  manufac- 
tured. It  would  be  only  supplementary  to  that,  if  that  is  effective, 
and  the  other  would  not  hurt  you  ? 

Mr.  Rothschild.  Not  at  all,  sir. 

The  Chairman.  Now,  suppose  this  tax  were  so  made  and  revised 
as  to  apply  only  to  future  manufactures.  Then,  you  say  that  it  is  a 
very  unjust  tax  that  applies  to  the  jewelry  already  manufactured  con- 
taining platinum,  in  that  it  taxes  not  only  the  platinum  in  the  article 
but  taxes  the  value  of  the  completed  article? 

Mr.  Rothschild.  Yes ;  from  two  or  three  times  to  twenty  times  as 
much  iis  the  value  of  the  platinum ;  sometimes  one  hundred  times  as 
much.  ' 

The  Chairman.  Suppose,  then  the  tax  on  the  jewelry  already 
manufactured  were  confined  to  the  platinum  contained  in  that 
jewelry? 

Mr.  Rothschild.  It  would  be  a  small  item.  It  would  not  help  the 
Government.  I  heard  of  one  concern  that  has  a  stock  of  $2,000,000 
worth  of  jewels  set  in  platinum  in  which  the  value  of  the  platinum  is 
$18,000.  It  would  be  very  difficult  to  determine  in  a  practical  way 
what  the  platinum  value  is,  and  the  amount  yielded  to  the  Govern- 
ment would  be  so  small  that  it  would  simply  be  irritating  and  very 
difficult  of  administering. 

The  Chairman.  You  could  have  ascertained,  approximately,  the 

platinum  value? 
Mr.  Rothschild.  Yes;  but  it  would  be  very  objectionable. 
The  Chairman.  Your  point  is  that  then  it  would  not  raise  any 

revenue? 

Mr.  Rothschild.  It  would  not  raise  any  revenue  at  all,  and  it  might 
interfere  somewhat  with  the  sale  of  the  jewelry. 

The  Chairman.  You  have  no  objection  to  this  tax  if  it  applied 
only  to  jewelry  hereafter  manufactured? 
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Mr.  SoTHSCiuiJ).  Not  the  slightest.  I  see  no  reason  for  it,  but  I 
see  no  objection  to  it. 

Senator  Smoot.  No  reason  for  it? 

Mr.  BoTHSCHiLD.  We  came  up  a  year  ago  and  said  that  we  were 
willing  to  pay  the  tax.  We  have  lived  up  to  that.  We  showed  the 
Department  of  Internal  Revenue  loopholes  in  the  bill.  We  threw 
into  the  bill  all  the  unmounted  stones,  and  things  that. were  not  cov- 
ered, by  asking  for  and  getting  a  ruling  from  the  Treasury  Depart- 
ment to  the  enect  that  loose  goods,  when  sold  to  the  consumer,  were 
subject  to  that  tax.  This  probably  doubled  the  amount  of  revenue 
to  the  Government.  Now,  we  have  gone  to  the  House,  and  in  answer 
to  the  request  we  have  estimated  our  business  in  normal  times  to  be 
from  five  hundred  to  six  hundred  million  dollars,  not  only  jewels  but 
watches,  clocks,  and  such  things  as  jewelers  sell,  and  which  by  jewel- 
ers are  sold  at  all  the  way  from  50  to  100  per  cent  higher  than  when 
they  leave  the  manufacturing  jeweler's  hands,  on  account  of  the  heavy 
overhead.  That  will  mean  forty  or  fifty  million  dollars  to  the  Gov- 
ernment. 

If  this  proposed  platinum  tax  in  section  907  were  really  a  revenue 
producer,  we  would  not  feel  like  coming  to  you  and  objecting.  It  is 
not  only  not  a  revenue  producer  but,  if  persisted  in,  there  will  be  less 
revenue  than  if  you  leave  that  under  the  10  per  cent  provision  of 
1906 ;  and  if  it  does  succeed  in  very  greatly  cutting  down  the  sale  of 
platinum  jeweh-y,  it  will  moan  distress  throughout  the  country  on 
the  i)art  of  men  who  ought  not  to  be  punished  for  simply  going  on 
and  makii^g  up  these  jewels  with  platmum  when  they  had  a  perfect 
right  to  make  thein  up,  investing  their  fortunes  in  them,  paying  a 
heavy  duty  on  the  jewels,  and  then  finding  themselves  facing  the 
situation  where  the  Government  says, "  We  do  not  want  your  jewelry. 
Go  ahead  and  sell  it.  We  want  the  revenue,  and  we  are  giving  you  a 
license  to  sell  the  jewelry."  That  is  the  situation,  gentlemen,  and  I 
hope  that  the  Senate  will  amend  this  bill  by  striking  out  section  907. 

I  would  like  to  file  with  the  conmiittee  a  brief  memorandum,  and 
a  little  later  I  will  go  into  the  thing  more  thoroughly. 

Senator  Robinson.  You  mean'  that  you  want  to  file  another  state- 
ment ? 

Mr.-BoTHSCHiLD.  I  would  like  to  file  another  statement  later. 
Sonator  Robinson.  Yes. 
Mr.  Rothschild.  That  is  all.    Thank  you. 

(A  memorandum  was  submitted  by  Mr.  Rothschild,  and  is  here 
printed  in  full,  as  follows:) 

"  Sec.  907.  That  on  and  after  November  1,  1918.  in  ndnitlon  to  the  tix  linpoHed 
by  section  906.  there  shall  be  levied,  as.«»ess«Ml,  collected,  and  paid  a  tax  equiva- 
lent to  10  per  cent  of  the  ainonnt  pnid  for  any  article  commonly  or  i-ommer- 
cinly  Itnown  as  jewelry  composed  in  whole  or  in  r>nrt  of  platinum.  wl»en  sold 
for  consumption  or  use. 

**  Such  tax  shall  be  paid  by  the  purchaser  to  the  vendor  nnrl  shall  b » <-ollecte<l. 
returned,  and  paid  to  the*  Ignited  States  by  such  vendor  in  the  <^nme  nvuner  as 
provided  in  section  .502.  The  vendor  shall  Include  in  all  returns  m-Mle  u'^ler  this 
section  the  name  and  address  of  each  purchaser,  the  price  of  each  article  sold 
to  him,  and  a  description  thereof,  int-ludlnj;  the  quuitity  and  value  of  the  plati- 
num contained  therein." 

First.  This  additional  jewelry  s<»ctlon  was  adndttedly  placnl  In  the  IdU  with 
the  Intention  of  disc«»uraLnntr  the  further  use  of  platinum  metals  for  th«  mnmi- 
fjictuw*  of  jewelry. 
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Second.  It  is  also  intended  to  procure  a  record  for  the  Government  of  all 
private  purchases  of  platinum  jewerly  in  order  that  the  Government  may  have 
the  names  and  addresses  of  such  purchasers  and  the  amount  of  platinum  con- 
tained in  the  Jewelry  purchased  in  case  the  Government  should  at  anv  future 
time  desire  to  acquire  this  platinum. 

Third.  The  War  Industries  Board  and  the  Bureau  of  Mines  now  have  the 
absolute  power  to  control  the  possession  and  use  of  all  platinum  metals  and  have 
recently  come  to  a  Joint  agreement  for  the  regulation  of  such  possession  and  use. 

Fourth.  These  regulations,  signed  by  the  proper  officials,  are  now  being 
printe<l  and  will  be  issued  about  September  20.  They  prohibit  all  further  use 
of  the  platinum  metals  4n  the  manufacture  of  Jewelry  and  provide  a  complete 
system  for  licensing  the  purchase  and  sale  of  the  platinum  Jewelry  now  manu- 
facturer! composed  wholly  or  in  part  of  such  metals. 

Fifth.  These  regulations  require  a  complete  record  of  sales  to  private  pur- 
ch»isers  Identical  with  the  second  paragraph  of  section  907,  which  should  there- 
fore be  eliminated  from  the  bill. 

The  (rovernment,  through  the  War  Industries  Board  and  Bureau  of  Mines, 
already  has  the  power  to  commandeer  platinum  Jewelry  in  the  hands  of  manu- 
facturers, retailers,  and  even  private  owners.  Section  907  of  the  bill  Is  there- 
fore superfluous. 

Sixth.  Ill  the  course  of  an  extensive  helkrlng,  held  on  July  17.  1918,  on  the 
entire  platinum  question  before  the  Committee  on  Ways  and  Means  the  Govern- 
ment ofii<'lal  responsible  for  the  purchase  and  conservation  of  platinum  gave  the 
following  answers  to  questions  put  by  Congressman  Moore: 

"  ^Ir.  MoouE.  Let  me  ask  you  this  question,  and  then  I  am  through :  Do  you 
think  that  the  war  exigencies  of  the  Government  are  now  such  that  It  is  neces- 
sary to  prevent  the  Jewelers  of  the  country  from  selling  sucli  manufactureil 
platinum  as  they  muy  have  In  their  i>ossesslon? 

"Mr.  SrMMKRK.  No;  emphatically  no..  The  general  policy  of  the. War  Indus- 
tries Board  Is  not  to  wreck  an  industry  until  it  is  absolutely  necessary. 

"Mr.  Moore.  In  your  Judgment,  the  platinum  agitation  has  been  rather  over- 
done? 

"Mr.  Summers.  Overdone;  positively  overdone    *     *     ♦.'* 

The  Government  oflicials  responsible  for  the  handling  of  platinum  have  re- 
peatedly stated  that  the  Government  did  not  wish  to  buy  manufactured  platinum 
Jewelry  and  had  no  objection  whatever  to  the  Jewelers  selling  such  Jewelry  In 
the  regular  course  of  their  business,  and  they  are,  as  before  stated,  about  to  issue 
licensing  regulations  authorizing  jewelers  to  sell  such  finished  platinum  Jewelry. 

Many  millions  of  dollars  are  lnveste<l  In  platinum  Jewelry,  the  greater  part  of 
the  value,  however,  being  in  the  gems,  and  the  smaller  part,  of  course,  being  in 
the  metal. 

The  sale  of  platinum  Jewelry  will,  at  the  10  per  cent  rate  of  taxation  Imposed 
on  all  Jewelry,  provided  for  In  section  906  of  the  bill,  produce  a  very  substantial 
revenue  to  the  Government,  as  many  stocks  of  the  more  Important  Jewelers 
In  the  large  cities  are  composed  almost  entirely  of  this  (!lass  of  merchandise. 
.\ny  effort  to  discriminate  against  this  particular  variety  of  Jewelry  will  be 
seized  upon  by  the  propagandists,  who  have  been  stating  that  the  purcnase  ox 
platinum  Jewelry  is  unpatriotic,  and  the  result  will  undoubtedly  be  twofold : 

In  the  first  place.  It  will  undoubtedly  restrict  the  sale  of  such  jeweiry.  with 
the  result  that  many  men  who  have  their  entire  fortune  invested  in  platinum 
Jewelry  and  the  gems  mounted  therein  will  be  seriously  crippled,  and  if  the 
propagandists  are  really  successful  many  will  be  forced  into  bankruptcy. 

In  the  second  place,  such  a  falling  off  in  sales  will  seriously  reduce  the  revenue 
which  the  Government  neeils  and  would  otherwise  receive  from  such  sales. 

The  second  paragraph  of  section  907  simply  duplicates  the  work  of  the  Jeweler 
In  compelling  him  to  furnish  Information  to  the  Department  of  Internal  Revenue 
which  he  will  be  required  by  the  regulations  of  the  War  Industries  Board  and 
the  Bureau  of  Mines  to  keep  for  their  inspection.  This  will  not  only  throw  addi- 
tional work  on  the  Jeweler,  but  unnecessary  work  on  the  Department  of  Internal 
Revenue. 

Jewelers'  War  Revenue  Tax  jJommitteb. 
Meyer  D.  Rothschild,  Chaifman, 

6  West  Forty-eighth  Street. 

81608—18 26      • 
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(The   following  statement  was  subsequently  submitted  by  Mr* 
Rothschild,  and  is  here  printed  in  full,  as  follows:)  * 

» 

Statement  of  Jewelers'  Wab-Revenue  Tax  Committei:. 

attitude  of  the  je^^-eijirs  toward  the  war  excise  tax  of  1917. 

On  Mdy  12,  1917,  a  committee  representing  the  jewelry  trade  of  the  United 
States  appeared  before  the  Senate  P^innnce  Committee  and  expressed  tlie  wiU- 
ingness  of  the  jewelers  of  the  country  to  bear  any  just  share  of  the  war  bur- 
dens which  Congress  might  impose. 

Acting  in  this  spirit,  the  jewelers'  war  revenue  tax  committee,  after  the  act 
became  a  law,  offered  itd  services  to  the  Treasury  Departmignt  to  assist  in 
working  out  the  technical  details  of  the  commodities  tax  as  applied  to  jewelry. 

It  soon  developed  that,  under  the  restrictions  of  the  former  Treasury  deci- 
sions and  definitions,  unset  precious  stones  and  pearls  and  imitations  thereof 
and  watches  of  all  kinds  could  not  be  taxed  under  the  act.  The  jewelers, 
however,  held  meetings  to  consider  the  situation,  and,  actuated  by  the  desire 
to  do  their  share  to  help  win  the  w^r,  directed  the  jewelers  war-revenue  tax 
committee  to  recommend  to  the  Treasury  Department  that  certain  classes  of 
watc^hes  be  considered  jewelry  for  the  purposes  of  the  war  excise  act  and  that 
all  unset  precious  stones  and  pearls  and  imitations  thereof  and  all  parts  of 
jewelry  be  considered  as  covered  by  the  act  when  sold  to  the  consumer.  Treas- 
ury decisions  were  rendered  in  accord  with  this  voluntary  submission  of  tbes^ 
extra  articles  to  taxation,  and  we  are  happy  to  state  that  no  jeweler  has  ever 
objected  to  these  decisions,  although  our  trade  is  well  aware  that  they  could 
have  been  legally  questioned.  In  this  manner  the  jewelers  helped  to  carry 
out  what  was  probably  the  Intent  of  Congress,  and,  notwithstanding  mistaken 
views  to  the  contrary,  we  have  no  hesitation  in  stating  that  every  piece  of 
jewelry  sold  by  the  manufacturer,  producer,  or  importer  after  October  3. 
1917,  was  subject  to  the  sales  tax  of  3  per  cent,  and  all  unset  gems  were  taxed 
as  soon  as  they  were  set  and  sold  or  if  sold  to  the  consumer  in  an  unset  condi- 
tion, thus  preventing  any  loss  to  the  Treasury  because  of  omission  to  tax  this 
Important  part  of  the  jeweler's  stock. 

For  further  details  as  to  the  manner  in  which  the  jewelers  war  revenue  tax 
committee  cooperated  with  the  Treasury  I>epartment  we  resi)ectfully  refer  you 
to  the  Commissioner  of  Internal  Revenue. 

THE  NEW  REVENUE  BH-L. 

As  soon  as  the  consideration  of  the  now  revenue  bill  was  announced,  a  mass 
meeting  of  the  enlire  jewelry  trade  was  called  lor  June  6,  1918.  A  large  num- 
ber of  manufacturers,  importers,  wholesalers,  and  retailers  met  at  the  rooms 
of  the  Merchants'  Association  in  New  York  City  and,  after  authorizing  t|ie 
appointment  of  a  representative  war-revenue  tax  committee,  passed  the  follow- 
ing resolutions: 

'*  Whereas  the  President  has  urgently  requested  Congress  to  provide  additional 
revenue  from  incomes,  excess  profits,  and  luxuries;  and 

"  Whereas  the  jewelers  of  the  United  States  are  willing,  as  they  have  been  in 
the  past,  to  do  their  full  share  in  helping  win  the  war:  Be  it 

"  Resolved,  That  the  jewelers  of  the  United  States,  in  mass  meeting  as- 
sembled. Instruct  their  war-revenue  tax  committee  to  cheerfully  acquie^e  In 
any  and  all  fair,  equitable,  and  uniform  taxes  which  may  be  laid  upon  the  sale 
of  our  commodities;  and  be  It  further 

*•  Resolved,  That  as  it  is  our  earnest  conviction  that  the  maximum  amount 
which  can  be  expected  from  a  sales  tax  on  luxuries  and  so-called  semlluxuries 
will  be  entirely  Inadequate  to  meet  the  requirements  of  the  situation,  the 
jewelers  war-revenue  tax  committee  be,  and  is  hereby.  Instructed  to  present 
tjo  the  Ways  and  Means  Committee  of  the  House  of  Representatives  and  to  the 
Finance  Committee  of  the  Senate  the  request  that  serious  consideration  be 
given  to  a  small  uniform  sales  tax  on  each  and  every  sale  or  transaction  involv- 
ing the  transfer  of -any  and  all  varieties  of  goods,  wares,  and  merchandise." 

These  resolutions  were  approved  at  the  convention  of  the  New  York  State 
Retail  Jewelers'  Association,  who  recommended  that  the  tax  should  accrue  on 
the  sale  to  the  consumer,  and  we  find  this  to  be  the  opinion  of  all  the  retail 
jewelers  we  have  been  able  to  reach. 
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A  committee  was  appointed  consisting  of  the  presidents  of  practically  every 
jewelry  and  kindred  organization  in  the  United  States,  and  a  special  sub- 
committee was  selected  to  appear  before  the  Committee  on  Ways  and  Means  in 
Washington  on  July  10,  1918.  It  developed  during  this  hearing  that  the  Com- 
mittee on  Ways  and  Means  was  desirous  of  taxing  a  number  of  articles  .sold  by 
Jewelers  which  have  hitherto  not  been  taxed,  and  a  request  was  made  of  the 
jewelers  war-revenue  tax  committee  for  a  list  of  such  articles  and  for  sugges- 
tions as  to  the  form  of  section  to  cover  our  commodities  in  the  new  revenue  act. 

After  our  hearing  before  the  Committee  on  Ways  and  Means  a  special  com- 
mittee of  retail  jewelers  was  appointed  with  instructions  to  submit  such  a  new 
list  of  taxable  articles  and  the  text  for  a  new  jewelry  section.  This  committee 
made  its  report  to  the  full  committee  on  July  19,  1918,  and  after  thorough 
discussion  its  recommendations  were  unanimously  adopted.  We  submit  that 
report  herewith  as  the  recommendation  of  the  jewelers*  war-revenue  tax  com- 
mittee. The  per  cent  of  taxation  by  Congress  is  left  blank,  but  we  wish  to  say 
that  the  committee  stated  that  in  its  opinion  a  5  per  cent  tax  levied,  as  it 
suggests,  on  the  articles  covered  by  this  propose<l  section  of  the  new  war-revenue 
tax  law  will  return  at  least  six  times  the  revenue  which  the  present  act  pro- 
duces at  3  per  cent  tax  levied  on  our  present  schedule  when  sold  by  the 
manufacturer,  producer,  or  importer. 

Tlie  list  of  artlclos  covered  by  the  present  section  and  by  the  proposed  new 
section  is  marked  '*  Exhibit  A,"  and  is  printed  at  the  end  of  this  statement. 

KXACT    COPY    OF    PAUACJKAPil    RKFKRHIXG    TO    .JKWKLEIls'    TAX,    WAU-KKXENl^K    TAX    ACT, 

PASSED  OCTOBER   3,   1917. 

Sec.  600.  Tliat  there  shall  be  levied,  assessed,  collected,  and  piiid :  (e).  Upon 
any  article  commonly  or  conmiercially  known  as  jewelry,  wherlier  real  or  imi- 
tati(m,  sold  by  the  niaixufacturer,  producei-,  or  injiK»rter  lliereof,  a  tax  equiva- 
lent to  three  per  centum  of  the  price  for  which  so  sold. 

I'ROPOSED   PARA(}RAPH    TO  RE    srHSTlTCTEI)    FOIL    SECTION    (5U0     (e),    WAK-REVEXrE    TAX 

ACT,    PASSKl)   OCTORKR    »,    1U17. 

That  there  shall  be  levied,  assessed,  collected,  and  paid  :  Upon  any  artictle 
conunonly  or  conunercially  known  as  Jcnvelry,  whether  real  or  imitation;  pearls, 
precious  and  semiprecious  stones  and  imitations  thereof;  articles  of  adornment 
or  utilitj'  when  made  of  or  ornnmented  with  precious  metals  or  imitations 
thereof ;  ivory  articles ;  watches ;  clocks ;  bronze  and  marble  statuary  and  imi- 
tations thereof;  umbrellas,  canes,  and  crops  when  mounted  with  i)recious 
metals ;  leather  goods,  silk  and  other  similar  materials  when  mounted  with 
pre<ious  metals  or  when  fitted  with  precious  metals,  imitutions  thereof,  or  ivory; 
opera  glasses,  marine  glasses,  field  glasses,  and  binoculars,  when  sold  to  the 
consumer,  a  tax  equivalent  to  —  per  centum  of  the  price  for  which  so  sold. 

Note. — Certain  jewelry  stores  sell  stationery,  china,  glass,  cutlery,  fans,  furni- 
ture, lamps,  pottery,  and  bric-a-brac. 

Without  the  establishment  of  a  price  limit  as  a  basis  for  taxation,  which  has 
proven  most  unstitisfactory  where  tried,  your  connnittee  sutrgests  that  the 
Ways  and  Means  Committee  place  these  articles  under  their  proper  classifica- 
tions, namely:  Glass,  china,  bric-a-brac,  lamps,  furniture  and  cutlery  under 
house  furnishings;  stationery  imder  the  commercial  stationer  or  p}ii)er  trade, 
etc. 

We  beg  leave  to  lay  great  stress  on  two  i)oints  in  connection  with  the  fore- 
going recommendation : 

1.  That  in  order  to  do  the  maximum  of  l)usiness  under  war  conditions  and 
thon»fore  to  make  the  greatest  monetary  return  to  the  Treasury,  it  is  im- 
portant that  all  the  merchandise  sold  by  the  jewcMer  and  included  in  the  fore- 
going sclunlulc^s — luxuries,  semi'uxuries,  articles  cjf  utility,  and  articles  of 
prime  necessity — be  grouped  together  under  the  same  rate  of  taxation.  To 
indicate  by  the  tax  rate  that  some  part  of  a  jeweler's  stock  of  merchandise  is 
singlcHl  out  for  higher  taxatic>n  would  seriously  affect  his  entire  sales  and  so 
re<luce  the  revenue.  There  are  naturally  adv(»rse  war  cvHiditions  ft)r  many 
jewelers  and,  exc*ept  in  ccmnnunities  where  except ionjdly  high  wagers  may 
stimulate  the  purchases  of  the  jewelers*  wares,  it  will  be  necessary  for  many 
of  the  30,000  retail  jewelers  to  make  great  eftorts  to  sell  the  stocks  of  mcn*- 
chandlse  they  have  on  hand  in  cjrder  to  meet  thcnr  obligations  and  earn  a  living. 

J£  any  of  the  goods  sold  by  jewelers  are  phued  in  a  sepanite  class,  puhMc 
attention  will  be  directed  to  .such  segregation   with   tlie  probable  rc»sult  that 
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many  iKM»ple  may  cj»nsi<ler  it  impatHotlc  to  buy  from  jewelers.  A  larfro  fnUin;; 
off  in  sales  may  mean  widespread  bankruptcy,  not  only  c»f  the  retail  jeweler, 
but  of  the  wholesaler  who  Is  his  cretlitor. 

Any  considerable  disturbance  of  this  kind  must  affect  the  banks,  and  the 
Trejisury  will  thus  be  doubly  hit;  it  will  lose  revenue,  and  the  Fe<lernl  reserve 
banks  may  b(»  oblijied  to  repair  some  of  the  damage. 

2.  The  jewelers'  war-revenue  tax  committee  strongly  urges  upon  the  Committee 
cm  Ways  and  Means  the  justice  and  fairness  of  taxing  us  with,  and  at  the  same 
rate  as.  automobiles,  nuisical  Instruments,  siMirting  goods,  ami  cameras,  with 
which  we  are  now  classified  in  Article  VI,  war  excise  taxes,  section  600  of  the 
iU't  of  October  3,  1917,  and  that  as  many  more  similar  commoditie.s  as  pos.sIbie 
Ik*  added  to  this  group  in  the  interest  of  fair  play  and  of  an  increased  revenue. 

If  we  are  retained  in  this  group,  or  an  enlargeil  group,  jewelers  ai'e  reatly 
and  willing  to  pay  any  fair,  just,  and  reasonable  tax,  provided,  liowever,  that 
the  same  per  cent  of  tj>x  is  placed  on  every  other  member  of  the  group. 

TAX    YIEU). 

The  tax  based  on  the  sale  of  gomls  by  the  retail  jeweler  to  the  ccaisumer  will 
yield  a  very  much  greater  revenue  than  when  based  on  the  sale  by  the  manufa*-- 
lurer,  producer,  or  importer. 

First.  The  selling  price  of  the  retailer  will,  because  of  intermediate  profits, 
(X|)enses,  and  his  own  gross  profit,  average  r>0  per  cent  higher  than  the  price 
of  the  manufacturer,  pro<lucer,  or  importer ;  hence  the  return  to  the  Treasury 
will  be  55)  per  cent  greater. 

Second,  lletallers  hjivi*  storks  of  merchandise  which  are  not  now  subject  to 
the  sales  tax  un<!er  the  act  of  1917,  but  which  would  be  subje<*t  to  the  new- 
sales  tax  when  sold  to  the  (onsumer  under  our  i)roiK>sed  section  of  the  new  act. 

Third.  Goods  manufactured,  produced,  or  imported  sin<*e  October  3.  1917,  and 
still  In  the  hands  of  the  retailer  when  the  proposed  new  act  becomes  a  law  will 
have  paid  a  sales  tax  to  the  Treasury  of  3  per  cent,  and  the  5  per  cent  we 
suggest  will  be  an  adc^ltional  sales  tax  on  such  merchandise. 

Apart  from  the  fact  that  because  of  war  <ondItions  there  will  l>e  a  re- 
stricted output  of  many  commodities  handled  by  jewelers,  which  would  nmke  a 
tax  on  the  manufacturer,  producer,  or  importer  a  diminishing  one,  we  have 
shown  that  a  very  much  larger  amount  of  revenue  can  be  collected  by  the  levy 
on  goods  when  sold  to  the  ctmsumer. 

TAX    LIMIT. 

While  we  suggest  a  5  per  cent  sales  tax  to  be  levied  in  the  manner  al>ove 
Indicated,  we  are  prepared  to  pay  a  higher  tax,  If  Congress  decides  tliat  It  is 
necessary  to  put  a  heavier  burden  on  the  commodities  with  which  we  are  now 
grouped. 

After  canvassing  all  branches  of  our  trade,  we  are  of  the  opinion  that  we 
couuld  pay  any  sales  tax  when  goods  are  sold  to  the  consumer  up  to  10  i>er 
cent  without  disastrous  results  to  our  business,  provided,  however,  that  the 
ifke  per  cent  of  tax  was  placed  on  the  other  commodities  with  which  we  have 
been  grouped. 

PASSING  TAX  TO  THE  CONSUMER. 

In  order  to  restrict  sales  as  little  as  possible,  the  retail  jeweler  must  pn>b- 
ably  embody  the  sales  tax  in  the  selling  price  of  his  commtxllties.  This  will 
benefit  the  Treasury  from  two  angles:  First.  It  will  Insure  the  maximum  of 
sales  by  the  retailer.  Second.  As  the  amount  of  the  sales  tax  will  be  included 
in  the  selling  pric^.  of  the  commodity,  the  Government  will  collect  a  tax  on  the 
tax  so  included,  which  will  aggregate  a  considerable  sum.  For  the  reasons 
above  stateil,  and  because  jewelers  seldom  give  Invoices  for  goods  sold  over  the 
c*ounter,  the  suggestion  that  the  tax  be  collected  by  affixing  revenue  stamps  to 
bills  or  sales  slips  is  not  a  workable  one,  and  we  therefore  do  not  approve  of 
the  use  of  revenue  stamps  in  connection  with  our  commodities. 

JEWELERS*   SALES. 

In  making  a  very  rough  estimate  of  jewelers'  sales  to  consumers,  covering 
their  entire  sales,  we  have  established  the  following  tentative  figures:  Whole 
number  of  retail  jewelers,  30,250.     Of  these,  15,000,  or  50  per  cent,  average 
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$4,000  of  mien  each  per  annuui ;  12,000,  or  40  per  rent,  average  $27,600  of  sales 
each  per  annum ;  3,000,  or  10  per  cent,  average  $62,000  of  sales  each  per  annum. 

The  remaining  250  are  the  larger  retail  Jewelers  of  the  country,  whose  sales 
will  probably  run  from  $100,000  to  $1,000,000  or  over  per  annum. 

The  group  of  30,250  retail  dealers  referred  to  is  listed  by  the  National  Jew- 
elers' Board  of  Trade  and  consists  not  only  of  jewelers,  but  Includes  others  who 
luive  jewelry  dexmrtments,  etc. 

It  has  been  variously  estimated  that  the  articles  covered  by  our  pro|K>sed  new 
tax  section  will,  In  normal  times,  show  sales  by  the  30,250  retail  dealers  of 
from  iive  to  six  hundred  million  dollars  ($500,000,000  to  $600,000,000).  In  ad- 
dition, there  are  many  other  dealers  who  sell  articles  included  in  our  pro- 
posed new  tax  section,  but  we  have  no  data  upon  which  we  could  form  an 
estimate  of  the  total  of  such  sales. 

While  this  indicates  that  15,000,  or  50  per  cent,  of  tlie  retail  jewelers  sell  only 
about  ^10  per  cent  of  all  the  merchandise,  these  smaller  merchants  are  very  Im- 
portant to  tlie  countiT  by  reason  of  the  fact  that  they  are  the  watchmnkers 
and  repairers  upon  whom  their  communities  depend  entirely  for  a  highly  essen- 
tial, Indisiiensable  service.  None  of  these  jewelers  could  pay  their  expenses  und 
make  a  living  solely  from  watch  i*epalring.  They  must,  therefore,  dei>end 
largely  upon  their  sales  of  merchandise.  Any  action  by  Congress  which  will 
seem  to  make  the  purchase  of  Jewelry  unpatriotic  will  bear  most  heavily  on  this 
half  of  a  great  industry.  The  small  Jeweler  must  sell  his  goods  to  pay  his 
debts  and  support  his  family.  His  more  successful  brother  Jeweler  may  have 
some  reserve  to  tide  him  over  the  period  of  the  war.  but  a  prohibitive  tax,  or 
a  tax  discriminating  against  Jewelery  as  unpatriotic,  would  probably  result  in 
ruining  many  of  this  class  also. 

ANY  TAX  WHICH  WILL  PREVENT  THE  RETAIL  DISTRIBirTOR  FROM  DOING  A  PROFITABLE 
I^l'SINKSS  WILL  ADVERSELY  AFFECT  THE  AMERICAN  MANUFACTURER  OR  PRODUCl*3l. 

Jewelry,  manufacturers  are  curtailing  their  output  for  a  number  of  i^easons. 
Many  of  their  men  have  been  called  to  the  colors  or  have  left  the  Industry  and 
taken  more  lucrative  Jobs,  Because  of  comprehensive  conmuindeering  of  plati- 
num metals  by  the  Uovernnient  an<l  the  complete  control  in  the  use  of  tlmse 
metals  now  lodged  in  the  Bureau  ot  Mines,  it  is  safe  to  say  that  platinum 
jewelry  can  no  longer  oe  nmnufactureil.  Some  Jeweli-y  umnufactui*ers  are 
already  engaged  in  making  war  materials,  and  many  more  have  recently  re- 
spcMided  to  a  (revernment  re^iuost  for  surgical  instruments  and  ore  trying  to 
jnake  these  much  needed  articles. 

The  Je>velry  manufacturer  is  theivfore  facing  the  difficult  problem  of  trying 
to  keep  some  kind  of  an  organization  together,  in  order  tliat  he  may  be  in  a 
p<isltion  to  get  into  his  old  sti'lde  again  when  the  war  ends. 

Knglund  and  France  are  preparing  for  export  trade  after  the  war,  and  the 
jewelry  business  of  Cuba,  Oentml.  and  South  America  is  a  prize  for  which  those 
countries  will  strive  In  comi»etition  with  Germany  and  tlie  United  States. 

.\  siHH-ial  agent  of  our  Department  of  (^x)minerce  has  recently  been  in  Cuba 
and  Is  now  traveling  through  South  America  in  the  interest  of  our  jewelry  ex- 
jKirt  trade.    He  wrote  early  this  year : 

**  Our  bureau  is  trying  to  do  a  permanent  service  for  the  jewelry  industry  by 
helping  it  to  take  full  advantage  of  the  opportunities  which  exist  in  Latin 
America.  This  service,  we  hoiie,  will  be  u  benetit  to  the  trade  long  after  the 
war  has  ceased  and  not  merely  for  the  duration  (»f  the  war." 

Americnn  jewelry,  like  other  American  wares,  is  a  part  of  our  country's 
conmierce,  and  it  is  unthinkable  tliat  Congress  will  do  anything  to  unne<*e8sarily 
injure  this  great  industry. 

SMALL  UNIFORM  SALKS  TAX. 

The  i-e-solution  hereinbefore  quote<l  a.*<ks  Congress  to  give  serious  considera- 
tion to  a  small  uniform  stiles  tax  on  each  and  every  sale  or  transacthm  involv- 
ing the  transfer  of  all  varieties  of  goods,  wares,  and  merchandise. 

We  believe  this  to  be  an  economically  scmnd  method  of  taxation.  As  the  net^tls 
of  the  (J(»vernment  increase,  the  percentage  can  be  raise<l ;  as  they  decrease,  the 
tax  <*an  gradually  he  decreased  to  the  vanishing  point. 

We  are  assured  by  those  who  have  made  a  study  of  this  method  of  taxation 
that  a  very  large  revenue  can  be  collecteil  without  the  slightest  injury  to 
commerce. 
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Up  to  this  time  we  have  not  laid  great  emphasis  upon  this  feature  of  our 
resolution,  as  we  did  not  wish  it  to  appear  as  though  we  were  rtying  to  shift 
the  burden  of  the  tax.  We  disclaim  any  such  intention,  because  the  only  pur- 
pose of  our  suggestion  is  to  secure  a  maximum  revenue  through  a  small  tax, 
widely  distributed. 

If  Congress  thinks  it  wise,  however,  to  restrict  the  commodities  tax  to  com- 
paratively few  articles  and  to  make  the  rate  correspondingly  high  on  those  few 
articles,  we  have  no  further  objection  to  offer. 

Where  there  may  be  a  popular  demand  at  this  time  for  a  tax  on  luxuries, 
semiluxurles,  and  so-called  nonessentials,  the  controlling  asi>ect  of  the  situation 
is  the  solution  of  the  problem  of  revenue  from  the  new  tax  act,  and  we  seri- 
ously doubt  if  a  reasonable  tax  on  a  limited  number  of  commodities  will  result 
in  any  such  vast  return  to  the  Government  as  a  small  tax  on  the  sale  of  all 
goods. 

RESTRICTING  THE  PRODUCTION  OF  LUXURIES,   SEMILUXURIES,   AND  (TTWER  NONESSEN- 
TIAL ARTICLES  THROUGH  EXCESSIVE  TAXATION. 

Much  has  been  spoken  and  written  as  to  the  prime  necessity  of  releasing  men 
and  material  and  conserving  fuel,  freight,  and  cargo  space  by  restricting  the 
production  of  so-called  nonessentials  during  the  period  of  the  war. 

We  concede  that  the  Government,  through  its  Executive,  should  take  every 
man  and  every  bit  of  material  which  may  be  required  to  help  win  the  war ;  but 
when  an  industry  has  yielded  up  such  men  and  materials  from  time  to  time  as 
the  needs  of  the  war  require,  every  assistance  compatible  with  our  war  program 
should  be  given  such  industry  to  keep  it  alive  for  those  after-war  days,  when 
industries  which  may  now  properly  be  deemed  nonessential  will  become  essen- 
tial to  the  well-being  of  the  Nation. 

It  is  a  fact  that  the  majority  of  the  people  of  this  country  are  engaged  In 
industries  which  are  not  directly  contributing  to  the  prosecution  of  the  war,  but 
they  are  none  the  less  indispensable  to  the  success  of  this  country  in  its  struggle 
for  victory.  While  many  of  these  people  are  small  dealers,  manufacturers,  or 
distributors  of  merchandise,  they  make  up  the  great  bulk  of  the  mercantile 
class  of  the  United  States.  Any  suggestion  that  nonessential  Industries,  or  even 
luxuries  or  so-called  semiluxurles,  can  be  safely  taxed  out  of  existence  during 
the  period  of  the  war  will  have  to  reckon  with  the  concrete  suggestion  that  this 
would  spell  bankruptcy,  not  only  for  hundreds  of  thousands  of  people,  but 
would  materially  increase  the  burdens  of  our  Government  in  forcing  it  to  take 
care  of  the  families  of  soldiers  who  are  now  serving  the  country. 

Jewelers  make  no  special  claim  to  patriotism,  but  they  have  no  hesitation  In 
pointing  to  their  record  during  the  past  year  as  an  indication  of  the  manner  In 
which  our  industry  has  met  the  requirements  of  the  Govemmnt  In  the  way  of 
a  special  commodities  tax.  We  have  no  complaint  to  make  that  the  manufac- 
ture of  platinum  jewelry  has  been  absolutely  stopped  through  Government 
action.  If  the  further  requirements  of  the  Government  for  the  war  necessi- 
tate the  taking  of  manufactured  platinum  in  the  hands  of  jewelers,  we  are  on 
record  as  stating  that  we  will  cheerfully  accept  the  situation  when  It  arises. 
We  understand  that  the  Government  officials  who  have  intmate  knowledge  both 
of  the  requirements  of  the  Government  for  the  platinum  metals  for  war  pur- 
poses, and  of  the  stocks  of  metal  available  to  the  Government  on  hand  in  this 
country,  have  officially  stated  to  the  Committee  on  Ways  and  Means  that  the 
Government  has  sufficient  platinum  on  hand  for  its  needs  and  that  the  stocks 
of  manufactured  platinum  in  the  hands  of  jewelers  are  not  required.  We 
repeat,  however,  that  if  at  any  time  these  stocks  are  required  for  the  Govern- 
ment they  will  be  forthcoming. 

IN   C0NCLU80N. 

At  our  hearing  before  your  committee  one  of  your  members  requested  us  to 
make  a  100  per  cent  proposition  to  Congress.  We  beg  to  state  that  our  proposed 
section  for  the  new  revenue  act  covers  all  our  commodities,  many  of  which  are 
articles  of  necessity  and  utility,  and  is  la  every  way  the  100  per  cent  proposi- 
tion asked  for. 

Respectfully  submitted. 

Jewelers'  War  Revenue  Tax  CoMifiTTEE, 
Meyer  D.  Rothschild,  Chairman, 
July  23.  1918. 
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The  Chairman.  We  can  hear  from  you  now,  Mr.  Dunham. 

STATEMENT  OP  ME.  JOHN  H.  DTTNHAM. 

Mr.  I>UNHAM.  I  would  like  to  call  your  attention  to  section  906, 
page  134,  of  the  bill.  Under  this  clause  "all  articles  commonly  and 
commercially  known  as  jewelry  whether  real  or  imitation." 

Senator  Thomas.  We  have  heard  from  two  gentlemen  already 
upon  that  section.  •    -^ 

Mr.  DuxiiAar.  I  only  want  to  speak  in  regard  to  watches  and  clocks 
in  their  classification  of  jewelry.  We  have  taken  that  matter  up 
with  the  War  Industries  Board,  as  to  the  status  of  alarm  clocks  and 
nickel  watches.  They  have  decided,  after  an  investigation  that  th^y 
have  made,  that  those  two  items  are  necessary  to  industtjr— 
that  is,  that  the  workman  depends  upon  the  alarm  clock  to  get  him 
up  in  the  morning,  and  that  it  is  only  bought  for  the  purpose  of  iit- 
dustrial  use,  and  for  that  reason  they  have  decided  that  it  is  a  neces- 
sary thing.  It  seems  to  us  not  exactly  the  intent  of  the  Government 
to  class  a  necessary  a.rticle  with  such  articles  as  jewelry. 

The  same  thing  is  true  of  nickel  watches. 

Most  alarm  clocks  are  sold  anywhere  from  $1.25  to  $3.50  each. 
Nickel  watches  are  sold  in  normal  times  for  $1  to  $2.  In  these  times 
they  are  sold  at  from  $1.50  to  $2.50. 

Those  articles  are  principally  bought — ^probably  90  per  cent  or 
more — by  worlringmen,  and  it  seems  to  us  that  they  should  come 
under  some  classification  of  necessities.  If  you  are  taxing  all  necessi- 
ties, then  there  is  nothing  to  be  said  whatever  about  it;  but  we  think 
that  they  could  not  be  classed  as  jewelry;  they  should  be  given  some 
classification,  as  in  section  905,  where  you  gave  a  minimum  war  use 
of  so  much  for  a  watch  and  a  minimum  price  for  clocks ;  that  would 
cover  the  matter  completely.  It  is  purely  a  question  of  whether  they 
are  a  luxury  or  a  necessity.  Thank  you. 
The  Chairman.  The  committee  trill  now  hear  Mr.  F.  C,  Nichols. 

STATEMENT  OF  ME.  P.  C.  NICHOLS,  VICE  FBESIDENT  OF  COLT'S 
PATENT  FIREAEMS  MANXTFACTTTEING  CO.,  HAETFOED,  CONN. 

Mr.  Nichols.  I  am  vice  president  of  Colt's  Patent  Firearms  Co^  of 
Hartford,  Conn.  I  also  represent  the  Savage  Arms  Co.,  of  Utica, 
N.  Y.;  the  Smith  &  Wesson  Co.,  of  Springfield,  Mass.;  the  Harring- 
ton &  Richardson  Arms  Co.,  and  the  Worcester  Arms  Co.,  and  the 
Iver  Johnson  Arms  &  Cycle  Works,  of  Fitchburg,  Mass. 

I  will  only  take  up  a  moment  of  your  time.  I  want  to  refer  to  title 
9,  s(»ction  IDOO,  paragraph  11  of  the  oilL  which  imposes  a  tax  of  25  per 
cent  on  all  revolvers  and  pistols  sold  by  the  manufacturer  (other 
than  such  as  may  be  sold  during  the  present  war  to  the  United 
States,  political  subsidiaries  thereof,  or  allied  nations),  as  against 
a  tax  oi  10  per  cent  on  rifles,  shotguns,  shells,  and  cartridges.  We 
submit  that  this  constitutes  a  most  unfair  and  unwise  discrimination 
as  against  the  manufacturers  of  pistols  and  revolvers;  that  the 
manufacturers  of  pistols  and  revolvers  should  be  taxed  as  much,  and 
only  as  nmch,  as  the  manufacturers  of  shotguns  and  rifles. 

I  need  not  remind  you  gentlemen  of  what  the  manufacturers  of 
small  arms  have  done  to  help  win  this  war,  and  it  seems  hardly  fair 
to  us  that  such  a  tax  should  be  placed,  which  would  materially  affect 
our  income  and  our  business  in  times  of  peace. 
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Senator  Thomas.  What  would  you  think  of  such  a  tax  upon  the 
owner  of  firearms?  Of  course,  you  are  aware  that  a  great  many 
firearms  are  carried  concealed,  and  that  that  causes  many  offenses 
in  the  country.  It  has  occurred  to  me  that  the  owner  of  firearms 
might  not  only  prove  a  source  of  revenue,  but  that  might  diminisji 
that  vei7  dangerous  practice. 

Mr.  Nichols.  Of  course,  this  tax  of  25  per  cent  will  have  to  be 
borne  by  the  purchaser. 

Senator  Thomas.  I  am  talking  now  about  a  substitute  for  this,  by 
placing  a  tax  on  the  owner  of  the  weapon.  In  other  words,  if  k 
man  totes  a  gun  in  his  pocket,  to  use  a  western  expression,  why 
should  he  not  pay  a  tax  upon  it?   * 

Mr.  Nichols.  A  tax  of  25  per  cent  would  affect  the  sale  of  the 
firearm.  A  tax  of  25  per  cent  or  of  2,500  per  cent  would  have 
no  deterring  effect  upon  the  crook  or  the  man  who  wanted  to  pos- 
sess a  firearm  for  such  a  motive. 

Senator  Penrose.  Has  not  the  sale  of  pistols  to  the  individual 
fallen  off  to  a  negligible  quantity  in  the  last  year  or  so? 

Mr.  Nichols.  No,  sir. 

Senator  Penrose.  Has  not  the  State  of  New  York  passed  a  law 
forbidding  the  sale  of  revolvers,  o^*  regulating  it? 

Mr.  Nichols.  It  regulates  it  to  the  extent  uiat  a  man  must  have  a 
State  or  a  city  license  to  carry  before  he  can  purchase.  It  has 
affected  somewhat  the  sale  of  small  arms  in  New  York  State. 

Senator  Penrose.  I  incidentally  happen  to  know  that  in  the 
eastern  part  of  the  State  of  Pennsylvania  and  in  Philadelphia  it  is 
very  hard  to  buy  a  revolver. 

Mr.  Nichols.  Is  that  recently? 

Senator  Penrose.  Recently;  yes. 

Mr.  Nichols.  The  manufacturers  are  not  producing  any  small 
arms  for  the  general  market  siAce  the  war  began. 

We  have  covered  these  matters  quite  extensively  in  our  argument, 
which  I  would  like  to  file  with  the  committee. 

•  Senator  Smoot.  You  would  be  satisfied  with  the  same  percentage 
of  tax  on  your  firearms  and  cartridges  that  is  provided  in  paragraph 
11  of  that  section  as  is  imposed  lipon  shotgims  and  rifles? 

Mr.  Nichols.  Yes,  Senator. 

(A  memorandum  was  filed  by  Mr.  Nichols  and  is  here  printed  in 
full,  as  follows:) 

MKMORAXIIl'M    YOH    M AMFACTURKKS    OF    PISTOr.S    AND    REVOMTCRK, 

The  proi)<)se(l  iweinie  bill  (Title  IX.  sec.  00(),  jHir.  11)  ini|K)ses  41  tax  of  'S* 
l»er  cHMit  on  all  pistols  nnrl  revolvers  sold  by  the  inamifacturer  (other  thnii  suoh 
as  may  be  sold  during  the  preHcnt  war  to  the  I'nlted  States,  jtolitieal  Hiibdivi- 
sions  thereof,  or  allied  nations),  jis  against  a  tax  of  10  per  cent  on  rirtes,  shnt- 
;:unR.  shells,  and  c;»rtrid>res. 

We  submit  thnt  this  constitutes  n  most  unfair  and  unwise  discrimination  as 
apiinst  the  nmnufacturcM's  of  i)istols  and  revolvers;  that  the  manufacturers  <»f 
pistols  nnd  revolvers  slicndd  be  taxed  ns  mucli,  and  only  as  much,  aj*  the  manu- 
facturers of  shotguns  and  rifles.  . 

THK  PROPOSFin  DTSCRI MINATORY  TAX  WTI.T.  PROniXK  XO  MATKRIAL  RKVKXIK  UrBLNC 
THE  WAR,  AM>.  THKRKfX)RE,  SHOTTT.D  NOT  BE  INCORPORATED  IN  A  OKNERAL  REMCNn": 
BILL. 

There  ai^e  practlcnlly  only  tive  manufacturers  of  revolvers  and  n«tomntlc 
pisti>ls  In  the  Ignited  States.  Tlie  Oolt  Co..  which  Is  the  largest,  has  devote*!  t^ 
per  cent  of  its  jjroduct  to  the  service  of  the  Nation  since  the  opening  of  the  war. 
and  will  continue  to  so  devote  an  even  ^'eater  proportion  as  lonj:  as  the  wnr 
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continues.  It  has  postponed,  and  will  continue  to  poistpone,  deliveries  oa  com- 
mercial orders.  Of  the  small  product  delivered  on  commercial  orders,  90  per 
cent  has  been  «o1d  to  municipalities  and  for  the  protection  of  essential  plants. 
The  same  is  true  of  Smith  &  Wesson  and  of  the  Savage  Anns  <3o.  Hence,  the 
proposed  measure  will  net  no  substantial  revenue  during  the  war. 

• 

THK  TAX    AS   NOW   FRAMED  PKXALIZES  THE    MANI:FAC'TURER8   OK   REVOLVKKS   IN    PRO- 
PORTION TO  THEIR  PAST   PATRIOTISM. 

The  Colt  Co.  now  has  commercial  orders  aggregating  $628,901.81  awaiting 
delivery  after  the  termination  of  the  war.  These  orders  were  accepted  at  flat 
rates.  Hence,  as  t6  these  orders,  the  tax  can  not  be  transferred  to  the  pur- 
chasers. These  orders,  of  which  over  85  per  cent  were  accepted  prior  to  the 
declaration  of  a  state  of  war,  have  not  been  filled  because  of  the  outbreak  of 
war  the  Colt  Co.,  from  patriotic  motives  and  at  financial  loss,  immediately  de- 
voted Its  entire  plant  to  the  production  of  arms  for  the  United  States  and  its 
allies  to  the  exclusion  of  Its  commercial  business.  Because  of  this  patriotic 
•action  tlie  Colt  Co.  will  become  liable  to  a  special  tax  of  $157,247.95  on  these 
postponed  orders  if  the  bill  is  passed  as  now  framed.  The  same  situation  exists 
In  the  case  of  the  other  manufacturers. 

THE  EFFECT  OF  THE  PROPOSED  TAX  WILL  BE  TO  DISCOURAGE  THE  MANUFA.CTURE  OF 
SMALL  ARMS  IN  THE  TTNITEn  STATES,  AND  TO  SERIOUSLY  IMPAIR  THE  POWER  OF 
DOMESTIC  MANUFACTURERS  TO  COMPETE  FOR  FOREIGN  MARKETf^ 

A  very  material  reduction  In  the  sale  of  revolvers  and  pistols  was  the  ex- 
pressed desire  of  the  author  of  the  bill  originally  pi-oposing  this  discriminatory 
tax.  (See  hearings  before  the  Committee  on  Ways  and  Means,  House  of  Repre- 
sentatives, on  the  proposed  revenue  act  of  1918,  Pt.  II.  p.  1187.)  The  pro- 
posed tax  of  25  per  cent  will  Increase  the  retail  price  materially  In  excess  of  that 
n mount  because  of  the  increased  capltJil  required  by  the  manufacturer,  Jobber, 
and  i-etaller,  and  the  interest  thereon.  All  the  world,  including  Germany,  will 
be  equipped  to  manufacture  fireHrms  at  the  close  of  the  war.  Hence,  imposition 
of  a  very  heavy,  if  not  prohibitory,  tax  on  revolvers  and  automatic  pistols 
manufactured  in  the  I'Uited  States  (not  for  the  purpose  of  raising  revenue  but 
to  curtail  domestic  sales)  inevitably  will  result  in  the  substitution  of  foreign 
makes  In  all  foreign  markets.  With  domestic  sales  largely  curtailed,  and  foreign 
Hales  virtually  eliminated.  It  is  obvious  that  the  manufacture  of  revolvers  and 
automatic  pl9t<ils  in  the  United  States  will  practically  cease. 

THE    RESinr-T    WILL    HE    TO   PUT   THE    UNITED    STATES    AT    A    GREAT    DISADVANTAGE    IN 

EVENT   OF    ANOTHER    WAR. 

The  present  war  Is  being  fought  on  French  .soil  because  Germany  was  pre- 
pared while  France  and  England  were  not.  The  great  works  ait  Essen  had 
plants,  machinery,  equipment,  carefully  traine<l  organizations,  and  exi>erlence<l 
operatives  all  ready  for  the  Immediate  production  of  arms  and  ammunition 
in  large  quantities  as  soon  as  war  started,  largely  because  the  German  Govern- 
ment had  encourage<l  the  Krupps  to  build  up  a  great  commercial  business  In 
guns  and  munitions  in  all  parts  of  the  world.  In  France  and  England  (as  In 
the  United  States)  it  was  ne<*essary  to  build  factories,  create  nichinery,  form 
new  factory  and  arsenal  organizations,  and  tniln  exi^ert  ballistic  engineers  and 
Hieclianics  before  large  quantity  production  could  commerce.  As  a  result  the 
early  armies  of  Belgium,  France,  and  England  were  sacrlfice<l — well-ulgh  to- 
tally— and  the  cause  of  freedom  nearly  lost,  because  Germany  had  eucouragetl 
the  commercial  manufacture  of  arms  while  other  nations  had  not. 

BcHnnise  of  the  lna<lequacy  of  existing  |)1nnts  to  supply  the  Ameri<'an  Army 
with  necessary  revolvers  and  automatic  pistols,  the  (lovernment  has  been  en- 
deavoring to  create  new  additional  i>lants  for  their  manufacture;  but  although 
we  have  now  be«»n  at  war  17  months  no  su<-l»  i)hint  has  been  able,  as  yet,  to 
niaiHifacture  a  single  revolver  or  i)istol.  Where  would  the  American  Army 
liave  recelve<l  its  present  supply  of  revolvers  and  automatic  pistols  if  all  manu- 
facturers  of  these  goods  in  the  UnltcMl  States  had  been  legislated  out  of  exist- 
ence, as  suggested  by  the  author  of  this  provision? 

We  all  sincerely  hoi>e  that  this  will  be  the  last  war.  History  warns  us, 
however,  not  to  he  too  sanguine.  <»erinany  is  not  the  only  nation  which  has 
sought  t(»  conquer  the  world.     Clearly  it  is  the  part  of  wlsdnnt  to  be  prepared 
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against  another  possible  aggression  by  a  migbtj^  robber  nation.  Reasonable 
preparedness  demands  the  provision  of  adequate  factory  equipment  and  trained 
organizations  for  the  immediate  production  of  arms  in  large  quantities.  Such 
equipment  and  organizations  can  be  maintained  only  by.  encouraging  the  manu- 
facture of  such  arms  during  times  of  peace. 

The  policy  of  discouraging  tha  manufacture  of  side  arms,  if  enacted  into 
law  in  time  of  war,  can  not  be  altered  readily  in  time  of  peace.  We  submit, 
therefore,  that  the  policy  of  discouraging  the  manufacture  of  side  arms  by 
extreme,  if  not  prohibitory,  taxation  (embodied  for  the  first  time  in  the  history 
of.  our  national  legislation  in  this  war  revenue  bill)  Is  a  policy  most  detri- 
mental to  the  national  interests. 

THE  TAX  IS  UNNECESSARY  AND  UNDESIRABLE  AS  A  POLICE  MEASURE. 

If  it  Is  desired  to  limit  the  sale  of  firearms  in  certain  sections  of  the  country, 
the  proper  method  for  accomplishing  that  purpose  would  be  by  State  legisla- 
tion. The  constant  carrying  of  concealed  weapons  is  undesirable,  and  is 
limited  in  most,  if  not  all,  civilized  countries ;  but  the  purchase  and  possession 
of  revolvers  by  respectable  citizens  Is  desirable  and  rarely  limited  in  any 
nation.  It  affords  the  best  i>ossible  protection  to  the  liome  agaisnt  night 
marauders.  It  trains  the  citizenry  in  the  accurate  and  effective  use  of  arms 
against  times  of  national  emergency. 

New  York  State  enacted  the  Sullivan  law  to  discourage  such  purchases.  The 
result  was  an  i^prease  of  22^  per  cent  in  murders  in  Manhattan  the  first  year ; 
an  increase  of  40  per  cent  in  rates  on  burglary  insurance ;  an  open  letter  from 
14  presidents  of  burglary  insurance  companies  urging  its  prompt  repeal;  and 
a  vigorous  protest  from  at  least  one  member  of  the  Judiciary.  See  hearings 
before  the  Committee  on  Ways  and  Means,  House  of  Representatives,  Part  II, 
pages  1190-11»4. 

We  submit  that  the  policy  of  this  discriminatory  tax  is  undesirable,  there- 
fore, because  it  means  a  perpetuation  and  extension  of  the  expensive  blunder 
of  national  unpreparedness ;  because  it  will  result  in  centralizing  the  manu- 
facture of  side  arms  in  foreign  countries — ^possibly  in  Germany ;  because  It  will 
result  in  penalizing  manufacturers  in  proportion  to  their  patriotic  effort  in  the 
present  war;  and  because  It  will  Increase,  rather  than  decrease,  domestic  crima 
The  tax  is  not  designed  to,  and  will  not,  produce  any  appreciable  revenue  dur- 
ing the  war. 

We  submit  that  the  propose<l  Federal  war  revenue  measures  sliould  be  so 
altered  as  to  eliminate  this  discriminatory  and  undesirable  tax. 

Smith  &  Wesson,  of  Springfield,  Mass.;  Savage  Arms  Co..  of  rtl4*a.  N.  Y.: 
Harrington  &  Richardson  Arms  Co.,  of  Worcester,  Mass.;  and  Iver  Johnson 
Arms  &  Cycle  Works,  of  FItchburg,  Mass..  the  only  other  substantial  manufac- 
turers of  side  arms  in  the  I'niteil  States,  a\ith<»rlze  us  to  state  that  tliey  In- 
dorse and  Join  In  this  protest. 

COLT*S   l*.\TKNT   FlKEARMS  MANrFACTURING  Co.. 

By  Wm.  O.  Skinner.  Prcttidcnt. 

The  Chairman.  Is  Mr.  Mcintosh  in  the  room? 

Mr.  McIxTOSH.  Yes,  sir.  Mr.  Hedp:es  and  I  are  on  the  same  sub- 
ject, and  by  arrangenieiU  he  precedes  me,  if  that  is  agreeable  to  the 
committee.  His  name  is  down,  I  think,  ius  Mr.  Dmihiun«  but  it  i^ 
Mr.  Hedges. 

The  Chairman.  You  can  proceed,  Mr.  Hedges. 

STATEHENT  OF  MB,  JOB  £.  HEDGES,  BEPBESEiniHO  THE  ASSO- 
CIATION OF  LIFE  INSirBANCE  PBESIDENTS. 

Mr.  Heix.ks.  Mr.  Dunham  ohtained  this  i\ppointmont,  Mr.  Cliair 
man.    I  represent  the  As^ooiaticm  of  Life  Insurance  President>, 

Tlie  CiiAiKMAN.  If  ilr.  Mclnto.sh  desires  to  l)e  heartl,  you  had 
better  divi<le  the  time  between  vou. 

Mr.  McIxTosH.  We  do  not  dis<*uss  the  same  feature  at  all,  Mr. 
Chairman.  I  ju^t  discuss  three  or  four  points  apropos  of  some 
amendments. 
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The  Chairman,  How  much  time  do  you  desire,  Mr.  Hedges? 

Mr.  Hbdoes.  I  will  be  much  more  modest  than  any  one  you  have 
heard  to-day. 

Tlie  Chairman.  We  have  heard  some  pretty  long  ones  and  some 
pretty  short  ones. 

iSemitor  Penrose,  Mr.  Hedges  is  a  speaker  of  national  reputation, 
Mr.  Chainnan. 

Senator  Thomas.  I  think  Mr.  Hedges  will  not  impose  upon  the 
committee. 

Mr.  Hedoes.  Apropos  of  what  I  heard  when  I  was  here  yesterday 
before  the  committee  and  to-day,  I  have  committeed  to  writing  the 
sul)^tance  of  what  I  have  to  say  to  the  committee,  which  I  will  ask 
to  have  incorporated  in  the  record  as  if  spoken.  There  are  only  a 
dozen  pages,  and  there  are  just  one  or  two  points  I  want  to  emphasize 
orally,  and  if  you  people  will  just  take  it  for  granted  that  the  char- 
acter of  our  Association  of  Life  Insurance  Presidents  is  as  good  as 
other  jjeople  say  theirs  is,  and  we  all  want  to  win  the  war  equally, 
and  that  we  can  not  understand  the  structure  of  this  bill,  we  will 
save  time.  (Laughter.]  If  you  will  give  me  credit  for  that  good 
character  before  you  start,  we  will  save  time. 

The  tirst  thing  which  I  have  to  suggest  is  the  modification  of  one 
or  two  sections  of  the  bill. 

The  substitution  of  the  new  individual  and  corporate  income  taxes 
for  like  tuxes  imposed  by  the  acts  of  1916  and  1917  should  be  stated 
explicitly.  That  is  this  bill,  as  I  understand  it,  seeks  first  to  raise  by 
means  of  income  taxes  or  other  special  taxes  the  additional  revenue 
renuired  by  the  exigencies  of  war;  and,  second,  to  consolidate  and 
co(lif>'  into  a  single  act  all  of  the  existing  income  taxes  and  other 
special  taxes  whicli  are  applicable  to  the  tax-paying  public. 

Regarding  all  the  amendments  that  have  been  made  or  that  have 
been  sought  to  be  made  on  each  section,  except  the  two  sections  with 
reference  to  insurance,  they  have  all  started  with  the  words  "  in  lieu 
of."  It  may  have  been  overlooked  in  reference  to  tliese  insurance 
matters,  and  possibly  was,  and  therefore  I  have  suggested,  in  regard 
to  sections  210  and  230,  that  there  just  be  added,  for  the  sake  of  sym- 
metry of  construction,  the  words  "  in  lieu  of,"  so  that  there  may  be 
no  doubt  by  way  of  later  argumentative  discussion  whether  this  was 
supplementary  or  added  to  or  subtracted  from.  This  is  simply  to 
put  it  on  an  equal  basis  as  a  matter  of  physical  construction. 

As  to  the  other  thought,  I  wish  to  emphasize  to  the  committee  the 
proposition  in  the  bill  that  the  income-tax  i-ate  should  be  modified 
or  eliminated.  I  am  going  to  digress  and  do  what  is  otherwise  an 
unintelligent  thing  to  do,  and  read  from  a  manuscript  in  order  to  be 
exact.  That  has  already  been  touched  upon  in  a  general  way  by 
some  of  the  other  gentlemen  here,  the  proposition  now  being,  in  a 
word,  while  all  corporations  are  sought  to  be  characterized  in  the 
single  phrase  '*  as  such,"  it  is  impossible  in  fact  to  characterize  them 
accordingly,  and  logically  so  in  the  case  of  insurance  companies,  for 
this  reason:  The  tax  being  raised  to  18  per  cent,  the  committee  of  the 
House  sought  to  reduce  to  12  per  cent  the  rate  of  tax  in  tliose  instances 
where  a  surplus  was  paid  out  for  obligations,  or  l)y  a  declaration  of 
dividends. 

The  former  method  is  not  open  to  these  insurance  companies  at  all. 
They  do  not  carry  a  bonded  indebtedness,  and  therefore  they  have  no 
means  of  taking  advantage  of  that  particular  thing. 
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On  tlie  question  upon  the  matter  of  the  paying  of  dividends,  as 
you  all  know,  and  as  has-been  argued  here  to-day,  an  insurance  divi- 
dend is  different  from  any  other  dividend. 

The  (xovemment  makes  announcement  to  the  insurance  companies 
that  in  order  to  make  the  process  easier  and  to  get  the  advantage  of 
that  <)  per  cent  differential,  this  money  that  is  a  part  of  surplus  fimds 
will  be  disbursed  so  that  a  credit  of  6  per  cent  can  be  gained,  provided 
thaf  money  is  taken  away  from  the  individual  recipient  where  the 
proce^s  is  less  painful  and  applied  to  surtaxes.  That  might  be  jios- 
sible  providing  the  theory  and  practice  of  life  insurance  as  such  were 
abandoned.  As  we  all  know,  this  question  of  a  reserve  is  the  t»xact 
thing  which  make^  a  policy  solvent,  if  nothing  else  happens.  I  can  see. 
from  my  own  standpoint,  whether  it  is  logical  economically  or  not,' 
that  to  the  man  who  pays  that  ])remium  which  gives  life  and  validity 
to  the  perpetuity  of  that  policy,  as  a  mental  operation  he  is  entitleJl 
to  know  mentally,  as  well  as  to  have  it  served  to  him  administratively, 
that  his  policy  is  good.  That  adds  to  the  economic,  potential  forces 
of  the  United  States  without  question.  Therefore,  to  enable  those 
people  to  avoid  the  penalty  of  a  6  per  cent  differential  against  them, 
they  would  have  only  one  of  the  two  recourses  w'hich  are  open  to 
other  people,  namely,  the  dispersion  of  that  surplus  which  is  an  added 
security  to  cover  a  w'ar  such  as  we  are  now  in.  An  added  secority 
above  the  original  conception. 

All  the  States  recognize,  as  a  matter  of  fact,  the  existence  of  a 
surplus  above  a  i-eserve  as  desirable,  and  some  of  them  by  statutes- 
some  six  or  seven,  and  particularly  New  York — ^recognize  it  and  say 
it  should  not  go  above  something.  Up  to  something  it  is  all  right. 
Above  that  it  would  be  perhaps  extravagant.  Therefore  this  differ- 
ential, so  far  as  life  insurance  companies  go,  distorts  the  original 
conception  that  governs  toward  this  particular  line  of  activity, 
because  there  is  a  difference  when  a  man  parts  with  his  money  for 
merchandise,  and  when  he  purchases  a  credit  or  debit  obligation  run- 
ning from  another  person  to  him,  which  will  continue  provided  he 
does  something.  He  is  more  apt  to  do  that  something  which  keepfi 
this  contract  alive  when  he  is  assured  in  his  mind  that  that  will  be 
continued  by  this  direction. 

The  Government  has  gone  into  the  insurance  business,  which  is  all 
right.  Most  of  these  policies  that  are  now  in  existence  were  written 
before  this  war  started.  Those  that  were  written  subsequent  to  the 
declaration  of  war  have  provisions  in  them  which  are  protective. 
There  are  certain  general  features,  but  when  you  come  to  analyze 
the  physical  workings  of  a  business  the  difficulty  of  characterizing 
a  number  of  corporations  under  a  single  phrase  is  almost  beyond 
conception. 

After  we  had  had  in  New  York  our  original  insurance  investiga- 
tion, which  revived  many  of  the  standards  both  as  to  security  and 
administration,  the  report  of  the  committee,  which  furnished  the 
groundwork  of  most  of  the  insurance  legislation  of  many  of  the 
States,  contained  this  language  at  page  820  [reading]  : 

However,  as  the  precise  results  of  the  contlnuanee  in  business  can  not  be 
predicted  and  as  investments  may  fall  as  well  as  raise  \n  value  it  Is  important 
that  the  company  should  be  provided  with  a  contingent  fund  for  the  security 
of  its  policyholders  and  should  be  permitted  to  accumulate  such  a  fund  out  of 
its  surplus. 
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In  each  one  of  these  original  jurisdictions,  of  all  the  businesses 
they  have  reg[ulated  there  is  none  regulated  more  potently  and  ex- 
actly than  this,  not  excepting  banking.  Now,  it  is  in  the  statutes, 
as  we  all  know,  that  savings  banks  and  fraternal  organizations  are 
not  taxed,  and  there  is  no  question  about  it. 

Senator  Thomas.  Right  there,  what  legal  reason  can  we  assign, 
Mr.  Hedges,  for  the  exemption  of  these  fraternal  societies  that  does 
not  apply  to  strictly  mutual  life  insurance  companies?  I  am  unable 
to  see  any. 

Mr.  Hedges.  If  the  record  could  sav  that  the  witness  stood  mute, 
you  would  get  me  in  less  trouble. 

Senator  Thomas.  Well,  I  think  I  know  what  the  answer  would  be 
as  to  the  real  reason,  because  I  have  expressed  myself. 

Mr.  Hedges.  I  do  not  raise  an  argument  for  myself,  but  it  is  some- 
thing worth  sentimentally  taking  into  consideration  when,  by  virtue 
of  conditions  which  these  life  companies  can  not  obviate  by  virtue  of 
the  limitation,  they  can  not  take  advantage  of  that. 

If  anyone  should  inquire  of  me  if  I  have  to  suggest  any  amend- 
ment, I  have  one,  and  it  coincides  with  the  gentleman  referred  to  here 
several  times — ^the  Secretary  of  the  Treasury— and  I  suggest  that  it 
comes  very  aptly  in  connection  with  the  purchase  of  these  bonds  that 
are  coming  out. 

Let  them  get  credit  for  those.  In  order  to  free  the  bill  from  this 
objection  which  I  have  spoken  of  in  a  general  way,  you  can  incor- 
porate in  this  section,  paragraph  A  of  section  230,  after  the  word 
"  year  "  in  line  3,  on  page  32  of  thfe  bill,  the  words  "  the  amount  in- 
vestetl  in  obligations  of  the  Ignited  States  issue<l  after  September 
1,  1918." 

You  see,  if  there  were  a  transaction  which  was  entirely  concluded 
bv  the  payment  of  a  sum  of  money  and  the  transfer  of  a  bit  of  mer- 
cfiandise,  and  if  the  surplus  of  these  insurance  companies  and  the 
surplus  of  a  corporation  in  ordinaiT  merchandising  business  bears 
the  same  relationship  to  the  continuity  of  the  business  in  each  case, 
it  would  be  useless  for  me  to  be  here. 

Mr.  Mcintosh  will  address  the  committee  on  the  subject  of  de- 
ferred dividends,  which  is  entirelv  different  from  what  I  have  been 
discussing. 

There  is  a  new  proposition  in  this  present  bill  which  j)ossibly, 
as  a  matter  of  cold-blooded  logic,  may  be  none  of  the  business  of 
these  insurance  companies.  It  is  a  policy  of  the  Government  that 
follows  the  payment  of  a  death  claim,  and  yet  it  is  within  the  penum- 
bra of  insurance  business.  That  has  been  brought  about,  as  Mr. 
Kitchin  says  in  his  report,  by  the  fact  that  many  letters  sent  the 
Treasury  Department  tend  to  show  that  agents  have  asked  for  the 
investment  in  insurance  policies  for  the  purpose  of  removing  money 
to  a  point  where  it  could  be  taxed  by  the  Government ;  in  other  words, 
of  a  payment  of  a  large  level  premium  for  a  large  amount  of  in- 
surance. 

That  goes,  generically,  if  the  committee  will  bear  with  be  for  just 
a  moment,  to  this  proposition :  Is  it  or  is  it  not  a  good  proposition 
that  insurance,  as  such,  may  be  used  for  the  protection  of  an  estate 
and  the  yielding  at  once,  without  sacrifice,  of  securities  in  the  collec- 
tion of  taxes,  whether  they  are  Federal,  State,  or  local  ?  Is  it  not 
desirable  to  provoke  the  people  as  a  part  of  their  insurance  invest- 
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ment,  adding  to  what  they  would  ordinarily  take  in  a  life  policy 
from  everyday  experience,  to  take  some  more  so  that  sometimes  when 
that  instant  comes  that  the  estate  is  to  be  liquidated  the  beneficiary 
or  the  executor  charged  with  the  trust  responsibilitv  shall  have  funds 
without  throwing  on  the  market  securities  or  selling  real  estate  re- 
ferred to  bj  Mr.  Kitchin  himself  in  this  printed  syllabus? 

In  working  that  out  the  House  committee  has  made  an  exemption 
of  $40,000  totaled  as  against  any  one  man  who  has  insured  his  own 
life  in  favor  of  individual  beneficiaries.  I  have  not  been  long  enough 
in  the  atmosphere  of  the  companies  to  know,  but  my  guess  would  be 
that  the  average  every  day,  rough  and  tumble  policy  was  a  small 
policy 

Senator  Jones.  Is  that  any  different  from  many  other  things  that 
might  be  considered  laudable?  Suppose  a  man  is  getting  along  in 
life  and  does  not  own  a  home,  and  he  wanted  to  leave  his  wife  a  home. 
Would  you  say  that  money  invested  in  a  home  for  the  wife,  income 
invested  in  a  home  for  the  wife,  should  not  be  taxed? 

Mr.  Hedges.  Should  I  say  that  money  left  to  protect  her  should 
not  be  taxed  ? 

Senator  Jones.  No ;  to  buy  a  home.  He  has  not  a  home,  and  a  man 
ought  to  leave  his  wife  a  home.  He  takes  his  income  and  buys  a  home 
for  his  wife.  Is  not  that  a  very  laudable  thing  to  do?  Would  it  not 
be  just  as  equitable  to  exempt  that  income  from  taxation  as  it  would 
be  in  the  rase  where  a  man  buys  a  life  insurance  policy? 

Mr.  Hedges.  The  analogy  is  apparent;  but  this  is  the  thought  I 
want  to  leave:  Do  I  understand  you  to  mean.  Senator,  that  if  a  man 
leaves  his  money  for  that  purpose,  or  makes  provision  before  he 

dies 

'    Senator  Jones.  Makes  provision  before  he  dies. 

Mr.  Hedges.  Yes;  entirely  desirable. 

If  the  Government  feels,  through  its  committee  of  the  House,  or 
later  through  this  committee,  that  there  has  been  a  condition  which 
could  be  reached  by  Government  money  invested  in  life  insurance 
which  has  diverted  an  income  in  some  way  from  the  Government — ^I 
just  make  this  suggestion.  There  might  be  a  difference  of  opinion 
about  it,  but  I  hardly  think  so;  that  is,  to  switch  the  exemption  from 
the  proposition  of  $40,000  to  the  amount  that  may  have  been  invested 
in  an  insurance  risk ;  in  other  words,  to  the  extent  of  the  excess,  refer- 
ring back  to  that  section,  of  the  amount  receivable  by  the  executor 
as  insurance  under  policies  taken  out  by  the  decedent  upon  his  own 
•life,  "  over  such  sum  as  may  be  necessary  to  defray  the  estate  tax 
imposed  by  this  title  and  any  State  transfer  or  inheritance  taxes 
which  may  be  imposed  upon  the  decedent's  estate,  and  to  the  extent 
of  the  excess  over  $40,000  of  the  amount  of  premiums  paid  by  the 
decedent  for  insurance  taken  out  upon  his  own  life  subsequent  to 
January  1,  1917,  in  favor  of  all  other  beneficiaries." 

In  other  words,  the  Government  either  wants  to  punish  an  agent, 
disturb  and  stop  a  practice  which  it  thinks  wrong,  or  has  not  any 
definite  plan 

Senator  Smoot.  The  latter  is  the  case  in  the  bill  as  it  is  con- 
structed now. 

Mr.  Hedges.  I  suggest  that.  I  do  not  know  that  it  is  within  my 
purview  even  to  suggest  it. 
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Senator  Smoot.  The  suggestion  is  all  right,  but  I  could  not  quite 
follow  it.  I  would  like  to  have  you  state  it  again.  I  can  read  it 
after  it  is  in  the  record,  however. 

Mr.  Hedges.  What  I  have  done  here,  so  as  not  to  take  undue  time 
and  make  a  long  brief  for  everyone  to  read,  has  been  to  take  some 
13  or  14  pages,  and  I  have  taken  on  each  page  a  letter  reference  to  a 
letter  amendment  and  line,  and  at  the  back  of  it  I  have  put  on  a 
separate  page  the  entire  section  as  it  would  be  when  amended. 

Senator  Smoot.  That  will  be  sufficient.  I  do  not  want  to  discuss 
it.    I  tried  to  follow  your  statement,  and  I' could  not  quite  do  so. 

Mr.  Hedges.  So  far  as  those  three  propositions  are  concerned, 
everything  is  in  there,  unless  some  one  on  the  committee  should  want 
some  information  regarding  a  specific  feature  of  it. 

Senator  Thomas.  Mr.  Hedges,  is  not  every  tax  levied  upon  a 
.strictly  mutual  life  insurance  concern  a  tax  upon  the  beneficiaries, 
and  to  that  extent  an  increase  in  the  cost  of  insurance? 

Mr.  Hedges.  Exactly. 

Have  you  absolved  me,  Mr.  Chairman,  for  taking  time  unduly? 

The  Chairman.  You  talk  so  interestingly 

Mr.  Hedges.  I  would  like  to  get  a  clean  bill  of  health  before  I 
leave,  because  you  looked  yesterday,  once  or  twice,  as  if  you  did  not 
have  confidence  in  the  ability  of  the  speaker  to  conserve  time. 

The  Chairman.  You  have  the  ability  of  presenting  a  matter  very 
forcefully. 

Mr.  Hedges.  Thank  von  verv  much,  sir. 

(A  statement  was  submitted  by  Mr.  Hedges  and  is  here  printed  in 
full,  as  follows:) 

AMENDRIENTS  OFI-^ERED  BY  ASSOCIATION  OF  LIFE  INSFUANCE 

PRESIDENTS. 

LIFE  INSITKANCE  COMPANreS  DO  NOT  SEEK  EXEMPTION  >'ROM  ANY  TAX  IMPOSED  I'PON 

THEM   BY  THE  BILL. 

The  Income  tax  and  excess-profits  and  war-profits  taxes  Imposed  by  the  bill 
are  expi^essly  made  applicable  to  Insurances  companies  to  the  extent  that  such 
companies  have  taxable  income  or  realize  excess  profits  or  war  profits.  In  this 
respect  life  Insurance  companies  are  on  precisely  the  same  footing  with  every 
corporation.  The  sjKfCial  tax  on  new  business  which  was  a  feature  of  the  act 
of  1017  Is  also  continued  in  force  by  this  bill.  The  companies,  hoNvever,  exjwct 
cheerfully  to  make  such  contributions  to  tlie  needs  of  Government  as  the  Con- 
gress may,  in  its  wisdom,  prescribe.  Our  intention,  therefore,  Is  to  limit  this 
discussion  of  the  bill  to  constructive  criticisms  of  certain  provisions — chiefly  of 
jseneral  application — which  appear  to  merit  special  attention. 

It  Is  un(ier8t<»od  that  the  Conj?ress  intends  to  impose  the  necessary  taxation 
In  accordnncv  with  princli)les  of  justice  and  fairness  and  sound  public  policy, 
and  that  this  committee  is  here  to  re<'eive  the  views  of  taxpayers  as  to  the 
operation  and  effect  of  such  of  the  provisions  of  the  bill  as  may  be  deemed  to 
be  in  any  resyject  une<iual.  unfair,  or  Imimlitic,  for  the  purpose  of  Its  informa- 
tion and  with  a  view  to  the  possible  amendment  of  the  bill. 

Life  Insurance  coriK»ratlons  are,  intrinsically,  merely  cooperative  agencies 
for  the  accumulation  by  their  p<»llcyholders  or  members  of  funds  for  the  mutual 
payment  of  ppe<»iflc  benefits  In  event  of  death  or  other  specified  contingencies. 
With  the  exception  of  the  guaranty  fund  or  capital  stock  contributetl  by  the 
stockholders  of  companies  organized  ui)on  the  capital-stock  plan,  or  by  the 
guarantors  In  the  case  of  certain  mutuals,  all  of  the  funds  of  a  life  insurance 
corrmration  are  contributed  !»y  Its  ]K)lIcyholders.  Life  insurance  Itself  Is  a 
facility  affordetl  the  living  to  provide,  after  their  decease,  for  their  dependents. 
It  Involves  a  peciuilary  sacrifice  l)y  the  person  insured,  which  has  been  aptly 
described  as  a  self-imposed  tax  and  indlre<'tly  Inures  to  the  benc^fit  of  the  State. 
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In  Innumerable  cH.ses  life  insurance  in  all  that  stands  l)etween  a  beneficiary  aud  I 

absolute  destitution.  IVlthout  it  the  dependents  of  the  average  citizen  would 
become,  for  a  time  at  least,  either  objects  of  private  charity  or  charges  upon 
the  public.    The  importance  of  life  Insurance  has  recently  received  at  the  hands  , 

of  this  very  Congress  the  most  effective  official  Indorsement  possible  through  the 
amendment  to  the  war-risk  insurancre  act,  which  authorizes  the  issuance  by  the 
Treasury  Department  of  policies  of  life  Insurance  to  the  soldiers  and  saihirx  | 

engaged  In  the  present  war.  I 

That  life  insurance  should  not,  on  principle — ^by  reason  of  Its  quasi  public  and  i 

beneficent  character — be  taxetl  It  seems  unnecessary  to  argue.    This  very  bill  i 

recognizes  the  imi)olicy  of  taxing  kindred  institutions,  to  wit:  Savings  banks 
and  fraternal  and  assessment- associations,  as  well  as  various  other  cooperative 
agencies  for  mutual  l)enefit,  which  are  expressly  exempt  from  taxation  there- 
under. We  do  not.  however,  advert  to  this  fact  for  the  purpose  of  asking  that 
taxes  like  those  borne  by  the  life  insurance  companies  be  imiK)se<l  upon  the^e 
institutions.  Believing  that  all  similar  disinterested  agencies  for  the  <x>mnion 
good  should  be  exempt,  we  are  content  that  they  should  be  exempt.  Moreover, 
realizing  the  neeii  of  the  Government  for  revenue  In  the  present  emergency,  we 
are  not  asking  to  be  relieved  at  this  time  from  either  the  general  taxes  or  fn>m 
the  si)ecial  tax  on  life  Insurance  which  are  Imposeil  by  the  bill.  Our  purpose  is 
simply  to  ask  that  the  bill  be  so  amended  in  certain  particulars  as  to  supply 
obvious  omissions  In  the  present  <lraft  or  to  bring  It  lnt(»  accord  with  principles 
of  sound  public  policy,  which,  Incidentally,  In  one  Instance  only,  will  alw» 
Involve  the  abatement  of  an  unintentional  discrimination  against  life  insurance. 

THK  SrHSTITUTION  OK  THE  NEW  INDIVIDUAL  AND  CORPORATE  INCOME  TAXES  FOR 
LIKE  TAXES  IMPOSED  BY  THK  ACTS  OF  191*?  AND  1917  SHOl'LD  BE  STATED  EX- 
PLICITl.Y. 

It  has  been  geiienilly  understocnl  that  the  imr|K)se  i>f  the  bill  was  twofold: 
First.  To  raise,  by  means  of  income  taxes  or  other  sp^ial  'taxes,  the  addi- 
tional revenue  required  by  the  exigencies  of  the  war.  Second.  To  con.«H>lidate 
and  codify  Into  a  single  act  all  of  the  existing  income  taxes  and  other  special 
taxes  which  are  applicable  to  the  taxpaying  public. 

This  second  pui'pose  was  well  calculated  to  afford  the  taxpayers  relief 
from  the  labor  and  confusion  which  Is  necessarily  involved  In  following  the 
intricacies  of  previous  acts  and  more  recent  supplements  In  order  to  deter- 
mine the  nature  and  amounts  of  the  various  taxes  applicable  to  themselves.  It 
should  be  noted,  however,  that  neither  the  revenue  act  of  1916  nor  that  of 
1917  has  been  explicitly  repealed. 

The  method  employed  in  the  bill  to  relieve  the  taxpayers  subjected  to  the 
various  special  taxes  Includeil  In  the  bill  from  like  taxes  Imposed  in  the  earlier 
acts  has  been  to  include  In  the  clause  which  imposes  such  taxes  a  provision 
to  the  effect  that  the  tax  thereby  Imposeil  shall  be  in  lieu  of  the  corresponding 
tax  lmi)osed  by  the  earlier  acts.  For  example,  with  respect  to  the  war-profits 
and  excess-profits  taxes  it  Is  provided  by  section  301  of  the  bill  that  the  tax 
Imposed  thereby  shall  be  "  In  lieu  of  the  tax  imposed  by  Title  II  of  the  revenue 
act  of  1917."  Similarly  by  section  401  it  is  provided  that  the  estate  tax 
thereby  imi)osed  shall  l»e  "  in  lieu  of  the  tax  Imposed  by  Title  II  of  the  revenue 
act  of  1916  and  Title  IX  of  the  revenue  act  of  1917  '* ;  and  by  sections  500  and 
503  it  is  provided  that  the  special  taxes  on  transportation  and  other  facilities 
and  on  insurance  imposed  thereby  shall  be  In  lieu  of  the  taxes  Imposed  by  the 
corresponding  sections  of  the  revenue  act  of  1917.  This  method  seems  to  liave 
been  consistently  pursued  by  the  darftsmen  of  the  bill  with  respect  to  all  ot 
the  existing  taxes,  which  It  is  proitosed  either  to  continue  or  Increase  by  the 
bin,  except  only  in  the  case  of  the  corporation  income  tax  and  the  normal 
income  tax  applicable  to  Individuals;  and  with  respect  to  the  normal  tax 
on  individuals  the  committee  report  which  accompanied  the  bill  explicitly 
states  that: 

"  In  lieu  of  the  rates  now  in  effect  the  proposed  bill  [sec.  210]  levies  upon 
citizens  and  residents  of  the  United  States  a  normal  tax  of  12  per  cent  upon 
the  amount  of  the  net  income    •     ♦    ♦." 

It  is,  therefore,  clear  that  the  failure  of  the  bill  to  include  provisions  to  the 
effect  that  the  normal  income  tax  and  surtaxes  imposed  upon  individuals  and 
the  corporation  income  tax  are  in  lieu  of  the  like  taxes  imposed  by  the  former 
acts  was  due  to  oversight.  We  think,  however,  that  in  order  to  avoid  any 
misapprehension  as  to  the  intent  in  this  matter  It  should  be  expressed  In  ex- 
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pllcit  terms  in  the  appropriate  sections  of  the  bill  in  the  same  manner  as  it 
has  already  been  done  In  the  case  of  the  other  taxes.  For  the  convenience  of 
the  committee  we  offer  the  following  specific  amendments: 

To  section  210:  After  the  word  "That"  in  line  13  on  page  5  of  the  bill 
insert :  *'  In  lieu  of  the  taxes  imposed  by  section  1  of  the  revenue  act  of  1916 
and  section  1  of  the  revenue  act  of  1917,  but  in  addition  to  all  other  taxes 
imposed  by  this  act." 

To  section  230:  After  the  word  "That,"  in  line  17  on  page  31  of  the  bill, 
insert:  "  In  lieu  of  the  taxes  imposed  by  section  10* of  the  revenue  act  of  1916 
and  section  4  of  the  revenue  act  of  1917.  but  in  addition  to  all  other  taxes  im- 
posed by  this  act." 

THE    DIFFEBENTIAL    >*EATUKB    OF    THE    COBPOBATION    INCOME-TAX    RATE    SHOULD    BE 

MODIFIED  OB  RUMINATED. 

The  subject  of  the  differential  income-tax  rate  which  is  made  applicable  to 
(*orporations  under  section  230  has  already  been  discussed  before  this  commit- 
tee by  rt'presentatives  of  various  mercantile  and  manufacturing  corporations. 
We  therefore  assume  that  the  committee  has  been  sufficiently  acquainted  with 
thegeuerul  nature  of  the  objections  to  which  this  principle  is  open  upon  economic 
as  w^ell  as  practical  grounds.  Our  endeavor  will  be  to  show  the  committee  the 
unwisdom  of  applying  the  differential  rate  to  insurance  companies,  by  reason  of 
the  peculiar  nature  of  the  insurance  business. 

Although  the  first  clause  of  this  section  establishes  18  per  cent  as  the  normal 
rate  of  tax  upon  the  net  income  of  corporations,  this  clause  is  immediately  fol- 
lowed by  the  proviso — 

"  That  the  rate  shall  be  12  per  cent  upon  so  much  of  this  amount  as  does  not 
exceed  the  sum  of  (1)  the  amount  of  dividends  paid  during  the  taxable  year, 
plus  (2)  the  amount  paid  during  the  taxable  year  out  of  earnings  or  profits  In 
discharge  of  bonds  and  other  Interest-bearing  obligations  outstanding  prior  to 
the  beginning  of  the  taxable  year." 

The  effect  of  this  proviso  may  readily  be  anticipated.  It  will  be  to  establish 
as  the  rate  of  income  tax  on  corporations,  as  matter  of  practical  fact,  a  rate 
of  12  i)or  cent  Instead  of  18,  through  the  process  of  placing  a  premium  upon  the 
immediate  distribution  of  corporation  Income.  The  draftsmen  of  the  bill  not 
only  realized  but  Intended  this.    Chairman  Kitchln  states  In  his  report : 

"  The  committee  believes  that  the  reduction  of  the  rate  to  12  per  cent  on  an 
amount  t»quttl  to  the  amount  of  dividends  paid  will  have  a  wholesome  effect  In 
many  cases  In  stimulating  the  payment  of  dividends,  which  will  be  subject  to 
surtax  In  the  hands  of  the  stockholders."    (P.  12.) 

There  are  two  objections  to  this  differential  rate  from  the  point  of  view  of 
insurance.  The  first  objection  is  founded  upon  the  principle  that  equality  Is 
equity.  Insurance  companies  have  no  bonded  or  Interest-bearing  Indebtedness, 
and  nnitual  insurance  companies  have  no  capital  stock  and,  consequently,  pay 
no  dividends,  as  defined  in  the  bill.  A  discrimination,  therefore,  results  as 
against  Insurance  corporations  In  the  practical  rate  of  tax  applicable  to  them, 
as  contrasted  with  the  rate  which  will  be  paid  by  other  corporations  under  this 
provision. 

The  second  objection,  from  the  point  of  view  of  insurance,  Is  that  It  is  pecu- 
liarly against  public  iwllcy  to  encourage,  or,  as  does  this  provision,  practically 
compel  the  dissipation  by  Insurance  companies  of  the  entire  amount  of  each 
yearns  surplus,  a  substantial  portion  of  which.  It  is  recognized  by  the  State 
laws  governing  insurance  and  by  the  rulings  of  supervising  insurance  officials 
of  the  various  States,  should  be  added  to  the  working  capital  of  the  companies 
for  the  further  guaranty  and  protection  of  their  policy  contracts. 

It  should  l)e  i)omo  in  mind  by  the  committee  that  the  relation  of  the  public 
to  insurance  companies  differs  from  their  relation  to  ordinary  business  concerns 
in  this  fundamental  respect:  An  insurance  company  has  no  commodity  to  sell 
and  deliver  upon  payment  of  the  purchase  price.  On  the  contrary,  in  consid- 
eration of  a  substantial  cash  payment  made  to  It  in  advance  an  Insurance  com- 
pany merely  binds  itself  to  make  some  stipulated  payment  at  some  future  time 
in  event  of  some  stipulated  contingency.  In  other  words,  while  the  transaction 
is  practically  completed  when  an  individual  pays  over  to  an  ordinary  corpora- 
tion the  purchase  price  of  a  commodity  sold  or  service  rendered.  In  the  case  of 
an  Insurance  company,  so  far  as  the  individual  Is  concerned,  the  practical  rela- 
tion of  cre<lltor  has  been  established  as  between  himself  and  the  corporation, 
which  Imparts  to  him  a  vital  Interest  in  the  financial  stability  of  the  corpora- 
tion.   For  this  reason,  as  In  the  case  of  banks  of  deposit,  we  think  it  is  clear 
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that  insurance  companies  should  be  encouraged,  rather  than  discouraged,  from 
setting  aside  such  proportion  of  their  gains  from  each  year's  operation  as  the 
management  of  each  individual  corporation  may  deem  proper. 

While  the  legal  reserves  of  life  insurance  companies  are  mathematically 
sufficient  to  insure  the  performance  of  all  obligations  assumed  under  ordinary 
circumstances,  the  possibility  of  unusual  contingencies,  however  reihote  that 
may  be,  must  be  reckoned  with.  Upon  this  point  the  Armstrong  committee 
of  the  New  York  Legislature,  which  made  a  very  thorough  study  of  the  subject 
of  life  insurance  in  1905,  said,  at  page  320  of  its  report: 

"  However,  as  the  precise  results  of  the  continuance  in  business  can  not  be 
predicted,  and  as  investments  may  fall  as  well  as  rise  in  value,  It  is  Important 
that  the  company  should  be  provided  with  a  contingent  fund  for  the  security 
of  Its  policyholders  and  should  be  permitted  to  accumulate  such  a  fund  out  of 
its  surplus." 

One  of  these  contingencies  which  the  company  managers  have  always  had 
In  mind  Is  the  possible  decrease  in  the  value  of  securities  in  which  the  legal 
reserves  are  Invested.  Another  is  the  occurrence  of  excessive  death  losses 
through  epidemic  or  war,  which  might  disturb  the  calculations  upon  which  the 
premiums  charged  for  the  Insurance  afforded  were  based.  Both  of  these  con- 
tingencies Immediately  confront  the  companies  to-day.  But  for  their  surphises, 
against  the  accumulation  of  which  this  differential  rate  is,  we  think,  unwit- 
tingly directed,  some  of  them  might  not  survive  the  period  of  this  war  without 
serious  impairment  and  corresponding  loss  and  distress  to  their  policyholders. 

It  is,  therefore,  clear  that  amendment  of  this  section,  at  least  to  the  extent 
of  obviating  this  result,  is  necessary.  The  amendment  which  we  suggest  w^ould 
be  to  include  in  the  aggregate  of  income  subject  to  the  12  per  cent  tax  so  much 
thereof  as  might  be  invested  in  Federal  Government  bonds.  In  order  to  free 
the  differential  rate  from  the  objections  noted,  we  would  suggest  the  incorpora- 
tion of  the  following: 

In  paragraph  (a)  of  section  230,  after  the  word  "year,"  in  line  3,  on  page 
32  of  the  bill,  insert:  "plus  (3)  the  amount  invested  in  obligations  of  the 
United  States  issued  after  September  1,  1918.' 
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The  average  individual  seeks  insurance  for  one  or  both  of  two  reasonable 
and  commendable  purposes:  First.  To  make  specific  and  certain  provision  for 
dependents.  Second.  To  provide  a  fund  which  will  defray  the  expenses  of  the 
administration  of  his  estate.  These  purposes,  we  believe  the  committee  will 
agree,  should  be  encouraged  by  the  Government. 

With  the  Increase  In  the  need  of  governments  for  revenue,  taxes  on  decedents* 
estates  have  become  exceedingly  onerous.  States  vie  with  the  Federal  Gov- 
ernment in  the  imposition  of  this  burden  and  the  taxes  are  becoming  Increas- 
ingly heavier.  The  Federal  estate  and  the  State  transfer  or  Inheritance  taxe& 
have  thus  come  to  be  by  far  the  largest  items  involved  in  the  expense  of  admin- 
istering even  modest  estates;  and  these  taxes  must  be  paid  in  cash.  It  will, 
moreover,  doubtless  be  conceded,  that  under  ordinary  circumstances  the  most 
unfavorable  occasion  for  the  conversion  of  an  estate,  or  any  considerable  pro- 
portion thereof,  into  cash  is  that  following  the  death  of  Its  owner  and  respon- 
sible manager.  If  not  a  practical  impossibility,  It  would  certainly  be  a  serious 
economic  and  pecuniary  loss  for  any  man  to  be  compelled  at  all  times  to  retain 
on  hand  a  fund  sufficient  for  the  payment  of  the  inheritance  taxes  upon  his 
estate.  The  story  of  the  master's  rebuke  to  the  slothful  servant  who  kept  his 
talent  unemployed  illustrates  the  principle  involved.  On  the  other  hand, 
the  Immediate  realization  of  cash  from  unliquid  investments,  except  at  an 
Improvident  sacrifice,  would  be  Impossible.  The  process  in  many  instances 
would  take  years  if  serious  loss  were  to  be  avoided.  The  House  committee 
says  at  page  23  of  its  report : 

"  In  the  case  of  those  estates  where  the  holdings  of  the  decedent  are  largely 
in  lands  and  other  property  for  which  there  Is  no  ready  market  it  has  been 
found  in  practice  that  a  forced  collection  of  the  tax  results  in  enormous  sacri- 
fice to  the  beneficiaries." 

The  situation  has  a  public  aspect  as  well.  Necessity  for  the  prompt  adminis- 
tration of  considerable  estates  will  seriously  depress  the  values  of  the  securi- 
ties and  other  property  which  the  process  throws  upon  the  market  for 
immediate  liquidation. 

The  only  practical  way  in  which  a  fund  can  be  provided  for  the  payment  of 
those  taxes  without  economic  loss  to  the  State  as  well  as  pecuniary  loss  to  the 
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Indlvidnal  Is  through  the  mcMlluxn  of  life  insurance.  By  this  means  the  neres- 
wir>*  money  can  be  rendered  available  without  the  disturbance  of  business, 
without  luirdshlp  to  individuals,  and  without  delay  to  the  (iovernment ;  and 
the  resort  to  insurance  for  this  purpose  should,  we  submit,  be  encouraged 
rntlier  than  dLscourapetl  by  the  exemption  of  the  procoe<ls  of  such*  insurance 
from  the  c^state  tax.  The  necessity  of  providing  by  insurance  for  a  heavy 
tax  upon  the  proce€Hls.  of  the  iwlicy  itself,  in  addition  to  the  tax  on  the  estate^ 
is  confusing.  It  api)ears  like  piling  Pel  Ion  on  Ossa  to  the  bewildered  tax- 
payers and  the  i^)8t  becomes  prohibitive. 

The  other  purpose  for  which  life  insurance  is  ordinarily  procure<l,  namely, 
for  the  protection  of  dependents,  should  also  be  encouraged.  Instead  of 
<iffering  encouragement  the  bill  extends  the  application  of  the  estate  tax  to 
the  proceeds  of  life  Insurance  in  excess  of  $40,000  payable  to  individual  beue- 
flclaries.  The  committee's  report  (at  p.  22)  Indicates  that  this  provision  was 
Inserted  in  the  belief  that  men  of  wealth  were  converting  their  estates  into 
life  Insurance  for  the  purpose  of  their  transmission  free  from  the  tax.  If 
such  be  the  fact,  we  agree  that  an  adequate  check  to  the  process  should  be 
established.  Such  remedy,  however,  should  be  directed  solely  at  the  evil 
sought  to  k>e  cured. 

The  danger  of  Injustice  Inherent  In  a  provision  which  would  tax  the  proceeds 
of  life  insurance  to  individual  beneficiaries  under  the  estate  tax  was  recog- 
nized by  the  House  committee.  The  exemption  of  $40,000  in  insurance  benefits, 
which  was  intended  to  obviate  this  danger,  would  not  in  many  instances  be 
sufilclent. 

Having  in  mind  the  purpose  of  the  framers,  to  prevent  the  conversion  of 
assets  which  would  other\%ise  be  subject  to  the  estate  tax  into  nontaxable 
life  insurance.  It  would  seem  that  the  proper  remedy  is  to  tax,  not  the  Insur- 
ance which  results  therefrom,  but  the  assets  so  diverted.  In  other  words,  the 
taxation  of  the  premiums  paid  by  a  decedent  in  excess  of  such  amount,  either 
nnnual  or  aggregate,  as  the  committee  may  deem  reasonable,  for  Insurance 
payable  to  individual  beneficiaries,  would  seem  to  be  the  proper  remedy. 

In  view  of  the  foregoing  considerations  we  therefore  propose  the  following 
amendments : 

To  paragraph  (f)  of  section  402  of  the  bill:  After  the  word  "extent,"  in 
line  14,  at  page  71  of  the  bill,  insert  "  of  the  excess."  After  the  word  "  life," 
In  line  16,  at  page  71  of  the  bill,  insert  "  over  such  sum  as  may  be  necessary 
to  defniy  the  estate  tax  imposed  by  this  title  and  any  State  transfer  or 
inheritance  taxes  which  may  be  imposed  upon  the  decedent's  estate." 

In  line  17.  at  page  71  of  the  bill,  strike  out  the  words  "  receivable  by  all 
other  beneficiaries,"  and  insert  in  lieu  thereof  "of  premiums  paid  by  the 
decedent  for." 

In  line  18,  at  page  71  of  the  bill,  strike  out  the  words  "  under  policies." 

After  the  word  "  out,"  in  line  18,  at  page  71  of  the  bill,  strike  out  "  by  the 
decedent  ** 

After  the  word  "life,"  In  line  18,  at  page  71  of  the  bill,  insert  "subsequent 
to  January  1.  1917,  in  favor  of  all  other  beneficiaries." 

The  several  amendments  herein  above  suggested  are  appended  hereto  in 
form  showing  graphically  all  proposed  changes;  matter  omitted  Inclosed  in 
brackets  and  new  matter  underlined. 

Proposed  Amendments. 
[IBxpUnatioD :  Matter  underlined  Is  new ;  matter  In  brackets  is  language  of  bill  omitted.] 

PBOPOSED    AMENDMENT   TO   SECTION    210   OF   PENDTNO   REVENUE   BILL    (H.    B.    12863)' 
RELATIVE  TO  THE   NORMAL  INCOME  TAX  ON   INDIVIDUALS. 

Sec.  210.  That  in  lieu  of  the  taxes  imposed  by  section  1  of  the  revenue  act  of 
nineteen  hundred  and  sixteen  and  section  1  of  the  ret^enue  act  of  nineteen 
hundred  and  seventeen,  but  in  addition  to  all  other  taxes  imposed  by  this  act, 
there  shall  be  levied,  coUecteil,  ad  paid  for  each  taxable  year  upon  the  net 
Income  of  every  Individual  a  normal  tax,  as  follows : 

F1101>0SED    AMENDMENT   TO   SECTION    230    OF   PENDING   REVENUE   BILL    (H.    R.    128621) 

RELATIVE  TO  NORMAL  INCOME  TAX  ON  CORPORATIONS. 

Sec.  230.  That  in  lieu  of  the  taxes  imposed  by  section  10  of  the  revenue  act 
of  nineteen  hundred  and  sixteen  and  section  i  of  the  revenue  act  of  nine* 
teen  hundred  and  seventeen^  but  in  addition  to  all  other  taxes  imposed  by  this 
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act  there  shall  be  levied,  collected,  and  paid  for  each  taxable  year  upon  the  net 
Income  of  every  corporation  a  tax  as  follows : 

PROPOSED  AMENDMENT  TO  SECTION  230    (A)   OF  PENDING  BEVENUB  BILL   (H.  B.   12863) 

BELATIVE  TO  THE  INCOME  TAX  ON  CORPOBATIONS. 

(a)  In  the  case  of  a  domestic  corporation  18  per  centum  of  the  amount  of 
the  net  Income  in  excess  of  credits  provided  in  section  236:  Provided,  That 
the  rate  shall  be  12  per  centum  upon  so  much  of  this  amount  as  does  not 
exceed  exceed  the  sum  of  (1)  the  amount  of  dividends  paid  during  the  taxable 
year  plus  (2)  the  amount  paid  during  the  taxable  year  out  of  earnings  or 
profits  in  discharge  of  bonds  and  other  interest-bearing  obligations  outstanding 
prior  to  the  beginning  of  the  taxable  year  [ :]  ,  plus  (3)  the  amount  invested  in 
ohligationa  of  the  United  States  issued  after  September  first,  nineteen  hundred 
and  eighteen: 

PROPOSED  AMENDMENT  OF  SECTION   4  02    (F)   OF  PENDING  REVENUE  BILL    (H.  B.   12863) 

RELATIVE  TO  THE  ESTATE  TAX. 

(f )  To  the  extent  of  the  excess  of  the  amount  receivable  by  the  executor  as 
insurance  under  policies  taken  out  by  the  decedent  upon  his  own  life  f ;]  over 
such  sum  as  may  be  necessary  to  defray  the  estate  tax  imposed  by  this  title 
and  any  State  transfer  or  inheritance  taxes  ichich  may  be  imposed  upon  the 
decedent's  estate;  and  to  the  extent  of  the  excess  over  $40,000  of  the  amount 
L receivable  by  all  other  beneficiaries  as]  of  premiums  paid  by  the  decedent  for 
insurance  [under  policies]  taken  out  [by  the  decedent]  upon  his  own  life  sub- 
sequent to  January  i,  1911,  in  favor  of  all  other  beneficiaries." 

Respectfully  submitted. 

Association  of  Life  Insurance  Presidents, 
Job  E.  Hedges,  Fredebic  G.  Dunham,  Of  counsel. 

New  York  City,  September  12,  1918. 

The  Chairman.  We  will  now  hear  from  Mr.  James  H.  Mcintosh. 

STATEMENT  OF  MB.  JAMES  H.  McINTOSH,  GENEBAL  COTTNSEL, 

NEW  YOEE  LIFE  INSVEANCE  CO. 

Mr.  McIntosh.  Gentlemen,  Mr.  Hedges  has  left  it  forme  to  present 
to  the  committee  a  suggestion  by  amendment  to  the  bill  in  which  he 
and  all  other  insurance  companies  interested  in  the  subject  concur 
in  suggesting  the  amendment.  The  amendment  is  this,  that  they  ask 
to  have  stricken  out,  on  page  35  of  the  bill,  the  paragraph  "com- 
mencing at  line  11  and  terminating  at  line  16,  the  paragraph  which 
commences : 

"In  the  case  of  life  insurance  companies  there  shall  not  be  in- 
cluded in  gross  income  such  portions,"  etc. 

They  ask  to  have  that  paragraph  stricken  out. 

On  page  39,  in  line  15,  we  ask  to  have  stricken  out  the  words 
"other  than  dividends,"  so  that  the  clause  will  read,  when  the 
amendment  suggested  is  made,  the  clause  relating  to  deductions: 
**  and  (b)  the  sums  paid  within  the  taxable  year  on  policy  and  annu- 
ity contracts." 

When  that  amendment  is  made  the  law  will  clearly  show  that  in- 
surance companies  are  to  do  what  they  all  hitherto  have  done  in 
making  their  returns  under  the  law  ever  since,  in  1913,  the  paragraph 
contained  on  page  35,  which  I  have  asked  to  have  stricken  out,  was 
first  inserted  in  the  income-tax  bill. 

The  reason  why  we  wish  this  amendment  made  is,  first,  that  it 
will  qualify  the  law,  and  second,  that  it  will  avoid  a  discrimination 
between  corporations  of  the  same  kind  and  class  based  upon  the 
forms  of  contracts  they  make,  if  the  construction  of  the  paragraph 
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on  page  35  which  the  revenue  department  has  put  upon  it  is  sus- 
tained by  the  courts. 

Read  the  first  paragraph  that  we  ask  to  have  stricken  out  and  see 
what  it  means.  It  means  nothing  at  all  if  you  construe  it  literally, 
because  no  insurance  company  ever  paid  back  in  any  year  any  part 
of  a  premium  which  they  received  in  that  year,  and  that  is  the 
literal  reading  of  the  paragraph. 

So  that  if  you  construe  it  literally,  it  means  absolutely  nothing. 
When  it  was  put  in  the  bill  in  1913  we  were  called  upon  to  construe 
it,  and  we  din  so  in  the  light  of  the  situation  that  obtained  at  the 
time  that  amendment  was  put  in  the  law  of  1909,  and  in  the  light  of 
what  had  transpired  between  1909  and  1913  with  respect  to  the  sub- 
lect  we  thought  was  intended  to  be  treated  in  that  paragraph.  The 
law  of  1909  had  in  it  the  para^aph  contained  on  page  39,  out  of 
which  I  ask  to  have  the  words  "other  than  dividends "  stricken. 

One  of  the  important  insurance  companies  in  making  its  return  to 
the  Government  did  not  deduct  the  dividends  as  a  deduction,  but 
they  did  not  include  as  income  any  part  of  the  dividends  paid  by 
them  which  were  used  in  the  abatement  of  premiums,  because  they 
claimed  that  to  that  extent  those  dividends  were  not  income  received 
by  the  company.  The  Treasury  Department  reviewed  their  tax  re- 
turns and  said  they  were  wrong  in  not  reporting  those  dividends  as 
income  assessed  and  taxed  accordingly,  which  they  paid  under  pro- 
test and  sued  to  recover  it  back.  That  suit  was  determined  in  the 
Federal  court  in  New  Jersey  in  1912 

Senator  Thomas.  How  was  it  determined  ? 

Mr.  McIntosh.  Judge  Boss,  of  that  court,  held  that  the  dividends 
were  not  income  received  by  the  company,  but  were  merely  overpay- 
ments of  premium  made  by  the  policyholder,  which  the  company  was 
to  account  to  him  for,  and  constituted  a  return  to  the  policyholder  of 
his  own  monejr  after  the  company,  at  the  end  of  the  year,  had  taken 
an  account  of  its  business  and  found  out  how  much  he  had  overpaid 
them. 

Judge  Ross's  opinion  in  that  case  gives  a  very  lucid  and  illuminat- 
ing exposition  of  the  true  theory  of  life  insurance. 

Senator  Dixi^inqiiam.  Where  can  that  be  found? 

Mr.  McIntosh.  That  is  in  198  Federal  Reporter  at  page  199. 

Senator  Thomas.  What  is  the  title  of  the  case  ? 

Mr.  McIktosh.  Mutual  Life  against  Herold,  198  Federal,  199. 

The  Federal  Government  took  that  case  to  the  court  of  appeals, 
and  it  was  decided  in  January,  1913.  The  court  of  appeals  sustained 
the  ruling  of  the  lower  court  and  adopted  the  opinion  of  Justice  Ross 
as  the  opinion  of  the  court  of  appeals,  except  that  they  qualified  it  in 
some  respects  on  features  which  Judge  Ross  had  discussed,  but  which 
were  not  really  in  issue  in  the  case.  But  in  a  short  opinion  rendered 
by  the  court  of  appeals  in  affirming  the  decision  of  the  lower  court 
the  court  said  in  almost  these  words — ^I  regret  that  I  do  not  have  the 
ralume  here  to  read  it  to  you  so  as  to  give  it  to  you  precisely.  I  tried 
to  get  it  here,  but  I  was  told  I  could  not  get  it  nearer  than  the 
Capitol 

Thcso  (livi(U*n<l8  paid  annuaUy  are  overpayments  of  tlie  poUcy holder  and  are 
not  income  iit  nil. 

On  the  faith  of  that  decision  and  on  the  faith  of  what  the  com- 
mittee, in  reporting  the  act  of  1913,  said  about  this  paragraph  when 
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they  inserted  the  paragi'aph  in  the  1913  act,  \ve  understand  that  by 
this  amendment  of  1913  the  Congress  intended  that  life  insurance 
companies  doing  business  on  the  mutual  plan  should  not  include 
dividends  as  income,  and  have  acted  on  that  construction  of  the  law 
from  that  day  to  this,  and  that  construction  of  the  law  has  been  sus- 
tained in  a  case  directly  involving  it,  decided  by  the  United  States 
district  court  at  Philadelphia,  entitled  Penn  Mutual  Life  Insurance 
Co.  V.  Lederer,  reported  in  Two  hundred  and  forty-seventh  Federal 
Reporter  at  page  559. 

Senator  Thomas.  Did  you  present  this  feature  of  the  bill  to  the 
Ways  and  Means  Committee? 

Mr.  McIntosh.  Xo,  sir;  I  did  not.  I  spoke  about  it  to  one  or  two 
members  of  the  committee  and  got  the  impression  that  there  would 
be  no  question  about  the  amendment  being  made,  and  I  did  not  know 
that  it  was  not  made  until  I  saw 

Senator  Thomas.  Give  me  that  citation  again,  please. 

Mr.  McIntosh.  Penn  Mutual  Life  Insurance  Co.  y.  Ledei-er,  Two 
hundred  and  forty-seventh  Federal  Reporter,  page  559. 

That  opinion  also  is  a  ver}'  illuminating  opinion.  Under  the  con- 
struction which  we  have  thus  put  upon  the  law,  the  Xew  York  Life 
Insurance  Co.  has  paid  the  Federal  Government  very  important 
sums  as  taxes.  Our  tax  for  1918  on  the  business  of  the  year  ending 
December  31,  1917,  under  this  law,  as  construed  in  the  way  I  stated, 
was  $409,113.74.  But  the  department,  after  hesitating  for  something 
like  four  years,  in  a  ruling  made  on  the  27th  of  March,  1917,  does  not 
concur  in  that  construction  of  the  statute.  The  department  sa.ys  tliat 
this  clause  which  we  ask  to  have  stricken  out  authorizes  not  includ- 
ing in  income  the  annual  dividends,  but  as  to  deferred  dividends  it 
requires  those  to  be  included  except  so  much  thereof  as  actually 
used  in  the  payment  of  premiums  in  the  year  in  which  the  dividend 
was  paid.  That  is  a  negligible  sum,  so  small  that  it  is  scarcely  worth 
the  clerical  work  required  by  the  companies  to  ascertain  the  amoimt 
of  it.    It  is  3  or  4  per  cent  of  those  dividends. 

So  that  that  clause  as  construed  by  the  department  discriminates 
between  companies  which  have  always  done  an  annual  dividend  busi- 
ness on  the  one  hand  and  companies  that  have  done  a  deferred  divi- 
dend business  on  the  other,  by  allowing  the  annual-dividend  com- 
panies to  deduct  all  of  their  dividends  and  the  deferred-dividend 
companies  to  deduct  no  part  of  the  deferred  dividend  except  the 
triding  amount  that  was  used  in  the  dividend  year  for  the  liquidation 
of  a  premium  that  year. 

See  what  that  means — and  this  affects,  so  far  as  dividend  companies 
are  concerned,  a  large  number  of  companies.  On  the  other  hand,  it 
affects  companies  who  have  never  done  anything  but  an  annual  divi- 
dend business.  So  far  as  Xew  York  companies  are  concerned  they  all 
have  done  nothing  but  an  annual-dividend  business  since  January  1, 
1907 ;  but  before  that  time  practically  all  Xew  York  companies  did  a 
deferred-dividend  business.  But  several  important  and  great  com- 
panies have  never  done  a  deferred-dividend  business  at  all,  but  have 
always  done  an  annual-dividend  business.  So  that  as  to  those  com- 
panies their  entire  dividend  fund  by  the  department  ruling  is  not 
included  in  income.  As  to  these  other  companies,  only  such  contracts 
as  they  have  outstanding  for  an  annual  dividend  fund  get  the  benefit 
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of  the  act,  whereas  all  of  their  outstanding  contracts  which  are  on 
the  deferred-dividend  plan  are  included  in  income. 

I  want  to  show  you  just  how  that  comes  about 

The  Chairman.  Mr.  Mcintosh,  I  think  the  committee  -would  be 
very  ghid  to  hear  your  general  proposition,  and,  if  you  have  authori- 
ties, to  have  you  cite  them ;  but,  really,  we  have  not  the  time  to  have 
an  elaborate  speech  from  you  in  discussion  of  these  questions.  There 
are  other  gentlemen  here  whom  we  must  hear  this  afternoon,  one 
especially  who  has  got  to  leave  here  to-night,  and  if  he  can  not  be 
heard  this  afternoon  he  can  not  be  heard  at  all.  , 

Mr.  McIntosu.  May  I  have  10  minutes  to  give  these  figures? 

The  Chairman.  Yes. 

Mr.  M(  Intosh.  Thank  you. 

The  Chairman.  We  are  very  anxious  to  give  you  all  the  time  we 
possibly  can  in  justice  to  these  other  gentlemen  who  are  here  and  who 
desire  to  be  heard. 

Mr.  McIntosh.  I  understand  perfectly. 

I  want  to  show  just  what  the  extent  of  this  discrimination  is  by 
taking  the  figures  of  my  own  company  for  this  year. 

On  our  construction  of  the  law  we  have  paid  tax  this  year,  as  I 
have  already  said,  of  four  hundred  and  nine  thousand  and  odd  dollars. 
I  have  got  a  photograph  of  our  return  here.  If  we  be  assessed  on  the 
construction  of  the  depiirtment,  wo  have  to  add  to  that  a  sum  of 

So  that  if  we  were  an  annual-dividend  company  to-day,  whereas 
our  tax  was  $409,000,  because  part  of  our  business  is  on  the  deferred- 
dividend  plan  our  tax  under  the  department's  construction  here  would 
be  $1,100,000  for  1018  on  the  business  of  1017.  In  other  words,  we 
are  discriminated  against  as  between  the  New  York  Life  as  a  mutual 
companv  and  because  it  has  deferred  the  dividend  policies  in  a  tax  for 
this  year  of  $700,000. 

There  is  an  element  of  discrimination  in  this  on  account  of  the 
deferred-dividend  fund  that  is  unintentional,  but  which  we  do  not 
object  to  because  it  is  within  the  purview  of  the  law.  That  is,  that 
this  deferred-dividend  fund  is  in  our  hands  and  a  part  of  our  income 
arises  from  it. 

For  instance,  in  1917,  at  the  beginning  of  the  year,  we  had  a  de- 
ferred dividend  fund  of  $87,000,000  that  is  held  for  distribution  and 
return  to  these  policyholders.  Our  interest  earning  was  about  4^ 
per  cent  on  all  our  invested  fimds.  The  income  from  that  deferred 
dividend  fund  was  $3,929,000.  On  that  we  paid  a  tax  this  year,  and 
make  no  complaint  about  it,  of  $235,000,  which  is  included  in  the 
$409,000  which  we  paid. 

Now,  that  is  a  discrimination  which  we  have  to  suffer  from  the 
construction  of  the  bill 

Senator  Smoot.  Ultimately  does  the  man  who  has  paid  that  de- 
ferred dividend  fund  receive  every  dollar  of  it  that  he  has  paid  in 
it  or  is  there  only  a  portion  of  it  that  goes  back  ? 

Mr.  McIntosh,  He  receives  every  dollar  that  he  paid  in  with  the 
accumulations,  and  these  are  the  accumulations  that  we  paid  the  tax 
on.  So  that  a  policyholder  who  pays  on  a  deferred  dividend  policy 
is  a  policyholder  in  a  mutual  company,  and  his  overpayments  are 
held,  and  that  is  why  Congress  said  whether  they  shall  oe  paid  back, 
credited,  or  treated  in  abatement  of  premium.    We  credit  it,  and 
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we  want  not  to  include  it  as  income,  and  that  is  the  whole  case,  and 
that  is  why  we  ask  that  amendment. 

Thank  you  very  much. 

(The  chairman  here  submitted  a  letter  on  the  subject  of  life  insur- 
ance, which  is  printed  in  full,  as  follows:) 

Massachusetts  Mutual  Lite  Insurance  Co., 

Springfleldf  Mass.,  September  21,  1918. 
Hon.  F.  M.  Simmons, 

Senate  Building,  Washington,  D.  C. 

My  Deab  Sir  :  I  am  not  writing  at  the  instigation  of  anyone.  My  motive 
Is  to  endeavor  to  correct  what  I  deem  an  inequality  in  House  bill  128^.  which, 
if  not  correcteii,  will  affect  hundreds  of  small  corporations  adversely,  and  will 
practically  eliminate  the  sale  of  corporation  life  insurance,  which  has  almost 
reached  the  point  of  being  an  economic  necessity  as  a  business  steadier,  as  well 
as  assuring  the  perpetuation  of  a  corporation. 

Should  the  proceeds  arising  from  a  life  insurance  i^olicy  at  the  death  of  the 
insureii  when  said  policy  is  made  payable  to  a  corporation  be  taxable  In  excess 
of  premiums  paid  as  corporation  income,  excess  profit,  or  war  profit,  as  the  case 
might  or  may  be? 

Can  the  death  of  a  valuable  officer  or  employee  of  any  corporation,  even 
If  his  life  is  insured  in  favor  of  said  corporation,  ever  be  justly  looked  upon 
as  an  excess  profit  or  war  profit? 

The  proceeds  of  a  i)olicy  of  life  insurance,  over  and  above  premiums  paid 
under  cases  similar  to  the  ones  interrogated  in  the  two  preceding  questions, 
might  Justly  be  determined  to  be  Income,  but  could  not  Justly  be  treated  as  an 
excess  profit  or  a  war  profit. 

It  Is  unfair  to  any  corporation  who  carried  corjwratlon  life  Insurance  to 
leave  section  213  to  be  worded  as  it  is  in  lines  14,  15,  and  16  of  Union  Calendar 
256,  H.  R.  12863,  which  lines  read  as  follows : 

"  The  proceeds  of  life  insurance  policies  paid  upon  the  death  of  the  insured 
to  individual  beneficiaries  or  to  the  estate  of  the  insured." 

This  is  under  the  section  headed  "  Gross  income  defined,"  and  is  one  of  the 
exemptions  made  under  gross  income.  And  then  to  turn  to  "  Gross  Income 
defined  for  a  corporation,"  on  page  35,  section  233,  which  reads  that  In  the  case 
of  a  corporation  the  term  "  gross  income  "  means  the  gross  income  as  defined 
In  section  213.  The  question  revolves  as  to  whether  a  corporation  that  was  a 
beneficiary  under  a  life  Insurance  policy  would  be  Included  as  an  Individual 
beneficiary.  By  striking  out  the  word  "  individual "  and  substituting  "  any 
beneficiary  "  the  uncertainty  is  corrected,  and  the  proceeds  of  corporation  Hfe 
Insurance  policies  would  be  specifically  exempted  from  gross  income. 

I  wish  you  to  bear  in  mind  that  on  page  17  of  said  bill,  "  Items  not  deducti- 
ble," line  20,  and  following,  reads  in  this  manner : 

**  Premiums  paid  on  any  life  insurance  policy  covering  the  life  of  any  officer 
or  employee  or  of  any  person  financially  interested  in  any  trade  or  buslnese: 
carried  on  by  the  taxpayer  when  the  taxpayer  or  anyone  financially  interested 
In  such  trade  or  business  is  a  beneficiary  under  said  policy." 

The  result  of  this  wording  is  that  a  corixJration  could  not  charge  a  corporation 
life  insurance  premium  to  expense. 

If  the  death  occurs  of  an  officer  or  valuable  employee  of  a  corporation  carrying 
corporation  life  insurance  during  ^he  year  1918,  the  taxable  income  of  that  cor- 
poration is  abnormally  swollen  over  and  above  the  prewar  years,  not  by  profit, 
but  by  a  loss  and  a  loss  that  might  seriously  affect  the  future  progress  and 
development  of  that  corporation ;  and  if  I  understand  the  bill  correctly,  would 
make  the  proceeds  received  from  life  Insurance  over  and  above  premiums  paid 
subject  to  an  excess  or  war-profit  tax,  depending  on  which  one  produced  the 
greater  amount  of  tax.  (Corporations  prior  to  1917  were  permitted  to  charge 
premiums  on  corporation  life  insurance  to  expense.  Therefore,  no  corporation 
would  be  allowed  to  deduct  over  two  annual  premiums  from  the  amount 
received  in  payment  of  a  loss. ) 

Life  insurance  is  devised  to  distribute  losses.  Those  who  live  their  expectancy 
or  longer,  lose  on  the  returns  from  a  policy  or  policies  of  life  insurance  If  their 
premiums  paid  are  computed  at  a  reasonable  rate  of  compound  Interest.  Yet 
those  who  die  several  years  prior  to  their  life's  expectancy,  gain  from  life 
Insurance,  but  most  surely  lose  In  earnings  that  they  should  have  made  If 
life  had  not  been  denied  them. 
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It  Is  very  rare  that  the  corporations  who  measure  their  assets  iu  millions 
carry  corporation  life  Insurance.  The  vast  majority  of  tliis  form  of  life  Insnr- 
nnce  is  earrleil  for  the  following  reasons: 

An  indivhtuul  interested  In  a  conK)ration  indorses  the  notes  of  said  corpora- 
tion in  whl<*h  he  Is  interested.  The  indorser  is  a  valuabU*  nn»n  to  the  cori>ora- 
tlon*  and  therefore  corporation  life  insurance  is  taken  upon  his  life. 

Another  corporation,  not  so  fortunate  as  tlie  one  cite<l  above  as  to  credit, 
may  be  managed  well  by  nien  with  ability  but  insullicient  cai>ital.  Banks  often- 
times KtHiU'r?  con><>niti()ns  In  Instances  like  this  to  take  life  Insun'nce  in  mak- 
ing tliese  coriMJrations  loans  to  protect  them  in  event  of  the  untimely  death  of 
the  man  whose  only  requisite  to  succcsjj  la  life. 

Another  corporation  may  in  reality  be  nothing  more  than  a  partnership,  in- 
corporateil  with  a  third  person,  who  is  rejilly  a  dummy.  Yet,  insurance  carried 
on  their  lives  is  made  payable  to  the  corporation,  or  if  they  were  a  partnership 
It  could  be  made  payable  to  each  other,  and  in  view  of  the  fact  that  they  would 
be  each  other*s  individual  beneficiary,  no  tax  would  acrrue  at  their  death  from 
the  proceefls  of  the  policy. 

Still  another  corporation  may  have  in  its  orpranization  a  practical  man  in  the 
business,  another  havlnj;  .sales  ability,  and  still  another  who  mana;?es  its  financial 
affairs,  either  one  of  the  three  belnj<  almost  invaluable  to  the  other  as  a  fit 
subject  for  corporation  life  insurance  for  the  benefit  of  their  firm. 

I  could  cite  you  .scores  of  other  In.stances  where  corporation  life  insurance  is 
almost  essential  to  the  i>erpetuation  of  a  business- or  the  protection  of  Its  credit, 
but  without  dolnj?  so  I  wish  you  to  bear  In  mind  that  the  peri^etuatlon  of 
many  a  man's  business  through  corporation  life  Insurance  Is  as  essential  to  the 
protection  of  his  family  as  is  a  life  insurance  policy  made  payable  to  them  as 
direct  beneficiaries,  which  Is  free  of  income  tax;  also,  how  can  any  man's  death 
be  looked  nr^on  as  being  made  subject  to  an  excess-profit  or  war-profit  tax? 

Thanking  you  for  whatever  you  may  be  able  to  do  in  correcting  this  in- 
equality, I  am. 

Yours,  very  sincerely, 

Wakd  H.  Hackleman. 

P.  S. — As  a  practical  illustration  of  the  point,  a  manufacturing  concern  In 
Indianapolis,  composed  of  two  gentlemen  who  control  99  per  cent  of  the  stock 
and  an  ancle  of  one  of  them,  who  held  the  other  1  per  cent  of  the  stock, 
Becared  a  war  contract  and  expanded  their  business.  Acting  upon  the  sugges- 
tion of  their  bankers,  they  went  into  the  matter  of  corporation  life  insurance, 
and  on  finding. that  corporation  life  insurance  as  it  now  is,  under  rulings  of  the 
Treasury  Department,  subject  to  both  income  and  excess-profits  tax  over  and 
above  the  amount  of  premiums  paid  in,  absolutely  refused  to  buy  corporation 
life  Insurance.  One  of  them  made  the  statement,  "  I'll  do-  a  great  many  things 
for  my  Government,  but  I'll  not  carry  life  insurance  on  my  life  if  they  want 
to  take  the  most  of  it  in  tax,  unless  they  want  to  pay  the  premiums,  and  I 
don't  see  any  more  reason  why  it  should  be  taxed  than  proceeds  from  fire 
insurance." 

The  Chairman.  We  will  hear  now  from  Mr.  Charles  Johnson,  rep- 
resenting the  Publishers'  Advisory  Board. 

STATEHEirr  OF  HE.  CHARLES  JOHNSON  POST,  BIBECTOB  FTTB- 
USHEES'  ADVISORY  BOARD,  200  FIFTH  AVENUE,  NEW  YORK 
CITY. 

Mr.  Post.  Mr.  Chairman  and  gentlemen,  I  shall  be  very  brief. 

I  represent,  Mr.  Chairman  and  Senators,  the  Publishers^  Advisory 
Board  of  New  York,  consisting  of  the  various  publishing  organiza- 
tions of  all,  or  substantially  all,  of  the  periodical  publications 
throughout  the  country. 

The  Publishers'  Advisory  Board  consists  of  the  Periodical  Pub- 
Ushers'  Association,  the  Association  of  Business  Papers  (Inc.),  the 
Agricultural  Publishers'  Association,  the  Association  of  Eeligious 
Press,  the  American  Association  of  Medical  Publications,  the  Au- 
thors' League  of  America,  and  the  Allied  Printing  Trades  Council. 
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These  publications  represent  an  aggregate  circulation  of  some 
35,000,000  copies  per  issue  throughout  the  United  States,  and  we  are 
here  to  protect  not  against  any  taxation  or  tax  measures  involved  in 
the  bill,  but  against  the  postage-zone  provisions  that  were  incor- 
porated. 

I  do  not  wish  to  lay  before  you  any  rearguments  or  rehearings 
that  were  heard  before  the  Ways  and  Means  Committee  at  this  ses- 
sion, but  in  order  to  conserve  paper  I  would  refer  to  the  hearings 
before  the  Committee  on  Ways  and  Means  of  the  House  of  Repre- 
sentatives on  the  proposed  revenue  act  of  1918,  part  3,  beginning  at 
page  1913  to  1950,  inclusive,  being  the  brief  of  the  Publishers'  Ad- 
visory Board,  and  to  page  2143  and  continuing  therefrom,  as  pre- 
senting the  brief  of  the  publishing  organizations. 

I  shall  merely  state  that  over  650  organizations,  farm  organiza- 
tions, religious  organizations,  civic  organizations,  social  and  cultural 
organizations,  including  35  universities  and  colleges  throughout  the 
country,  have  all  protested  against  the  postal-zone  law. 

Senator  Thomas.  I  notice  that  their  protests  are  worded  almost 
identically  the  same,  which  indicates  that  they  have  agivod  upon  a 
particular  method  of  campaign? 

Mr.  Post.  I  have  seen  most  of  the  resolutions,  Senator.  A  great 
many  are  the  same,  and  there  are  some  that  are  entirely  different. 

I  wish,  in  order  to  further  spare  the  time  of  this  committee,  to  state 
that  I  will  distribute  to  the  committee  the  digest  of  the  facts  and 
figures  prepared  from  the  hearings  last  year,  with  new  matter  added. 
At  those  hearings  there  were  represented  in  protest  against  this 
postal-zone  law  the  American  Newspaper  Publishers'  Association, 
the  Periodical  Publishers'  Association,  the  agricultural  press,  the 
Association  of  I5u-inoss  Papers,  the  trade  union  and  labor  press,  the 
medical  press,  the  religions  press,  country  weeklies,  the  Southern 
Newspaper  Association,  the  I'nited  Typothetae,  the  American  Fed- 
eraticm  of  Labor,  the  International  Typographical  Union,  and  others 
which  a])pear  in  the  digest. 

I  should  like  to  present  a  member  of  the  board  to  make  n  presen- 
tation on  behalf  of  the  publishers'  advisory  board,  and  I  would  ask 
that  Mr.  Arthur  J.  Baldwin  be  now  heard,  Mr.  Chainnan. 

Th.e  CiiAiKMAN.  Proceed,  Mr.  Baldwin. 

STATEMENT  OF  ME.  ARTHTIE  J.  BALDWIN. 

^fr.  Bau)wix.  Gentleiren,  I  am  a  devotee  of  brevity 

TIio  Chairman.  I  greet  you! 

Mr.  Bau>win.  I  sun  sure  yon  will  be  as  patient  with  me  as  you 
have  been  with  my  friend. 

ScTiator  Thomas.  You  ought  to  be  a  member  of  the  Senate, 

Mr.  Baldwin.  That.  sir.  has  been  a  frreat  ambition  that  I  never 
dared  to  aspire  to. 

I  do  not  purpose  at  this  time  to  n»view  the  arpimients  in  n^irard  to 
this  po>^tal-z<ine  sy-tein.  You  have  already  been  very  patient  through 
the  year-^  that  thi-^  problem  has  c<mf routed  yon.  I  want  to  say  this 
in  IxOuilf  of  the  publishers.  I  have  been  silected  to  make  a  ^hort 
statement  before  you  to-<lay.  It  is  not  in  the  nature  of  an  arpument, 
hut  it  is  in  the  nature  of  a  nrotest,  or  rather  a  statement  of  our  utti- 
tu<le  in  order  that  we  may  be  ronsisti'iit  upon  something  wo  think  is 
undermining  one  of  the  great  industries  of  this  country. 
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There  are  many  thoughtful  men  who  have  believed  and  who  be- 
lieve now  that  the  zone  system  is  wrong  in  principle  and  will  result 
disastrously.  We  believe  now  is  a  dangerous  time  to  conduct  any 
experiments.    Tliat  experiment  is  being  conducted. 

Of  course,  our  industry  was  built  upon  a  theory  of  our  forebears 
that  there  should  be  in  this  country  a  principle  of  universal  cheap 
postage,  that  n  man  should  be  able  to  receive  his  literature,  his  paper, 
his  mail  at  one  fixed  rate  no  matter  whether  he  lived  on  Euclid 
Avenue  or  whether  he  lived  in  a  camp  along  the  Santa  Fe  Trail. 
That  policy  has  had  a  wonderful  effect,  we  believe,  upon  the  develop- 
ment of  our  country  in  making  them  one  people  with  one  lan^age, 
with  conunon  aims,  and  has  produced  a  morale  that  is  standing  us 
well  to-day,  and  it  has  resulted  that  an  American  in  the  trenches  is 
a  *^  dough  boy  "  no  matter  whether  he  was  inducted  into  the  service 
from  the  lumber  regions  of  Michigan  or  whether  he  enlisted  in  New 
Orleans.  That  has  been  brought  about  in  this  great  wide  country 
of  ours  because  of  our  national  ideas,  and  we  believe  that  our  former 
condition  has  had  a  great  deal  to  do  with  it. 

A  year  ago  you  promised  us  an  hour's  hearing,  and  you  gave  us 
two  days.  I  am  going  to  conclude  in  seven  minutes- 
Mr.  iveeler,  publisher  of  the  Chicago  Herald,  gave  you  the  facts 
in  regard  to  his  paper  and  predicted  disaster  if  the  zone  system  went 
into  effect.  I  need  not  remind  you  that  the  Chicago  Herald  has 
ceased  publication.  He  based  that  prediction  upon  the  fact  of  his 
wide  country  circulation  which  he  could  not  maintain  and  pay  this 
extra  zone  system,  and  he  saw  no  way  in  which  he  could  pass  it  on. 

Senator  Thomas.  He  sold  out,  did  he  not? 

Mr.  Baldwin.  Yes,  sir;  that  is  thie  same  thing.  It  ceased  to  be  ai 
paper,  no  matter  whether  it  was  sold  out  or  not.  There  is  so  much 
less  information,  one  less  instrumentality  of  disseminating  informa- 
tion. If  we  could  all  sell  out  to  one  paper,  would  that  be  a  wise 
thing?    That  is  the  exact  thing  that  is  going  to  happen  here. 

I  say  selfishly  to  you,  gentlemen,  that  so  far  as  my  own  company 
is  concerned  I  believe  that  in  the  long  run  it  will  result  in  our  benefit, 
bi*cause  there  are  many  publishing  houses  that  can  not  stand  it.  I 
believe  that  some  ^eat  national  houses — I  need  not  mention  the 
journals — will  survive. 

On  that  same  idea  Mr.  Meredith  appeared  before  you  and  gave  you 
jsome  figures  in  regard  to  the  agricultural  press  of  the  company,  and 
he  predicted  that  a  great  many  of  them  could  not  survive.  He  ap- 
peared before  the  House  committee  and  gave  a  list  of  22  publications 
that  had  abased  publication,  ha\ang  an  annual  circulation,  I  mean  of 
individual  copies,  of  more  than  50,000,000  pieces  of  literature — they 
had  ceased  publication.  Some  of  them  ceased;  some  of  them  sold  out. 
But  whether  they  sold  out  or  not,  it  is  the  same  thing.  There  is  one 
leas  instrumentality  of  disseminating  information. 

Senator  Gore.  That  would  not  necessarily  be  true  as  long  as  they 
sold  to  some  other  concern. 

Mr.  Baldwin.  That  is  the  way  a  paper  ceases  publication.  In  one 
instance  our  own  concern  has  purchased  one  institution  of  a  rival  con- 
cern since  the  passage  of  the  law  and  it  has  been  absorbed. 

Since  I  came  into  the  room  the  gentleman  handed  me  a  little  ad- 
vertisement from  "  Printer's  Ink."    It  is  in  reference  to  the  "  Sunset 
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Magazine  "  and  how  it  has  been  affected  by  the  postal-zone  law.    It 
says  [reading] : 

Sunset,  anticipating  the  effect  of  the  zone  rates,  long  ago  started  out  to  con- 
centrate the  bulk  of  its  circulation  in  the  far  Western  States.  The  result  has 
been  an  Increase  of  more  than  30  per  cent  on  the  Pacific  slope. 

At  the  bottom  it  says :  , 

West  of  the  Rocky  Mountains,  $1.50.    East  of  the  Rocky  Mountains,  $2. 

That  is  localizing  a  magazine. 

A  representative  of  the  New  York  Times  before  the  committee  said 
that  hereafter  the  price  of  the  New  York  Times  in  Texas,  I  believe, 
was  to  be  $19  a  year. 

Last  week  the  Y.  M.  C.  A.  asked  the  Literary  Digest  for  5,100 
copies  of  the  Literary  Digest  for  "  over  there."  The  publisher  asked 
the  Postmaster  General  what  the  rate  was,  and  he  said,  "  The  fight- 
ing zone  is  in  the  eighth  zone."  The  publisher  notified  the  Y.  M. 
C.  A.  that  they  will  have  to  forward,  in  addition  to  the  amount  they 
send,  44  cents  for  each  of  the  5,100  subscribers.  A  man  "  over  there  " 
can  not  get  these  national  magazines  at  the  same  rate  as  if  he  had 
stayed  at  home  in  comfort  at  i  onkers,  N.  Y.  Why  ?  Because  this 
system  is  being  tried  out.  We  believe  it  is  wrong.  We  believe  it  is 
an  insidious  attack  upon  one  of  the  great  fundamentals  of  the 
country. 

We  admit,  with  all  the  other  gentlemen,  even  to  the  manufacturers 
of  arms,  that  we  are  doing  our  best  to  help  win  this  war ;  but  I  want 
to  callyour  attention  to  nie  fact  that  the  Government  pays  us  noth- 
ing. We  have  not  any  arms  to  sell  to  the  Government,  and  we  do 
not  sell  the  Government  advertising  space.    We  give  it  to  them. 

The  publishers'  attitude  is  this:  Your  problem  is  one  of  passing 
upon  the  greatest  revenue  bill  that  was  ever  presented  to  a  delibera- 
tive assembly,  and  it  is  a  herculean  task.  We  do  not  wish  in  any  way 
to  hamper  you  in  coming  to  a  ri^ht  conclusion,  but  we  do  protest 
against  the  reenactment  of  something  that  is  not  a  revenue  measure. 
It  is  an  adjustment  of  an  old  postal  controversy  that  has  existed  for 
years  under  the  guise  of  a  revenue  act.  Whatever  you  do,  gentlemen, 
the  press  of  America  and  the  publishers  pledge  to  you  and  the  coun- 
try our  best  efforts  to  win  this  wfir. 

Senator  Jones.  What  difference  is  there  between  vour  interest  in 
this  subject  and  those  newspaper  men  who  favored  the  zone  system 
at  the  last  session  of  Congress? 

Mr.  Baldwin.  I  will  tell  you.  Albany,  N.  Y.,  has  its  daily  papers, 
but  every  morning  the  New  York  Times  is  delivered  up  there  in  the 
second  zone  as  a  competitor,  and  it  goes  on  the  news  stand  the  same. 
Utica,  N.  Y.,  has  its  daily  press,  and  they  have  a  competitor.  These 
local  papers  feel  the  competition  of  the  larger  metropolitan  press. 

I  am  talking  with  you  frankly,  gentlemen.  I  believe  that  the  pub- 
lisher of  a  paper  in  a  city  down  South  that  sees  m  the  advertising 
news  that  there  is  an  appropriation  of  $2,000,000  for  advertising 
thinks  that  he  ought  to  have  a  part  of  that  because  he  publishes  a 
paper  in  some  small  town.  He  can  not  get  it.  Why  ?  Because  it  is 
for  papers  in  national  circulation,  and  ho  feels  that  if  there  is  a  local 
paper  that  has  its  dominant  position  and  circulation  in  that  locality 
a  portion  of  that  advertising  revenue  will  come  there. 

There  is  a  propaganda,  an  insidious  propaganda,  on  the  part  of 
the  small  country  papers  in  favor  of  the  zone  system,  because  it 
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makes  them  stronger  in  their  particular  locality.  That  is  why  they 
want  to  draw  a  line  about  themselves.  They  want  to  keep  out 
Chicago  papers,  St.  Louis  papers,  San  Francisco  papers  from  that 
particular  territory,  and  that  is  the  underlying  reason,  in  my  mind, 
of  why  that  is. 

I  believe  that  we  should  have  one  rate,  and  I  believe  the  papers 
that  are  national  journals  should  be  delivered  to  a  citizen,  no  matter 
where  he  resides,  so  long  as  he  is  under  the  flag,  even  in  the  trenches, 
at  the  same  rate  that  he  would  get  it  if  he  stayed  at  home. 

That  is  being  worked  out.  We  are  right  in  the  throes  of  it.  This 
is  the  first  year  that  it  has  been  operated,  and  it  is  an  experiment  that 
we  think  is  dangerous,  and  we  simply  want  to  register  our  opinion 
that  it  is  wrong  and  will  result  disastrously  to  the  country. 

Senator- Penrose.  I  would  like  to  ask  you  one  question.  I  was 
called  out  of  the  room  during  your  very  interesting  statement,  and  I 
sympathize  with  some  of  your  arguments  that  you  present. 

I  am  curious  to  know  how  many  papers,  fraternal,  religious,  and 
agricultural,  have  gone  out  of  business  under  the  zone  system. 

Mr.  Baldwin.  Mr.  Meredith  gave  a  statement  that  22  agricultural 
papers  had  ceased  publication. 

Senator  Penkose.  I  was  told  that ;  but  how  many  others  ? 

Mr.  Baldwin.  The  small  papers  have  not  gone  out  of  business 
because  they  are  exempt  under  the  provisions  of  the  act.  The  fra- 
ternal papers  are  exempted 

Senator  Penrose.  I  know,  but  there  are  hundreds,  according  to 
my  recollection,  of  minor  publications  that  had  more  or  less  of  a 
national  circulation,  trade  journals  and  other  publications. 

Mr.BALDwiN.  I  am  not  able  to*  give  you  the  figures.  The  zone 
system  as  such  has  only  been  effective  since  the  1st  day  of  July. 
That  is  the  reason. 

Senator  Penrose.  I  realize  that,  but  I  would  think  perhaps  that 
many  of  them,  anticipating  the  consequences  which  they  presented 
to  us  last  summer,  might  be  preparing  to  get  out. 

Mr.  Baldwin*.  A  great  manv  of  them  have  sold  out  or  have  con- 
solidated. One  of  the  things  that  they  face  is  an  immense  additional 
cost  in  the  operation  of  their  plant.  That  is  a  conducing  cause.  I 
am  not  able  to  give  you  the  data  on  that,  because  I  know  of  no 
source  from  which  that  could  be  obtained. 

Senator  Penrose.  I  suppose  the  Post  Office  Department  might 
have  some  information  in  it. 

Mr.  Baldwin.  Mr.  Post,  secretary  of  the  association,  tells  me  that 
from  data  which  he  has  collected  he  understands  there  are  about 
279  that  have. ceased  since  our  last  hearing. 

Senator  Nugent.  Because  of  the  operation  of  the  zone  system? 

Mr.  Baldwin.  No  one  can  say  that.  Senator.  I  only  say  that  the 
problems  of  the  publisher  are  such  that  this  is  an  added  burden 
and  can  only  help  to  bring  about  this  result. 

Senator  Penrose.  Has  it  resulted  in  any  increase  in  charges  for 
advertising? 

Mr.  Baldwin.  It  is  very  difficult  to  make  a  general  statement  like 
that.  Many  papers  have  increased  their  advertising  rates  because 
of  the  increase  of  white  paper  and  the  general  costs  that  have  gone 
up.     Publishers  have  found  it  nocessary  to  readjust,  and  they  must 
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readjust  more,  because  we  are  facing  at  least  a  2^-cent  additional 
rate,  we  understand,  for  the  coming  year. 

Senator  Dillingham.  And  that  goes  also  to  the  question  of  the 
subscription  price? 

Mr.  Baldwin.  Yes,  sir. 

The  Chairman.  You  have  told  the  committee  that  a  great  many 
publications  had  ceased  since  this  enactment.  Can  you  give  the  com- 
mittee a  statement  as  to  the  average  number  of  publications  that  have 
been  discontinued  during  the  three  years  preceding  that  period  ? 

Mr.  Baldwin.  Have  you  those  figures,  Mr.  Post? 

Mr.  Post.  I  can  send  you  that.  That  is  a  regular  trade  compila- 
tion, and  I  can  give  it  to  you  very  nearly. 

The  Chairman.  I  would  like  to  know  how  many  have  jceased  be- 
cause of  the  act. 

Mr.  Post.  There  would  be  no  way  of  making  that  deduction. 
There  are  papers  ceasing  all  the  time. 

(Mr.  Post  subsequently  submitted  a  memorandum  in  compliance 

with  the  request  from  the  chaii'man  and  it  is  here  printexl  in  full, 

as  follows:) 

Publishers'  Advisory  Board, 
A^eii?  York  City,  September  2S,  1918. 
Hon.  F.  M.  Simmons, 

Senate  Office  Building^ 

Washington,  D.  O. 

My  Dear  Senator  Simmons:  I  am  inclosing  herewitli  a  statement  of  the 
newspapers  and  periodicals  that  have  ceased  publication,  as  you  requested  when 
I  appeared  before  the  Senate  Finance  Committee  on  the  13th  Instant,  on  the 
protest  against  the  "  zone  "  law : 


Increase 

» 

Decrease 

« 

1913 

1914 

1915 

1916 

1917 

1 
1913    1    1914 

1 

1915 
15 

1916 

1917 

Dally 

13 

15 
1 

3* 

20 

1               t 

Triweekly 

8 

*  * 

3* 

18 



Semiwe^^ily 

5 

38 
10 
35 
37 

13 
57 

........1. ....... 

'^ 

60 

Weekly 

12 

7 

3 

182 

3 

67 
5 

■ 

560 

FortniKhUv 

1            2 

9 

1            7 

8 

Semimonthly 

Monthly 

4 

118  ,          70 
2  1         23 

'         19 

6   

30 
31 

5. 

.....•..>..*«•*.. 

Bimonthly 

8 

10 
6 

1 

lfi5oeiWn4M>M9 

Total 

154 

212          117 

299 

84 

8  _         15  1       252 

SO 

09 

1 

The  total  incrons(»s  or  decreusos  during  tlie  years  1913,  1914,  1915,  1916,  and 
1917  are  shown  in  the  following  table : 


Year. 


Sus- 
pended. ' 


1913 1,42K 

1914 1,491 

1915 1.547  ' 

1916 1.327 

1917 l.ftW 


New.    I  IncTMse. 


1,574 

l,6K8 

1.412 

1,5S5, 

1.043 


166 

107 
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You  will  cihsorve  from  tliiH  tnble  tlmt  iu  the  year  1010  the  increase  in  periodi- 
cals was  net  270,  and  of  tliese  the  lar^e  majority  were  issue<l  as  weeklies  and 
monthlies,  i.  e..  publieations  issued  less  of  fen  than  w(H»kly,  in  other  words, 
periodicals  of  a  national  appeal  as  distinguished  from  newspaiwrs  of  local 
character. 

Mr.  Baldwin.  I  would  like  to  file  as  a  part  of  the  record  a  memorial 
that  was  signed  by  the  editors  of  some  40  national  journals  in  which 
they  record  their  objections  to  this  plan  and  reasons  from  an  economic 
standpoint. 

The  Chairman.  Just  hand  it  to  the  clerk*,  please. 

(The  memorial  referred  to  above  is  here  printed  in  full,  as  fol- 
lows:) 

MEMORIAL   TO   THE    CONGRESS    OF   THE   UNITED    STATES    FROM    THE   EDITORS    OF    THE 

PRINCIPAL  AMERICAN   PERIODICALS. 

The  p*TlodIcnl  press  of  the  United  States  is  the  national  circulating  library 
of  the  people.  Books  are  counted  by  the  thousands ;  periodicals  by  the  hundreds 
of  thousands. 

The  afrpreprate  circulation  of  the  popular  raaf?azines  in  America  is  undoubtedly 
Riffident  to  put  one  magazine — possibly  two — In  every  American  home,  and 
the  visitor  rarely  froes  to  any  home  in  America,  except  in  the  most  congested 
districts  of  a  few  of  our  great  cities,  without  finding  on  the  table  one  or  more 
magazines. 

Among  these  periodicals  are  special  publications  edited  by  specialists  and 
containlnir  expert  Information  for  the  members  of  every  vocation  in  life. 

There  are  special  periodical  publications  for  the  lawyer,  the  doctor,  the  min- 
ister, the  engineer,  the  manufacturer,  the  farmer,  the  banker,  the  merchant,  the 
artist,  and  the  housekeeper. 

These  periodicals  are  essential  to  enable  the  men  and  women  In  these  various 
locations  to  keep  up  with  the  demands  of  their  time.  They  are  registers  of 
professional  practice,  they  report  the  theories,  the  experiments,  the  successes, 
and  the  failures  of  the  pioneers.  They  report  these  facts  months  and  sometimes 
years  in  advance  of  their  report  In  books  and  cyclopedias.  They  are. one  of  the 
secrets  of  the  progressive  spirit  of  the  American  people.  Coupled  with  the 
facile  and  alert  mind  of  Americans,  they  make  sane  progress  possible. 

These  special  publications  are  necessarily  limited  In  their  circulation  by  the 
vocations  to  which  they  severally  belong.  But  there  is  no  limitation  to  the 
circulation  of  the  popular  monthly  and  weekly  periodicals.  To  them  the  best 
writers  of  America  and  England  contribute.  In  them  are  found  the  best  fiction. 
They  furnish  recreation.  Inspiration,  idealism  to  millions  of  readers. 

But  these  perio<licals  do  much  more  than  this.  They  deal  with  every  •lepart- 
roent  of  knowledge.  They  interpret  the  works  of  the  great  thinkers  in  terms 
understandable  l)y  nonexpert  readers.  Just  now  they  are  giving  the  public,  to 
an  extraordinary  degree  and  with  extraordinary  excellence  of  quality,  articles 
descriptive  of  the  war  and  articles  Interpreting  the  new  duties  which  the  great 
world  war  luiiM>seson  the  American  people.  These  articles  are  read  with  a  care 
which  Is  not  often  given  to  publications  In  the  daily  press,  are  passed  from 
hand  to  hand,  are  the  subject  of  discussion  In  homes  and  clubs,  and  exert  an 
Inestimable  Influence  by  inciting  men  to  think  and  by  guiding  their  thoughts  In 
right  channels. 

But  the  war  does  not  ab.sorb  the  attention  of  either  the  contributors  to  or 
the  editors  of  the  periodical  press. 

Take  up  a  pile  of  periodicals  for  the  last  two  or  three  months  lying  on  the 
table  of  any  library  or  club.  You  will  find  in  them  articles  written  by  authors 
possessing  special  information  describing  public  leaders;  an  analysis  by  those 
who  know  of  the  conditions  In  Russia  which  interprets  and  enables  us  to  under- 
stand the  extraordinary  events  in  the  recent  history  of  that  enigmatical  coun- 
try; trustworthy  accounts  of  what  our  own  people  are  doing  In  food  control 
and  food  production;  pictures  of  travel,  which  give  the  reader  that  breadth 
of  view  absolutely  necessary  to  prevent  a  narrow  provincialism  and  to  equip 
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the  Nation  with  that  international  understanding  essential  to  any  hope  of 
eventual  international  peace;  and  articles  by  experts  on  health  and  the  home, 
telling  the  fathers  and  mothers  how  to  preserve  the  health  of  their  children  and 
how  to  protect  the  home. 

This  periodical  press,  circulating  nationally  and  made  by  the  post  office 
available,  not  only  to  every  town  and  village,  but  to  every  rural  resident  within 
reach  of  the  almost  omnipresent  post  office,  dissolves  provincial  prejudices, 
enables  the  North  to  understand  the  South  and  the  South  the  North,  the  East 
to  understand  the  West  and  the  West  the  East.  It  unifies  and  nationalizea 
It  equips  the  people  of  all  sections  with  the  same  knowledge  and  inspires  them 
with  the  same  ideals. 

It  dissolves  sectarian  and  jclass  prejudice.  It  teaches  a  practical  religion 
useful  to  men  of  all  creeds  because  not  written  in  the  interest  of  any  creed. 
It  discusses  ethical  and  spiritual  theories  with  the  freedom  to  which  the  church 
of  the  past  has  generally  been  a  stranger. 

It  describes  the  great  industrial  operations  and  discusses  the  great  industrial 
problems  from  every  point  of  view. 

In  this  periodical  circulating  library  the  theories  of  the  labor  unionist,  the 
sociaUst,  the  capitalist,  are  all  represented  and  the  doctrines  of  each  class  get 
a  hearing  from  the  apostles  of  the  other  classes. 

It  thus  ministers  to  an  extent  too  little  appreciated,  not  only  to  the  interest 
and  intelligence  of  all  the  people,  not  only  to  the  progress  of  the  people  as  a 
whole,  but  to  that  mutual  understanding  and  that  common  patriotism  which 
are  essential  to  a  united  and  an  efficient  Nation. 

These  periodicals  are  without  exception  sold  to  their  subscribers  for  less 
than  cost.  There  Is  probably  not  a  periodical  in  the  country  which  does  not 
pay  to  its  editors,  its  contributors,  its  compositors,  its  pressmen,  and  its  office 
workers  and  the  paper  makers  more  than  it  receives  from  its  subscribers. 

What  enables  it  to  do  this  is  the  income  derived  from  the  advertisers.  Pupils 
almost  never  pay  for  their  own  education.  The  State  support  the  public 
schools;  endowments  support  the  colleges  and  universities;  the  advertising 
supports  the  periodical  press. 

This  advertising  makes  of  the  whole  country  a  great  perpetual,  but  ever- 
changing,  national  fair.  It  brings  before  the  eyes  and  mind  of  the  American 
people  the  products  of  American  skill,  enterprise,  and  energy. 

It  nationalizes  trades,  standardizes  goods,  makes  it  possible  to  produce  them 
on  a  largo  scale. 

Modern  automobiles,  modern  breakfast  foods,  modern  cheap  watches,  would 
have  been  impossible  if  the  periodical  press  had  not  created  this  nation-wide 
market. 

It  promotes  healthful  competition  and  stimulates  the  competitors  both  to  im- 
prove the  quality  and  lower  the  prices  of  their  products. 

It  promotes  a  habit  of  national  integrity  because  it  brings  the  Nation's  goods 
into  the  public  light  and  into  a  public  competition. 

It  has  driven  the  peddler  with  his  cheap  goods  and  his  shoddy  and  some- 
times fraudulent  imitations  out  of  business. 

The  four  corner  stones  of  the  Republic  are  the  free  church,  the  free  school, 
the  free  press,  and  the  free  assembly.  Open  attack  upon  any  of  these  corner 
stones  is  scarcely  possible.  The  Nation  would  take  instant  alarm.  But  in- 
sidious attacks  undermining  one  or  all  of  them  is  possible.  Against  such  insidious 
attacks  the  Nation  needs  to  ho  on  g  lard. 

Without  these  corner  stones  of  the  Republic  free  elections  w^ould  be  an  idle 
form.  Free  elections  interpret  the  national  intelligence  and  declare  the  na- 
tional will.  A  free  church,  a  free  school,  a  free  press,  and  a  free  assembly, 
maintained  by  the  people,  all  of  them  springing  from  the  people  and  all  of 
them  pervading  the  Nation  from  the  Lakes  to  the  Gulf  and  from  the  Atlantic 
Ocean  to  the  Pacific  Ocean,  are  essential  to  develop  national  intelligence  and 
create  a  national  will.    Without  them  there  would  be  no  national  intelligence 
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to  discuss  and  no  national  will  to  decide  the  great  issues  which  confront 

democracy. 

Lyman  Abbott,  editor  the  Outlook;  Wm.  S.  Woods,  editor  Literary 
Dif^est;  Geo.  H.  Sandison,  editor  Christian  Herald;  John  M. 
Siddall,  editor  American  Magazine ;  Frank  Orowniushield,  editor 
Vanity  Fair;  Bruce  Barton,  editor  Every  Week;  Albert  Shaw, 
editor  Review  of  Reviews;  John  A.  Sleicher,  editor  Leslie's 
Weekly;  (Griffith  Ogden  Ellis,  editor  American  Boy;  Charles  F. 
Jenkins,  editor  Farm  Journal;  Edgar  Sisson,  editor  Cosmopoli- 
tan; Harry  A.  Thompson,  editor  Country  Gentleman;  H.  T. 
Whigham,  editor  Metropolitan  Magazine;  Myra  G.  Reed,  editor 
McCall's  Magazine;  Geo.  E.  Cook,  editor  The  Mother's  Maga- 
zine; Geo.  W.  Larimer,  editor  Saturday  Evening  Post;  I.  A. 
Waldron,  editor  Judge;  Arthur  Hornblow,  editor  The  Theater; 
Edna  Woolman  Chase,  editor  Vogue;  Richardson  Wright,  editor 
House  and  Garden ;  Moody  B.  Gates,  editor  People's  Home  Jour- 
nal;  J.  A.  Mitchell,  editor  Life;  Harford  W.  H.  Powel,  jr., 
editor  Harper's  Bazaar;  Edward  Bok,  editor  Ladles'  Home 
Journal;  Charles  W.  Burkett,  editor  American  Agriculturist; 
Douglas  Z.  Doty,  editor  Century  Magazine;  Isaiah  C.  Parrott, 
editor  Modern  PrisciUa;  C.  F.  Chapmen,  editor  Motor  Boating; 
Altnniont  Vance,  editor  Pictorial  Review;  Charles  K.  Field,  edi- 
tor Sunset  Magazine;  Hiram  Moe  Greene,  editor  Woman's 
World;  Sarah  Field  Splint,  editor  To-day's  Housewife;  Gertrude 
B.  Lane,  editor  Woman's  Home  Companion;  C.  G.  Sinsabaugh, 
editor  Motor;  Frederick  L.  Collins,  editor  McClure's  Magazine 
and  Ladies'  World;  W.  F.  Bigelow,  editor  Good  Housekeeping; 
W.  Sammons,  editor  System;  Nolan  R.  Best,  editor  Continent; 
Edward  J.  Wheeler,  editor  Current  Opinion;  Hamilton  Holt, 
editor  Independent. 

The  Chairman.  Mr.  Francis  F.  Mcllhenny  is  present  and  desires 
to  be  heard.    You  may  begin  now,  Mr.  Mcllhenny. 

STATEMENT  OF  MK.  FRANCIS  F.  McILHENNY. 

Mr.  McIlhenny.  Mr.  Chairman,  I  will  only  take  probably  about 
half  the  time  taken  by  the  last  speaker. 

This  morning  you  heard  from  the  oil  producers.  I  represent  a 
company  which  is  both  a  producer  and  a  refiner  of  oils,  and  our 

groblem  as  regards  this  revenue  law  is  slightly  different.  The  Sun 
lo.,  of  Philadelphia,  does  both  a  production  and  a  refining  business; 
and  so  far  as  the  production  part  is  concerned  I  would  merely  afiirm 
what  was  said  by  the  gentleman  this  morning.  As  to  the  refining 
part  I  would,  with  your  permission,  call  your  attention  to  one  clause 
of  the  bill. 

This  bill  provides  in  the  income  section 

Senator  Thomas.  What  page? 

Mr.  McItJiENNY.  Page  37 — that  corporations  can  amortize  their 
buildings,  machinery,  equipment*  and  facilities  which  they  purchased 
after  wo  entered  the  war.  There  is  a  check  on  that  amortization 
that  within  three  years  after  the  end  of  the  war  the  Commissioner 
of  Internal  Revenue  can  go  over  the  books  of  the  corporation  and 
if  it  has  been  amortized  too  much  he  can  collect  the  tax  which  should 
have  been  paid. 

An  oil  company  which  is  in  the  business  of  refining  of  oil  must 
carry  a  large  stock  of  oil  at  all  times.  There  is  quite  a  little  period 
between  the  time  the  oil  comes  out  of  the  ground  and  the  time  when 
the  oil  company  can  put  it  into  the  hands  of  the  consumer.  The 
result  is  that  oil  companies  who  are  doing  a  refining  business,  whether 

S1G0»— IS 2.S 


434  TO  PBOVIDE  REVENUE  FOE  WAK  PUBPOSES. 

they  get  their  oil  by  production  or  by  purchase — and  the  company 
which  I  represent  does  about  50  per  cent  of  each ;  that  is,  it  buys 
about  half  of  its  oil  and  produces  the  other  half — ^it  must  keep  on 
hand  a  large  supply  of  this  crude  oil  in  order  to  meet  the  transporta- 
tion and  the  time  that  has  elapsed  between  the  time  they  get  it  out 
of  the  ground  and  into  the  refinery  to  refine  it. 

I  would  say  that,  roughly  speaking,  oil  companies  would  carry  in 
refined  and  unrefined  stocks  of  oil  at  least  25  per  cent  of  their  in- 
vested capital.  In  other  words,  if  an  oil  company  has  $30,000,000 
of  invested  capital,  it  would  have  to  have  about  $8,000,000  at  all  times 
invested  in  refined  oils  and  crude  oils. 

If  they  want  to  keep  up  their  production  of  refined  oils,  they  must 
keep  up  that  much  of  a  stock  oi  crude,  because  if  they  do  not  they 
will  not  have  enough  oil  at  all  times  to  keep  the  refinery  supplied. 

The  result  is  that  he  buys  that  crude  oil,  under  present  conditions, 
at  high  prices. 

A  large  part  of  the  business  of  the  Sun  Co.  comes  from  Texas  crude 
oil.  I  should  say  that  since  1915  the  cost  of  Texas  crude  oil  has 
been  an  advance  of  about  50  per 'cent  a  year.  In  1915  the  price  of 
Texas  oil  was  about  $1  a  barrel.  It  had  been  down  as  low  as  60  cents 
within  a  very  brief  period  before  then.  The  price  is  now  about  $2 
a  barrel.  In  other  words,  the  refiner  every  year  has  got  to  find  50 
per  cent  more  capital  so  he  can  maintain  the  same  quantity  or  num- 
ber of  barrels  of  crude  oil. 

The  result  is,  the  way  this  scale  is  drawn,  that  unless  he  can 
amortize  those  higher  priced  stocks  that  he  has  been  buying  since 
the  war  began  he  will  not  have  enough  money  to  keep  up  his  stock 
of  crude  oil,  because  it  requires  additional  cnpital  each  year,  be<'a\ise 
the  price  is  going  up  and  will  go  up  to  the  end  of  the  war  in  order 
to  maintain  the  same  amount  of  stock 

Senator  Smoot.  That  is  the  case  with  every  business  in  the  United 
States. 

Mr.  McIlhenny.  I  think  it  is,  Senator,  probably  more  in  the  case 
of  the  company  I  represent  because  we  probably  have  a  little  larger 
percentage  of  our  total  investment  in  raw  materials. 

Senator  Smoot.  A  merchant  has  got  to  carry  the  whole  stock. 

Mr.  McIlhenny.  I  think  a  department  store  would  have  to  do 
perhaps  more. 

Senator  Smoot.  Everything  he  has  got. 

Mr.  McIlhenny.  The  storekeeper  would  have  more  than  any 
of  us. 

Senator  Smoot.  Generally  more  than  his  capital  stock. 

Mr.  McIlhenny.  I  should  think  so. 

So,  what  we  ask  you  to  do  in  this  bill  is  this.  We  can  not  keep 
up  our  production  of  oil  which  the  Government  needs.  The  Sun 
Cfo.'s  business  is  almost  altogether  a  lubricating  oil  business.  A 
large  percentage  goes  to  France  and  Italy  and  England,  and  to  the 
manufacturers  of  munitions,  because  it  is  used  in  lubricating  the 
machinery  which  is  used  in  manufacturing  munitions.  We  can  not 
keep  up  our  production  of  refined  oil  unless  we  can  amortize  our 
crude  stock. 

Senator  Jones.  It  was  stated  by  one  oil  representative  this  morn- 
ing that  the  war  had  practically  reduced  the  demand  for  oil,  and 
when  the  war  is  over  there  will  probably  be  an  expansion  of  the 
demand.    I  suppose  the  price  will  go  up  to  $3  a  barrel  after  the  war? 
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Mr.  MgImiennt.  I  did  not  perhaps  understand  him  this  morn- 
ing to  say  that  the  demand  for  oil 

Senator  Jones.  He  said  the  demand  was  increasing  everywhere. 

Mr.  McIlhenny.  Oh.     The  demand  is  increasing? 

Senator  Jones.  Yes. 

Mr.  McIlhrnnt.  Well,  I  suppose  that  is  so,  normally.  Whether 
the  demand  after  this  war  is  over  for  hibricating  oils  will  be  as 
great  as  it  is  now  I  am  not  prepared  to  say.  I  would  think  it  would 
be  less. 

Senator  Jones.  Are  you  willing  for  the  Government  to  go  into 
partnership  with  you  and  take  "pot  luck"  with  you  after  the  war? 

Mr.  Mcii.iiKNNY.  We  would  be  willing  to  take  chances  with  the 
(xovemment  that  the  price  of  lubricating  oils  will  drop  after  the 
war.  I  feel  very  sure.  Senator,  that  the  price  of  lubricating  oils 
will  decrease  after  the  war  is  over. 

The  Chairman.  It  is  true  that  everybody  who  buys  at  the  present 
prices,  if  there  should  be  a  sudden  slump  after  the  war  closes 

Senator  Jones.  What  has  become  of  that  $8,000,000  worth  of  oil 
that  you  l)Ought  at  a  low  price  and  kept  on  hand  ? 

Mr.  McIlhenny.  The  amount  w^e  got  at  a  low  price  we  made  a  sub- 
stantial profit  on.  We  have  to  replace  that  with  higher-priced  oil, 
so  that  the  reservoir  is  always  kept  full.  So  in  time  you  gradually 
raise  the  average  price  of  your  oil. 

Senator  Jones.  How  do  you  figure  it,  when  you  still  have  got  your 
pipe  lines  filled  with  that  low-priced  oil,  and  instead  of  making  a 
profit,  just  figure  it  that  way 

Mr.  McIliiennt.  Of  course.  Senator,  that  low-priced  oil  was  in 
the  refined  stocks.  Those  refined  stocks  closely  follow  the  value  of 
the  crude  oil. 

Senator  Gore.  The  price  of  the  refined  product  is  relative  to  the 
price  of  the  crude. 

Mr.  McIlhenny.  Yes,  sir.  And  as  we  buy  higher-priced  crude 
that  price  goes  up  and  you  gradually  raise  the  average  price  of  it. 

Senator  Jones.  Have  you  not  made  considerable  profit  by  reason 
of  the  advance  in  the  price  of  oil  ? 

Mr.  McIlhenny.  The  company  has  done  well.  Whether  it  has 
been  that  or  not,  I  do  not  know. 

The  company  I  represent,  like  so  many  others  in  America,  is  owned 
by  a  few  people,  and  we  have  never  had  a  very  large  amount  of  capi- 
tal stock  issued.  Practically  all  our  earnings  in  1918  will  be  under 
the  80  per  cent  clause.  We  had  very  small  earnings  in  1911,  1912, 
and  1913.  A  great  part  of  the  actual  business  done  by  the  company 
in  those  years  will  be  subject  to  the  80  per  cent  tax,  and  that  is  the 
objection  I  have  to  the  bill.  We  do  not  mind  paying  the  tax,  pro- 
vided enough  money  is  left  us  to  finance  the  increased  cost  of  our 
raw  materials  by  amortization.  If  that  is  too  much,  the  Government 
has  a  check  on  this  after  the  war,  within  three  years,  to  go  over  that 
tax,  and  if  it  has  not  dropped  that  much  by  reason  of  the  end  of  the 
war  the  Government  gets  the  extra  tax.  We  do  not  get  any  more 
profit  one  way  or  the  other,  but  we  will  have  enough  money,'  if  you 
amoitize  these  stocks,  to  conduct  our  business. 

In  other  words,  there  is  no  difference  between  a  buildinp  and  sup- 
plies.   The  act  gives  you  the  right  to  amortize  your  building  bought 
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at  higher  prices,  and  you  ought  to  have  a  right  to  amortize  the 
supphes, 

Senator  Penrose.  Have  you  prepared  an  amendment  ? 

Mr.  MgIlhenny.  I  will  just  put  in  the  word  "supplies"  in  addi- 
tion to  the  word  "  machinerjr " — 

Senator  Penrose.  I  think  it  would  be  well  to  dictate  to  the  stenog- 
rapher just  where  and  how  you  want  the  bill  amended. 

Mr.  McIlhenny.  Amend  section  234,  subdivision  8,  in  line  20,  by 
inserting,  after  the  word  "machinery,"  the  words  "material,  sup- 
plies." 

Senator,  has  anybody  discussed  the  question  of  inadmissible  assets 
at  this  meeting? 

The  Chairman.  No,  sir. 

Mr.  McIlhenny.  The  Sun  Co.  conducts  its  business  largely  through 
subsidiaries.  In  other  words,  this  company,  which  is  all  one  business, 
has  found  it  convenient  and  easier  to  comply  with  State  laws.  For 
instance,  if  it  wanted  to  go  into  the  production  field  in  Oklahoma 
it  found  it  better  to  take  out  an  Oklahoma  charter  for  its  Oklahoma 
business ;  or  if  it  wanted  to  go  into  Kentucky,  to  take  out  a  Kentucky 
charter,  etc.  So  these  companies  have  gradually  got  to  owning  a  lot 
of  subsidiary  companies. 

On  page  60  of  the  bill  it  provides  for  inadmissible  assets,  and  what 
I  speai  of  as  to  the  Sun  Co.  applies  to  every  corporation  in  America 
which  owns  subsidiary  or  affiliated  corporations. 

The  parent  corporation,  when  it  gets  its  dividends  from  the  sub- 
sidiary, does  not  have  to  have  any  income  tax  on  the  dividend.  And 
so  the  bill,  on  page  60,  says  that  in  figuring  up  this  invested  capital 
for  the  profits  tax  the  parent  corporation  can  not  include  in  its  in- 
vested capital  the  stock  of  those  companies  from  which  it  gets  its 
dividends. 

On  page  62  it  says  that  when  you  come  to  figure  up  your  invested 
capital  and  you  deduct  the  amount  you  have  invested  in  these  sub- 
sidiaries— for  instance,  if  the  corporation  is  a  million-dollar  corpo- 
ration and  has  a  hundred  thousand  dollars  invested  in  a  subsidiary, 
you  take  the  $100,000  for  your  million  dollars  and  you  have  $900,000 
left  as  invested  capital. 

In  1917,  imder  the  rulings  of  the  commissioner,  if  you  had  bor- 
rowed money,  you  could  offset  the  money  borrowed  against  these 
stocks  you  ^wn.  In  other  words,  if  a  group  of  men  took  a  million 
dollars  and  formed  a  corporation,  they  took  a  hundred  thousand 
dollars  of  that  money  and  they  put  it  into  stock  of  the  subsidiary. 
Then  they  go  to  the  bank  and  they  borrow  another  $100,000,  so  that 
they  have,  all  together,  a  million  bne  hundred  thousand  dollars  to 
use. 

Last  year  the  commissioner  ruled  that  in  such  cases  as  that  it  would 
not  be  fair  to  make  a  man  deduct  his  liability  of  a  hundred  thousand 
dollars  he  borrowed  from  the  bank  and  also  money  he  had  invested  in 
the  subsidiary.  So  the  commissioner  last  year  let  him  offset  ona 
against  the  other,  and  deduct  $100,000,  leaving  him  a  capital  on 
which  he  would  get  a  deduction  of  $900,000 

The  Chairman.  Assuming  that  the  $100,000  that  he  borrowed  was 
invested  in  the  subsidiary? 

Mr.  McIlhennt.  Yes;  but,  of  course,  you  can  not  trace  it.  It  is 
always  invested  in  a  subsidiary,  because  you  have  a  certain  amount 
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of  money,  and  if  you  do  not  use  it  for  one  thing  you  use  it  for  an- 
other. 

On  page  62  of  this  present  bill  it  says  that  you  must  take  both.  In^ 
other  words,  you  have  got  to  deduct  from  your  invested  capital  not 
only  the  money  you  put  in  your  subsidiary,  but  the  amount  of  money 
you  borrowed  from  the  bank.  In  other  words,  instead  of  having 
$900,000,  the  Government  only  lets  you  have  the  benefit  of  an  in- 
vested capital  of  $800,000. 

That  is  a  rather  complicated  and  technical  thing,  but  it  is  a  very 
real  and  important  thing  to  corporations  which  must  do  their  busi* 
ness  thi'ougnout  the  whole  country  as  against  corporations  localized 
in  one  State ;  and  a  corporation  like  the  Sun  Co.,  whose  subsidiaries. 
are  not  in  competition,  but  just  to  comply  with  the  various  States 
laws  throughout  the  country  they  have  round  it  convenient 

Senator  Thomas.  The  subsidiary  company  in  the  case  you  men- 
tion would  be  entitled  to  its  $100,000,  would  it  not? 

Mr.  McIlhenny.  Yes;  it  gets  a  deduction 

Senator  Thomas.  So  that  really  the  parent  company  does  not  loan 
that  $100,000? 

Mr.  McIlhennt.  No,  sir;  that  subsidiary  pays  tax  to  the  other. 

Senator  Thomas.  I  understand  it  does. 

Mr.  McIlhenny.  It  pays  tax  as  well,  and  the  Government  gets  the 
tax  on  the  money  that  that  subsidiary  earns;  and  there  is  no  reason 
why  it  should  get  the  tax  on  the  $100,000  that  it  borrowed  from  the 
bank. 

Senator  Thomas.  That  is  another  proposition. 

Mr.  McIiiHENNr.  All  we  ask  is  that  the  law  as  it  was  interpreted 
last  year  be  continued  this  year;  that  is  to  say,  that  you  can  not 
deduct  generally;  you  can  not  have  the  subsidiary  counted  as  being 
an  admissible  asset;  but  if  you  have  borrowed  money,  you  can  offset 
one  against  the  other,  because  the  Government  gets  its  tax  if  you 
borrow  the  money  just  the  same.    The  money  is  in  use  just  the  same. 

Senator  Thomas,  I  do  not  see  any  distinction  between  allowing 
capital  which  is  owned  and  disallowing  capital  which  is  borrowed, 
provided  it  is  used  in  the  business.  If  you  have  $100,000  to  go  into 
business  and  I  borrow  another  $100,000  and  go  into  the  same  busi- 
ness, you  would  be  allowed  your  $100,000,  and  I  will  not  be  allowed 
my  $i00,000  that  I  borrowed,  although  that  is  my  capital. 

Mr.  McIlhenny.  If  you  take  your  $100,000  and  put  it  into  corpo- 
ration stock,  you  have  not  got  $100,000.  You  have  nothing  invested 
at  all.  You  have  borrowed  it  all.  You  are  allowed  nothing,  because 
you  offset  the  $100,000  you  borrowed  against  the  $100,000  in  stock. 

If  you  have  $800,000,  this  bill  would  make  you  deduct  the  $100,000 
you  put  into  this  subsidiary. 

I  will  not  take  your  time  further,  because  the  hour  is  late. 

There  is  one  other  thing  that  I  would  like  to  present  as  repre- 
senting companies  which  are  conducted  through  allied  or  subsidiary 
companies. 

Last  year  we  were  allowed  to  file  consolidated  returns.  This  bill 
specifically  says  that  consolidated  returns  shall  not  be  allowed.  That 
is  a  great  inconvenience  to  a  corporation  running  its  business  with 
subsidiaries,  not  to  be  allowed  to  file  consolidated  returns. 

Senator  Smoot.  It  is  a  great  deal  better  for  the  Government. 


4:38  TO  PROVIDE  BBVENUE  FOR  WAR  PUBFOSES. 

Mr.  McIlhenny.  To  file  them  separately? 

Senator  Smoot.  Yes. 

Mr.  McIlhenny.  The  Government  would  get  more  taxes;  yes. 

Senator  Smoot.  That  is  the  object  of  the  bill. 

Mr.  McIlhenny.  It  makes  the  tax  fall  unfairly  upon  some  par- 
ticular company  in  the  group. 

Senator  Smoot.  They  have  subsidiary  companies ;  and  if  one  loses, 
it  would  be  given  credit  for  it ;  and  if  it  gains 

Mr.  McIlhenny.  If  this  parent  corporation  had  taken  all  its 
money  and  invested  it  in  plants,  in  property,  instead  of  subsidiary 
corporations,  it  would  file  a  consolidated  return. 

Senator  Smoot.  Take  a  newspaper  that  in  one  or  two  of  the  large 
cities  of  the  United  States  is  making  a  great  amount  of  money. 
That  same  newspaper  may  be  running  papers  in  different  cities  in 
the  United  States  and  every  one  of  them  be  losing  money.  The  suc- 
cessful companies  would  be  compelled  to  pay  a  higher  rate  of  taxa- 
tion ;  but  if  they  are  allowed  to  deduct  the  losses  that  they  are  sus- 
taining in  other  cities,  their  tax,  would  be  nothing  in  the  city  in 
which  they  are  making  large  profits. 

Mr.  McIlhenny.  Of  course,  if  those  seven  or  eight  newspapers 
were  all  owned  by  the  same  individual,  he  could  deduct  the  loss. 
Unless  they  are  separate  corporations 

Senator  Smoot.  They  can  deduct  the  losses  of  that  company  in  that 
particular  city.  It  is  not  owned  by  the  parent  company,  but  owned 
by  the  same  individual. 

Mr.  McIlhenny.  A  mercantile  business  such  as  this  oil  company  is 
conducting  find  that  they  can  obey  the  law  better  in  this  way 

Senator  Smoot.  Your  subsidiary  companies  are  organized  under 
the  laws  of  the  different  States? 

Mr.  McIlhenny.  Yes,  sir. 

Senator  Smoot.  A  different  corporation? 

Mr.  McIlhenny.  It  is  all  the  same  business.  The  business  is  ran 
as  an  entirety. 

I  think.  Senator,  that  I  have  nothing  further.  I  hope  very  much 
that  you  will  amortize  the  supplies  of  business,  because  I  think  when 
the  war  ends  that  there  will  be  a  very  difficult  period  of  adjustment 
otherwise. 

(A  statement  was  submitted  by  Mr.  McIlhenny,  and  is  here 
printed  in  full,  as  follows:) 

Philadelphia,  Pa.,  Septcmher  11,  1918. 
Hon.  FuBNiFOLD  McL.  Simmons, 

United  States  Senate,  Washington^  D.  C. 

Dear  Sib:  We  beg  to  send  you  this  letter  giving  some  reasons  why  the  pro- 
posetl  revenue  biU  should  be  modified. 

We  assume  that  the  first  and  most  sacred  task  of  the  American  people  is  to 
win  this  war  decisively  and  quickly,  and  therefore  an  adequate  supply  of  money 
must  be  provided ;  that  this  money,  so  far  as  practicable,  should  bo  raised  by 
taxation,  and  that  business  should  not  receive  extortionate  profits  as  a  result  of 
war  work. 

But  there  is  a  limit  beyond  which  taxation  defeats  its  own  purposes.  The 
limit  of  taxation  on  business  doing  w*ar  work  must  be  fixed  by  four  factors:  (1) 
Maintenance  of  production;  (2)  maintenance  of  credit;  (3)  avoidance  of  bank- 
ruptcy now  or  following  the  war ;  and  (4)  fairness  to  the  owners  of  the  business. 

It  Is  submitted  that  the  taxation  In  the  proposed  revenue  bill  exceeds  all  four 
of  these  factors. 

J^aintenance  of  production. — With  the  soaring  costs  of  everything  that  goes 
into  manufacture,  additional  capital  must  be  constantly  added ;  this  is  so  even 
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if  proiluctlon  is  not  increa«e<l.  Sufficient  new  capital  can  not  noW  l)e  obtained 
from  outside  sources.  Money  can  be  borrowed  from  the  banks  only  with  the 
greatest  difficulty,  and  to  float  loans  with  the  public  Is  out  of  the  question. 
AddltionnI  funds  must  come  from  earnings,  and  the  small  amount  of  earnings 
which  the  proposed  bill  permits  business  to  retain  is  not  sufficient.  If  the  bill 
Is  passed  in  Its  present  form  a  curtailment  of  the  production  of  necessary  war 
materials  must  necessarily  follow.  The  oil  business  is  a  fair  example  of  this 
proposition.  Every  oil  company  must  carry  a  large  supply  of  crude  and  finished 
oils  in  addition  to  all  of  the  other  supplies  it  requires.  No  manufacturer  carries 
more  rnw  and  manufacture<l  materials  and  supplies  thnn  he  needs,  and  any 
decrease  In  these  supplies  carried  means  a  decrease  in  production.  Crude  oil 
and  Its  products  have  been  Increasing  In  cost  50  per  cent  per  year  since  the  begin- 
ning of  the  wrtr.  Even  without  speeding  up  pro<Uictlon,  additional  capital 
lnveste<l  In  these  raw  materials  must  be  increased  50  per  cent.  This  equally 
applies  to  other  manufacturers,  to  department  stores,  and  other  lines  of  busi- 
ne.*«.    To  meet  this  a  suflicient  margin  of  earnings  over  taxes  must  be  aIlowe<i. 

Maintcnam^c  of  credit. — Business  must  constantly  get  some  credit  on  short- 
time  loans  from  banks,  but  present  conditions  render  it  impossible  to  procure 
large  credits,  and.  even  If  business  could  get  large  loans.  It  Is  not  safe  now  to 
become  heavily  extended.  That  Is  to  say,  safety  requires  that  business  should 
be  allowed  to  maintain  Its  production  out  of  earnings  instead  of  Impairing  Its 
credit  by  loans,  even  If  they  eould  be  obtained. 

Aroiffance  of  bankruptcy. — If  sufficient  earnings  are  not  allowed  to  the  busi- 
ness, it  will  either  be  compelled  to  decrease  production  or  attempt  to  extend  its 
cre<llt  beyond  safe  limits.  This  will  lead  to  bankruptcy  in  some  cases  before 
the  end  of  the  war.  If  business  is  to  avoid  financial  strain  after  the  war,  when 
prices  drop.  It  should  be  allowed  to  accumulate  a  sufficient  reserve  to  stand 
the  heavy  losses  which  will  be  entailed  In  the  shrinkage  of  the  value  of  its 
supplies.  For  example,  .say  a  grade  of  crude  oil  Is  now  purchased  for  $2  per 
Imrrel  (and  there  will  be  an  increase  rather  than  a  decrease  as  the  war  goes 
on),  when  the  war  endrf,  if  the  price  of  this  oil  drops  to  normal,  say  $1  per 
barrel,  the  oil  company  on  every  $2,000,000  now  Investe^l  in  oil  stocks  will  have 
a  positive  and  direct  loss  of  $1,0(X).    The  law  allows  no  compensation  for  this. 

Faimens, — It  is  not  proper,  either  for  the  national  welfare  or  in  fairness 
to  the  corporation,  to  compel  it  to  carry  on  its  books  its  high-priced  materials 
a  war  prices,  and  to  stand  the  loss  when  the  prices  drop.  The  proposed  law 
|)ermit8  amortlzathm  of  buildings  erected  at  war  prices  (sec.  234,  par.  8),  and 
It  should  permit  amortization  of  all  sorts  of  supplies  bought  at  war  prices. 
There  Is  no  argument  which  applies  to  buildings  which  does  not  apply  to  sup- 
plies, as  these  supplies  are  in  fact  a  part  of  the  investment,  for  without  them  a 
business  can  not  be  operate<l.  For  example,  an  oil  company  (and  other  busi- 
ness on  the  same  basis)  nuist  have  a  large  part  of  its  Invested  capital  in  raw 
and  finished  products.  An  oil  company  with  $10,000,000  of  capital  will  have 
on  the  average,  say,  between  $2,000,000  and  $3.000,0(X)  invested  in  oil  stocks. 
As  the  cost  of  these  oil  stocks  Increases  at  50  per  cent  a  year,  as  has  been  the 
case  since  1915.  the  excess  cost  of  these  stocks  wcmid  exceed  the  net  profits 
allowe<l  under  the  proposed  law.  Therefore,  at  the  end  of  the  war  the  loss 
by  reason  of  shrinkage  of  value  would  exceed  the  profits  allowed  under  the 
bill.  Unless  oil  stocks  may  be  amortized,  most  oil  companies,  from  a  financial 
stnndi)Olnt,  woidd  be  l>etter  off  to  discontinue  their  business  until  after  the 
war  and  get  rid  of  their  high-priced  raw  materials,  and  so  avoid  the  inevitable 
losses  which  must  follow  wlien  these  prices  drop  to  normal. 

The  rcmetty  for  the  foregoing  objections  to  the  bill. — A  large  part  of  the 
injustice  of  the  bill  as  above  outlined  could  be  avoided  by  amending  the  bill 
to  permit  amortization  of  raw  and  manufactured  materials  on  hand,  supplies, 
and  equipment  in  the  same  way  as  amortization  is  permitted  in  the  case  of 
buildings  under  section  234,  subdivision  8.  This  amortization  would  eliminate 
fictitious  earnings  on  the  books  and  would  allow  a  reserve  fund  necessary  to 
meet  the  increased  demand  for  new  capital  and  the  loss  which  will  follow 
when  prices  drop  to  normal.  If  the  bill  is  not  amended  in  this  way,  business 
must  curtail  its  supplies  on  liand  and.  as  a  result,  its  production.  As  an 
ofllcer  of  a  corporation,  I  must  protest  most  vigorously  against  the  above 
feature  of  this  proposed  bill,  which  would  make  the  corporation  keep  its  books 
so  as  to  show  fictitious  profits. 

fifime  other  objections  to  the  bill, — Section  326,  subdivision  5  (c),  stipulates 
that  investe<l  capital  does  not  include  money  borrowed  and  payable  within  a 
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year  or  capital  invested  in  so-called  inadmissible  assets.  It  does  seem,  how- 
ever, that  should  a  company  have  a  large  bonded  indebtedness  maturing  over 
a  period  other  than  one  year,  this  bonded  indebtedness  may  offset  the  inad- 
missible assets.  If,  however,  a  company  pursuing  its  regular  form  of  financing 
has  renewed  its  obligations  from  year  to  year,  they  are  penalized  for  so  doing. 
Such  a  provision  as  this,  which  precludes  the  possibility  of  offsetting  inad- 
missible assets  with  short-term  indebtedness,  accounts  paybale,  and  current 
liabilities,  is  indefensible.  As  an  illustration,  a  corporation  may  according  to 
its  practice  borrow  a  million  dollars  from  the  bank  on  short-time  obligations. 
That  same  corporation  may  use  this  money  to  finance  a  subsidiary  corporation. 
By  so  doing  the  company  would  have  to  deduct  $2,000,000  from  its  Invested 
capital,  or  a  net  loss  of  $1,000,000  in  invested  capital  due  to  the  transaction, 
whereas  the  corjwration,  according  to  the  best  boolskeeping  practice,  has  not 
added  to  or  taken  from  its  net  worth.  By  such  a  process  it  is  quite  impossible 
that  a  large  corporation  of  great  net  worth  might  have,  according  to  this  new 
law,  its  invested  capital  reduced  to  nothing  or  less  than  nothing.  There  is  no 
sound  reason  why  a  corporation  should  not  borrow  money  and  invest  this 
'money  In  a  subsidiary  corporation.  All  large  businesses,  such  as  an  oil  busi- 
ness, which  must  conduct  its  affairs  in  a  number  of  States  in  order  to  comply 
with  the  law  of  those  States,  have  been  compelled  to  take  out  new  charters, 
although  the  business  is  run  as  an  entirety.  These  subsidiary  companies  con- 
duct different  operations  and  do  not  lessen  competition.  For  example,  an  oil 
company  often  does  oil  production  work  in  one  State  under  one  charter  and 
in  another  under  a  charter  from  that  State.  In  1917  business  was  allowed 
to  offset  borrowed  money  against  these  stocks  In  subsidiaries,  and  this  should 
still  be  permitted. 

Consolidated  returns, — In  1917  consolidated  returns  were  permitted  in  the 
case  of  a  corporation  and  its  subsidiaries  where  95  per  cent  of  the  stock  own- 
ership was  identical.  The  reasons  for  permitting  consolidated  returns  are  too 
self-evident  to  Justify  taking  up  space  in  this  letter.   • 

Ainortisatinn  of  equipment. — In  section  234,  subdivision  8,  amortization  is 
allowed  on  buildings,  equipment,  and  facilities  acquired  after  April  6,  1917. 
Without  doubt  this  applies  or  should  apply  to  the  cost  of  oil  wells.  Section  9, 
however,  makes  this  provision  somewhat  confusing.  The  w^ordlng  should  be 
changed  In  section  9  or  entire  clause  left  out. 

•  Average  income  of  prewar  years. — ^A  company  should  be  permitted  to  earn 
on  its  present  Invested  capital  the  same  rate  of  Interest  as  it  earned  on  its  then 
invested  capital  In  prewar  years.  The  plan  in  the  proposed  bill  puts  a  premium 
on  a  business  which  has  a  large  invested  capital  as  against  the  business  with  a 
small  Invested  capital  and  superior  energ>',  industry,  and  ability  in  its  mun- 
ogement. 

Contributions. — Most  corporations  have  given  liberally  to  the  Red  Cross  and 
other  charitable  organizations.  An  enactment  of  this  law  will  make  further 
contributions  of  this  character  impossible.  We  had  hoped^and  it  surely  would 
be  proper — that  a  provision  would  be  inserted  in  this  law  permitting  an  exemp- 
tion from  net  income  of  all  contributions  made. 

In  conclusion. — If  corporations  in  this  country  are  to  avert  disaster  this  bill 
must  be  amended  so  that  the  books  of  the  corporations  can  be  kept  without 
showing  fictitious  profits  and  so  that  the  rate  of  tax  will  be  low  enough  to  let 
the  corporation  finance  the  increased  cost  of  supplies  and  to  prepare  for  the 
losses  which  will  Inevitably  accompany  the  decrease  In  prices  following  the  war. 

Respectfully  submitted. 

Sun  Co., 
Per  Francis  S.  McIlhenny, 

Vice  Presidio  t. 

The  Chairman.  We  will  now  hear  from  Mr.  D.  J.  Tompkins. 

STATEMENT  OF  UB.  D.  J.  TOMPKINS. 

Mr.  Tompkins.  I  will  consume  but  about  five  minutes;  perhaps 
less. 

The  revenue  act  of  October,  1917,  imposes  a  tax  of  1  per  cent  on 
the  premiums  written  by  insurance  companies — fire,  marine,  casualty, 
and  all  others;  life  insurance,  of  course,  although  life  is  a  little  differ- 
ent.   It  includes  also  fidelity  and  surety  companies. 
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I  repre«:ent  these  fidelity  and  surety  companies.  I  am  president 
of  one  of  them.  The  tax  is  all  right.  The  bill  permitted  the  fire, 
marine,  and  casualty  companies  to  make  a  monthly  report  to  the 
Internal  Revenue  Department  of  the  premiums  written  and  pay  the 
tax  of  1  per  cent  on  the  amount  stated  in  the  report.  That  was  easy. 
The  department  got  their  money  monthly,  and  it  was  quite  satis- 
factory. The  fidelity  and  surety  companies  were  treated  very  differ- 
ently m  the  bill.  They  were  subjected  to  a  stamp  tax.  That  is  an 
easy  way  of  getting  the  tax,  yes ;  but  it  is  a  very  troublesome  way  to 
the  companies.  We  not  only  have  to  affix  the  stamps  and  cancel  them, 
but  indorse  upon  each  bond  or  policy  a  certificate  as  to  the  amount 
of  the  premium  charged  and  the  rate  charged,  so  that  the  obligee 
receiving  the  bond  can  know  that  the  law  has  been  complied  with  as 
to  the  stamp  being  affixed  for  the  amoimt  of  the  premium.  These 
bonds  often  are  executed  in  duplicate.  The  duplicate  has  to  have  an 
indorsement  put  upon  it  to  the  effect  that  the  affixed  stamp  has  been 
affixed  for  the  rate  of  premium  upon  the  original. 

There  is  another  thing.  All  those  things  involve  a  large  amount  of 
clerical  work.  They  keep  from  one  to  three  clerks  busy  in  every 
fidelity  and  surety  company's  office.  Oftentimes  the  tax  is  pretty 
nearly  as  much  as  the  premium  when  they  are  written  for  a  short  term. 
The  fidelity  and  surety  companies  think  that  it  is  hardly  fair  to  put 
upon  them  the  burden  of  affixing  these  stamps,  when  the  fire,  marine, 
and  casualty  companies  can  make  the  monthly  report. 

These  monthly  reports,  like  the  form  I  have  here,  have  got  to  tally 
if  the  internal-revenue  commissioner  checks  them  up  with  the  annual 
reports.  They  have  ^ot  to  tally*  They  have  got  to  be  right.  The 
Government  is  not  losmg  money  in  that  operation,  and  it  is  very  much 
more  simple  so  far  as  the  companies  are  concerned. 

There  are  always  quite  a  proportion,  maybe  2  to  5  per  cent  of  the 
policies,  that  are  not  taken.  We  affix  a  stamp  on  them.  The  obligee 
consults  his  attorney  and  the  attorney  says, "  We  want  some  provisions 
in  this  changed."  That  stamp  is  wasted.  We  have  got  to  write  a  new 
bond  and  execute  it  over  again  and  pay  another  tax.  There  are  ti 
good  many  of  those  instances. 

Recently,  in  writing  bonds  required  under  the  Railroad  Administra- 
tion's regulations  from  shippers  and  consignees  in  respect  to  freight 
charges,  I  guess  fully  one-third  to  one-half  of  the  bonds  that  we  have 
written  since  the  1st  of  August  have  come  back  to  us  for  reissue, 
because  it  was  decided  by  somebody  that  they  wanted  different  roads 
included  under  the  bond,  one  or  more,  1  or  5  or  10.  So  we  had  to 
execute  them  over  again. 

Senator  Gore.  Have  you  any  idea  what  the  stamps  would  aggre- 
gate on  that  bunch  of  bonds? 

Mr.  Tompkins.  The  stamps  would  be  only  from  5  cents  to  20  cents. 

Senator  Gore.  I  mean  the  aggregate  amount. 

Mr.  Tompkins.  Oh,  the  aggregate.  The  aggregate  would  probably 
be  $30  or  more. 

In  many  instances  we  prefer  to  forego  the  stamps,  lose  them,  rather 
than  to  take  the  trouble  to  collate  them  and  go  to  the  internal-revenue 
collector's  office  and  get  them  redeemed.    It  is  a  great  bother. 

Now,  you  might  say  that  as  far  as  all  that  goes  you  do  not  care  very 
much  alJout  it.    But  if  the  fidelity  and  surety  companies  were  taken 
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out  of  the  stamp  section  and  put  into  the  monthly  report  section, 
like  fire,  life,  and  casualty  companies,  the  Government  would  get  a 
good  deal  more  revenue  by  it,  because  there  are  not  less  than  five — 
probably  seven  and  a  half  or  maybe  nearer  ten  millions — of  premiums 
written  annually  on  which  the  Government  now  loses  the  tax.  Why? 
Because  they  are  on  bonds  issued  to  States,  municipalities,  counties, 
and  public  bodies,  which  bonds,  under  the  decision  of  the  Supreme 
Court  in  the  Ambrozini  case  and  under  the  rulings  of  the  internal- 
revenue  commissioner  are  held  to  be  nontaxable  so  far  as  documentary 
stamps  are  concerned  that  it  is  an  interference  with  the  governmental 
functions  of  those  bodies  for  Congress  to  attempt  to  make  those 
obligations  subject  to  a  stamp  tax.     Therefore  they  have  to  go  free. 

Senator  Gore.  When  was  that  case  decided  ? 

Mr.  Tompkins.  I  do  not  know  just  what  year.  Senator,  but  it  is 
167  United  States  Reports,  page  1. 

Senator  Robinson.  Have  you  discussed  with  the  Commissioner  of 
Internal  Revenue  the  advisability  of  putting  your  cpmpanies  in  the 
class  that  make  monthly  reports? 

Mr.  Tompkins.  I  will  come  to  that,  Senator 

Senator  Thomas.  What  is  the  name  of  that  case  that  you  men- 
tioned ? 

Mr.  Tompkins.  Ambrozini  against  the  United  States,  167  United 
States,  page  1. 

Those  premiums  on  bonds  issued  to  States  and  municipalities  are 
oftentimes  large.  The  bonds  for  public  officials  are  large  and  the 
premiums  are  large.     The  aggregate  of  those  premiums  is  quite  large. 

Senator  Lodge.  If  you  were  just  charged  a  tax  on  the  premium  of 
those  bonds  and  I'eport  it  each  month,  that  tax  would  be  constitut- 
tional  and  you  would  pay  it 

Mr.  Tompkins.  That  tax  would  be  all  right.  It  forms  a  part  of 
the  amount  on  which  the  company  pays  the  income  tax.  There  is  no 
objection  to  that. 

Senator  Lodge.  If  it  were  collected  in  that  way  it  would  take  it 
out  of  the  objection  ? 

Mr.  Tompkins.  Yes,  sir.  It  would  be  paid  as  a  premium  tax.  We 
are  not  objecting  to  the  tax  at  all. 

Senator  Lodge.  Does  the  department  object  to  this? 

Mr.  Tompkins.  I  do  not  think  it  does.  I  wrote  on  June  4  to  the 
chairman  of  the  Senate  Finance  Committee,  Mr.  Simmons,  a  letter 
inclosing  a  brief,  a  copy  of  which  I  have  here,  suggesting  changes. 
I  sent  a  copy  of  that  letter  to  the  Internal  Revenue  Commissioner, 
Mr.  Roper,  who  replied  on  June  11  [reading] : 

Permit  me  to  thank  yon  for  your  very  Interesting?  and  suKgestive  letter  of 
June  4,  1918.  It  wiU  be  carefully  studie<l  and  considered  In  connection  with 
any  recommendations  which  I  may  be  ealle<l  upon  to  make  regarding  new  tax 
requirements. 

Senator  Robinson.  What  is  the  date  of  that  letter  ? 
Mr.  Tompkins.  June  11,  1918.    I  went  to  the  commissioner's  office 
this  morning  and  was  told  that  he  was  so  busy  that  he  could  not  see 

me  to-day. 

Senator  Robinson.  I  can  not  see  any  reason,  now,  why  it  should 
not  be  done.    It  seems  to  me  it  would  simplify  the  matter. 

Senator  Lodge.  I  think  so. 

Senator  Thomas.  Suppose  you  file  that  statement. 


TO  PROVIDE  BEVENUE  FOB  WAB  PUBPOSES.  443 

Mr.  Tompkins.  I  did  not  expect  to  bother  this  committee  with  the 
larger  matters.    I  did  not  expect  to  appear  before  you  to-day. 

The  Chairman.  We  will  s6nd  that  letter  to  the  commissioner  with 
the  request  that  he  present  to  the  committee  any  views  he  may  have 
in  respect  to  the  letter. 

Mr.  Tompkins.  The  Commissioner  of  Internal  Revenue  ? 

Senator  Penrose.  The  chairman  means  that  the  committee  will 
send  it. 

Mr.  Tompkins.  I  did  not  expect  to  appear  here  at  all,  because  I 
thought  it  was  not  important  enough  to  take  up  your  time  with.  I 
addressed  a  letter  to  you  this  afternoon  and  left  it  in  your  office,  re- 
ferring to  this  letter  and  inclosing  Commissioner  Roper's  letter. 

I  thank  you. 

The  Chairman.  The  committee  will  stand  adjourned  until  to- 
morrow morning  at  11  o'clock. 

(Thereupon,  at  5.30  o'clock  p.  m.,  the  committee  adjourned,  to 
meet  at  11  o'clock  a.  m.  to-morrow,  Saturday,  September  14, 1918.) 
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SATT7BDAY,  SEFTEMBEB  14,  1918. 

United  States  Senate, 
Committee  on  Finance, 

Washington^  D,  C. 

The  committee  met,  pursuant  to  adjournment,  at  11  o'clock  a.  m.  in 
the  committee  room.  Senate  Office  Building,  Senator  F.  M.  Sim- 
mons presiding. 

Present:  Senators  Simmons  (chairman),  Thomas,  Kobinson,  Gore, 
Jones,  Gerry,  Nugent,  Penrose,  Lodge,  Smoot,  Dillingham,  and 
Townsend. 

The  committee  resumed  the  consideration  of  the  bill  (H.  R.  12863) 
*'  to  provide  revenue,  and  for  other  purposes." 

The  Chairman.  We  will  hear  first  this  morning  Mr.  R.  J.  Hamil- 
ton. 

INCOME  TAX. 

STATEMENT  OF  HE.  E.  J.  HAMILTON,  SECEETAE7  OF  THE  AMEEI- 

CAN  EADIATOE  CO.,  WASHINGTON,  D.  C. 

Mr.  Hamilton.  Mr.  Chairman,  my  n^me  is  R.  J.  Hamilton,  of 
Chicago,  temporarily  residing  at  Washington. 

Senator  Nugent.  What  interest  do  you  represent? 

Mr.  Hamilton.  I  represent,  as  secretary,  the  American  Radiator 
Co.,  and  am  here  to  present  two  features  of  the  incojne-tax  and  excess- 
profit  tax  provisions  which  have  appealed  to  us  as  being  subjects  of 
public  interest,  and  not  so  specifically  of  a  special  interest  to  our- 
selves. 

The  first  feature  I  had  in  mind — and  very  informally,  because  I 
did  not  laiow  until  10  minutes  ago  that  I  was  going  to  be  heard — is 
one  which  concerns  our  company  specifically,  in  common  with  many 
others,  and  it  has  to  do  with  the  situation  of  companies  who  have 
built  up  organizations  and  businesses  in  foreign  countries.  Our  com- 
pany introduced  steam  and  hot-water  heating — modern  heating — in 
the  entire  Continent  of  Europe,  and  during  a  period  of  over  20  years 
have  built  up  a  large  organization,  with  factories  and  selling  organiza- 
tions in  the  various  countries  of  Europe,  at  the  moment  through  the  war 
being  confined  to  the  countries  of  England,  France,  and  Italy,  in  each 
of  which  we  have  factories  and  selling  organizations,  as  we  also  have 
in  Canada,  and  I  take  it  that  what  I  say  will  be  more  applicable  to 
Canada,  as  regards  the  number  of  concerns  affected,  than  it  will  be 
to  Europe,  though  in  our  case  the  European  situation  predominates. 

Senator  Smoot.  There  are  hundreds  of  institutions  similarly  situ- 
atoil  in  Europe. 
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Mr.  Hamilton.  Yes;  I  assume  so,  and  perhaps  a  thousand  in 
Canada. 

The  Chairman.  I  understand  you  to  say  that  you  not  only  sell  in 
Canada  and  these  European  countries,  but  you  have  factories  there? 

Mr.  Hamilton.  We  have  factories  in  each  of  these  countries. 

The  Chairman.  And  vou  haye  factories  in  this  country? 

Mr.  Hamilton.  And  factories  in  this  country. 

The  Chairman.  Do  you  sell  in  those  countries  the  goods  that  you 
produce  in  this  country? 

Mr.  Hamilton.  No,  indeed;  only  the  goods  that  are  produced  in 
those  countries.  We  started  in  Europe,  as  I  said,  over  20  years  ago, 
with  a  mere  nest  egg,  a  moderate  fmancial  investment.  Until  the 
current  year  there  have  been  no  dividends  paid  on  that  investment. 
It  has  accumulated  until  an  original  investment  of  slightly  over  a 
million  dollars  has  grown  to  an  investment  to-day  of  approximately 
$10,000,000.  This  year,  having  attained  a  certain  prosperity  over 
there  through  these  years  of  conservation  of  our  assets,  etc.,  we  are 
in  a  position  to  pay  fairly  generous  dividends  to  the  parent  company, 
the  home  company,  the  American  Kadiator  Co. 

Senator  Smoot.  Are  you  making  munitions  of  war  over  there? 

Mr.  Hamilton.  We  are  making  munitions  of  war  in  England, 
France,  and  Italy  on  a  very  generous  scale. 

The  Chairman.  They  are  separate  corporations? 

Mr.  Hamilton.  They  are  separate  corporations,  each  under  the 
laws  of  the  country  in  which  it  is  organized. 

Senator  Smoot.  -Subsidiary  compiles  ? 

Mr.  Hamilton.  A  hundred  per  cent  of  the  stock  of  each  one  is 
owned  by  the  American  Eadiator  Co.,  a  New  Jersey  corporation. 

Those  companies  have  already  actually  transmitted  to  us,  during 
the  year  1918,  a  sum  in  excess  of  $500,000  as  dividends,  and  are  in  a 
position  to  increase  that  amount  this  year,  and,  in  so  far  as  we  can 
see,  barring  the  exigencies  we  can  not  foresee,  of  course,  they  are  in 
a  position  to  continue  dividend  payments  in  the  future. 

Senator  Nugent.  Are  those  aividends  derived  from  the  manufac- 
ture of  munitions  or  the  manufacture  of  radiators  ? 

Mr.  Hamilton.  Both,  Senator. 

Senator  Nugent.  Can  you  segregate  them? 

Mr.  Hamilton.  We  can  segregate  them  perfectly.  I  might  say, 
however,  lest  our  situation  appear  in  a  false  light,  we  are  not  making 
any  more  money  making  munitions  this  year  or  last  year  than  we 
were  making  in  our  more  prosperous  days  in  the  manufacture  of 
boilers  and  radiators  alone.  There  is  no  question  of  profiteering  in 
the  manufacture  of  munitions. 

Senator  Nugent.  Are  you  manufacturing  munitions  under  con- 
tract with  the  American  Government  or  with  the  foreign  govern- 
ments? 

Mr.  Hamilton.  Under  contract  with  the  respective  foreign  gov- 
ernments of  the  countries  in  which  the  factories  are  located. 

As  regards  these  dividends  that  have  been  transmitted  to  us,  and 
may  be  transmitted  to  us  unless  we  find  it  necessarv  to  stop  the  flow, 
we  find  no  compensating  element  whatsoever  in  the  present  income 
and  excess-profits  tax  bill.  In  England,  France,  and  Italy  each 
country  has  an  excess-profits-tax  law  which,  although  quite  more 
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generous  in  its  exemptions  than  the  law  proposed  in  this  country 
now — and  that  is  literally  true — ^nevertheless  we  pay  up  to  80  per  cent 
in  each  of  these  countries  on  our  profit,  and  rightfully  so. 

The  Chairman.  Do  you  mean  to  say  each  of  these  countries  in 
which  you  manufacture  these  radiators  and  these  war  supplies  has  an 
80  per  cent  tax. 

Mr.  Hamilton.  A  maximum  80  per  cent  rate,  the  same  as  is  pro- 
posed in  this  country.  But  I  made  the  remark  in  passing  that  the 
exemptions  are  more  generous. 

The  Chairman.  I  did  not  know  that  all  of  those  had  practically 
the  same. 

Mr.  Hamilton.  They  have  now.  France  raised  hers  from  60  to  80 
last  year. 

Senator  Nugent.  Will  vou  be  kind  enough  to  furnish  the  commit- 
tee a  statement  showing  the  profits  derived  from  the  manufacture  of 
munitions,  as  well  as  those  derived  from  the  manufacture  of  radia- 
tors and  boilers? 

Mr.  Hamilton.  Yes ;  I  will  be  very  happy  to  do  so.  I  might  say 
that  our  final  net  profit  last  year  was  materially  less  than  10  per  cent 
of  the  actual  value  of  the  assets  employed  in  the  business.  I  want 
that  to  go  in  the  record. 

Senator  Smoot.  In  this  country,  as  well  as  foreign  countries? 

Mr.  Hamilton.  In  foreign  countries.  I  am  not  prepared  offhand 
to  speak  of  this  country.  It  is  around  that  figure.  I  think  it  was 
11.64  in  this  country. 

After  paying  an  80  per  cent  excess-profits  tax  over  there,  and 
bringing  what  is  left  over  here  and  then  paying  80  per  cent  on  that, 
it  leaves  4  cents  on  the  dollar.  Of  course,  I  am  not  oblivious  to  the 
fact  that  we  have  certain  exemptions  before  we  get  up  to  the  80 
per  cent.  But  each  of  those  companies,  as  well  as  the  parent  com- 
pany, assuming  the  present  bill  before  this  Congress  becomes  effec- 
tive, will  be  up  to  the  80  per  cent  bracket,  and  consequently  my 
statement  is  literally  true. 

Senator  Smoot.  There  is  not  any  doubt  about  it  at  all. 

Mr.  Hamilton.  We  can  not  brmg  dividends  in  from  the  foreign 
subsidiaries  unlCvSS  a  compensating  advantage  is  given  them  through 
the  element  of  invested- capital  or  prewar  profits.    That  is  my  point. 

Senator  Smoot.  In  other  words,  your  company  can  not  afford  to 
take  all  of  its  gains  in  the  foreign  country  for  the  privilege  of  get- 
ting 4  per  cent  of  the  gains  ? 

Mr.  Hamilton.  Exactly  so.  The  case  is  so  apparent  that  it 
scarcely  requires  elaboration.  And  the  bill  as  written  has  absolutely 
no  offsetting  or  compensating  advantage  for  that  investment. 

Senator  Smoot.  And  the  only  alternative  is  to  not  declare  the 
dividends? 

Mr.  Hamilton.  The  only  alternative  is  not  to  declare  the  divi- 
dends, and  it  is  perfectly  apparent  that  there  will  be  no  more  divi- 
dends. 

The  Chairman.  What  is  the  law  with  reference  to  dividends  in 
these  foreign  countries?  Is  there  any  permission  there  to  retain  a 
port  of  the  dividends  and  pass  it  to  surplus? 

Mr.  HA3tiLTON.  I  should  like  to  be  better  advised  of  the  facts 
through  our  European  manager,  who  is  arriving  in  Washington 
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this  afternoon,  to  speak  conclusively.  But  I  understand — and  this 
is  confirmed  by  my  monthly  observation  of  the  balance  sheet  of  our 
P'rench  company — that  they  permit  a  5  per  cent  reserve  to  be  set 
aside  specifically  as  a  reserve  without  taxation  . 

Senator  Smoot.  That  is  5  per  cent  on  the  capital,  not  5  per  cent 
on  the  crain  ? 

Mr.  Hamilton.  Five  per  cent  on  the  capital.  I  believe  it  is.  But 
I  hesitate  to  talk  on  that  subject  without  the  investigation. 

The  Chaibmax.  Are  you  going  to  furnish  the  committee  evidence 
with  regard  to  that  ? 

Mr.  HA3fiLT0N.  I  should  be  very  happy  to.  This  has  all  come  up 
so  suddenly  there  has  been  no  opportunity  for  investigation. 

Senator  Smoot.  Let  me  suggest  to  you  that  you  make  a  brief, 
and  in  that  brief  answer  the  questions  that  have  been  asked  vou  in 
this  hearing,  and  file  it  with  the  reporter,  to  he  a  part  oi  your 
remarks. 

Mr.  Ha3iilton.  I  shall  be  very  happy  to  do  that. 

The  Chairmak.  Suppose  you  take  a  concrete  case,  including  the 
operations  of  one  of  j^our  subsidiaries  in  France  or  England,  and 
work  out  the  amount  of  taxes  you  will  have  to  pay,  the  exemptions, 
etc.,  so  that  we  can  have  the  facts  with  reference  to  that  case  before  us. 

Mr.  Hamilton.  Yes.  I  shall  take  either  our  French  or  our  English 
company. 

The  Chairman.  Follow  up  your  net  income  from  that  source,  and 
what  would  happen  to  that  if  it  were  brought  over  here. 

]Mr.  Hamilton.  There  is  a  very  interesting  and  odd  situation  in  the 
Italian  law.  wherebv  thev  are  not  allowed  to  send  out  of  the  country 
divideiuls  greater  than  8  por  cent  on  the  capital  stock. 

Senator  Smck^t.  Capital  invested? 

Mr.  Hamilton.  Thev  have  held  it  as  capital  stock  in  our  ca3e,  and 
it  is  very  close  to  the  same  thing. 

Senator  Smoot.  Is  there  another  point  you  desire  to  speak  of? 

Mr.  Hamilton.  I  have  another  point  of  an  entirely  different  nature 
I  would  like  to  present. 

Th(»  other  j)oint.  perhaps,  concerns  the  American  Radiator  Co.  less 
than  tlie  average  company.  But  it  is  a  point  in  which  we,  as  a  repre- 
sentative firm,  with  the  interests  of  our  own  concern  and  the  business 
world  at  lar^e  before  us,  feel  should  be  presented  to  this  committee, 
and  althongh  we  are  s<df-rhosen  in  presenting  it,  we  trust  it  will  be 
accepted  as  on  behjilf  of  the  business  world  at  large. 

It  is  the  case  presented  by  the  inflation  of  inventories,  which  means, 
in  our  business  ])arlance,  finished  products,  raw  material,  etc.,  through 
the  inflation  of  inventories  at  this  time.  The  most  casual  inspection 
will  show  that  raw  materials  have  increased  in  value  since  the  pre- 
^^ar  i)eriod  on  the  average  between  two  and  one-half  and  three  times. 
Then*  is  a  formula  which  holds.  Take  wool,  copper,  wheat,  and  pig 
iron,  those  four  typical  raw  materials,  and  it  will  be  found  in  each 
case  that  the  present  price  is  api)roxiniately  two  and  one-half  to  three 
tinu^s  the  prewar  price.  It  is  quite  apparent  with  wheat.  I  Iwlieve 
the  price  before  the  war  has  been  said  to  be  92  cents.  The  present 
factor  is  approximately  two  and  one-half  times,  and  the  same  runs 
through.  Cotton,  I  believe,  will  be  bound  to  be  somewhat  above  that 
factor. 
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It  simply  means  that  the  entire  industrial  structure  of  America 
to-day  in  its  inventories  is  built  upon  these  inflated  values.  On  these 
inflated  values  profits  are  made,  dividends  are  declared,  and  taxes  are 
paid.    A  day  of  reckoning,  we  feel,  is  surely  coming. 

Senator  omoot.  It  is  indeed  coming. 

Mr.  Hamilton.  We  know  not,  of  course,  whether  these  inflations 
will  come  down  to  the  former  price,  or  below,  or  will  strike  on 
equilibrium  somewhere  between  the  prewar  price  and  to-day's  price. 
Be  that  as  it  may,  there  will  surely  be  a  deflation,  and  our  querry  is, 
What  is  going  to  happen  to  American  business  when  the  day  of  de- 
flation comes,  if  in  the  meantime  there  have  been  no  reserves  get 
aside,  not  only  on  the  books  of  these  concerns,  but,  perhaps,  it  should 
be  a  real,  liquid  reserve,  to  meet  this  contingency  or  calamity,  as  it 
may  prove  to  be  ?  We  feel  that  our  income-tax  law  practicaUy  makes 
this  necessary  conservation  impossible.  In  the  first  place,  it  is  going 
to  take  away  the  profits  up  to  80  per  cent  past  a  certain  point.  Then 
it  is  going  to  so  penalize  the  concern  for  retaining  even  its  exempted 
or  remaining  profits,  if  it  does  not  pay  those  out  as  dividends,  that 
it  is  going  to  be  the  rare  concern  which  will  have  the  financial  ability 
or  the  courage  to  maintain  a  sufficient  reserve  in  liquid  form  to  meet 
this  day  of  reckoning. 

Senator  Goke.  Do  the  British  make  any  provision  for  that? 

Mr.  Hamilton.  I  am  unable  to  answer  that.  Senator  Gore,  except 
in  this  way,  that  the  British  have  worked  out  their  income  and  ex- 
cess-profits taxes,  as  it  appears  to  us — and  we  say  this  without  criti- 
cism, because  we  have  as  our  interests  there  as  truly  as  here — in  a 
way  which  gives  recognition  to  the  demands  and  to  the  needs  of  the 
individual  case,  and  of  industry,  as  a  whole,  through  wise  exemp- 
tions, through  liberal  allowances  for  current  depreciation,  and  even 
more  liberal  allowances  for  war  depreciation,  and  through  a  multi- 
tude of  small  ways,  which  I  am  not  prepared  at  thi$  moment  to 
enumerate,  it  appears  to  us,  in  our  conduct  of  a  very  large  industry 
in  England,  that  they  are  making  it  possible,  if  not  through  specific 
action  of  law,  through  the  resulting  effect,  to  build  up  safeguards 
against  the  future. 

Senator  Gore.  They  vest  a  large  discretion  in  their  officers  and 
boards,  do  they  not? 

Mr.  Hamilton.  Very  large,  indeed. 

Senator  Gtore.  Making  it  more  flexible  in  individual  cases. 

Mr.  IlAMiL-iroN.  But  tnat  discretion^  Senator  Gore,  does  not  lie  so 
much  with  the  individual  officer  as  it  lies  with  the  rulings  made  along 
class  lines. 

Senator  Smoot.  The  exemptions  in  England  and  all  the  other 
countries  are  a  great  deal  more  than  we  have  ever  allowed. 

Mr.  Hamilton.  Hugely  more. 

Senator  Smoot.  Not  only  that,  they  are  based  upon  the  most  pBOs- 
perous  years  that  England  ever  had  in  her  whole  history,  and  ours 
based  iipon  the  business  when  business  was  almost  at  a  standstill. 

Mr.  Hamilton.  Perfectly  true. 

Senator  Townsend.  Mr.  Hamilton,  it  seems  to  me  that  there  is  a 
related  question  here,  which  has  been  brought  to  my  attention  sev- 
eral times.  Here  is  a  man  who  was  in  business,  we  will  say  in  the 
wholesale  merchandise  business.    When  the  war  broke  out  he  had  a 
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large  stock  of  goods  on  hand  at  prewar  prices.  My  attention  has 
been  called  to  one  case  in  particular,  where  immediately,  when  prices 
raised,  he,  of  course,  marked  up  the  price  of  the  goods  on  the  shelf 
that  had  been  bought  in  the  prewar  period.  He  had  an  advantage 
there  that  the  war  brought  him,  which  resulted  in  very  large  profits, 
immense  in  some  cases. 

Mr.  Hamilton.  Yes. 

Senator  Tow^nsend.  Does  that  offset  to  any  extent  this  question  of 
high-priced  inventories  ? 

Mr.  Hamilton.  That,  Senator,  should  offset  it  very  materially, 
if  the  i)eople  who  were  the  recipients  of  those,  we  might  say,  un- 
earned increments — it  is  not  an  unearned  increment,  as  economists 
know  that  term,  but  that  expresses  it  very  well ;  it  is  not  a  trading 
profit,  at  least,  it  is  a  nontrading  profit — if  they  foresaw  this  thing, 
and  wisely  set  that  aside,  and  did  not  declare  it  out  in  dividends,  or 
did  not  foolishly  spend  it,  or  did  not  put  it  back  in  anv  of  their 
plants,  and  did  not  turn  around,  as  most  of  them  did,  and  put  that 
profit  back  in  more  goods  at  the  then  price,  and  have  continued  to 
compound  the  operation. 

Senator  Smoot.  They  either  had  to  do  that  or  go  to  the  bank  and 
borrow  money  to  buy  the  goods. 

Mr.  Hamilton.  To-day,  and  beginning  last  year,  I  might  say,  that 
situation  has  stopped,  of  course,  the  tax  laws  here  taking  care  of  the 
situation  very  wholesomely,  I  am  not  contending  there  has  not  been 
a  certain  lack  of  foresight,  of  conservatism,  and  of  prudence  on  the* 
part  of  very  many  business  men.  In  our  own  company  I  want  to  sa}- 
we  have  built  up  a  very  large  reserve  against  the  depreciation  of  our 
inventories,  and  we  perhaps  less  than  the  vast  majority  of  cwicems 
need  any  protection  at  this  time.  But  we  chance  to  know  that  that 
is  not  the  situation  with  the  average  concern,  and  we  have  paid  taxe«, 
of  course,  on  the  revenue  we  have  set  aside. 

Senator  Smoot.  The  increases  have  been  more  gradual  than  the 
decreases  after  the  war  will  be.  When  even  peace  is  in  sight  and  the 
people  know  it  is  coming,  prices  are  going  to  drop  immeoiately. 

Mr.  Hamilton.  They  went  up  rather  gradually  and  they  will  come 
down  rather  suddenly. 

Senator  Townsexd.  That,  of  course,  is  speculative,  and,  I  think. 
altogether  probable.  But  the  fact  I  mention  is  a  fact.  As  I  5?ay,  I 
happen  to  know  of  one  case  where  immense  profits  were  made  out  of 
goods  that  were  bought  under  nrewnr  prices.  Now,  the  Senator  from 
Utah  says  thev  have  to  go  ana  borrow  money  from  the  banks  to  buy 
more  goods.    'They  had  those  profits. 

Senator  Smoot.  Or  used  those.  Let  me  call  attention  to  a  cum* 
that  I  know  of  that  will  perhaps  exemplify  the  remarks  that  have 
been  made  by  Mr.  Hamilton. 

Senator  Townsend.  I  see  the  force  of  your  argument  all  right*  Mr. 
Hamilton,  and  it  has  appealed  to  me  'many  times  that  then*  wa«i 
something  in  it.    But  I  am  thinking  about  the  other  end  of  it,  too. 

Mr.  Hamilton.  There  is  another  side  to  it. 

Senator  Smoot.  I  know  of  a  merchandise  house  in  the  West  that, 
before  the  war  carried  a  stock  of  $2,000,000  of  cotton  goods  only,  of 
every  description — common  goods  and  fine  cotton  laces — and  ther 
were  whole«-alers.  To-day  the  invoice  price  of  practicallv  that  ^me 
stock  of  goods  would  be  a  little  over  $0,000,000  instead  o^  $2,000,000. 
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Senator  Jones.  Has  that  concern  that  quantity  of  goods  on  hand 
to-day  ? 

Senator  Smoot.  They  have  that  quantity  of  goods,  and  the  in- 
voices will  show  it.  They  did  not  have  any  more  capital  stock  than 
the  it>*2,000,000.  They  have  borrowed  and  are  borrowing  over 
$3,000,000  to  meet  the  purchase  price  of  goods.  They  have  to  either 
go  out  of  business  entirely  or  else  they  have  to  buy  goods  at  the  price* 
they  can.  Not  only  that,  for  any  class  of  goods  how  that  they  pur- 
chase they  have  to  give  an  order  six  months  ahead.  They  have  obli- 
gated themselves  now  for  over  $2,000,000  worth  of  goods  to  be  deliv- 
ered within  the  next  six  months.  For  some  of  the  finer  goods  they 
have  to  give  an  order  nine  months  ahead,  and  they  have  to  order 
them  and  have  to  take  them  at  the  price  they  are  to-day.  The  query 
is:  Supposing  the  war  would  stop  now,  they  are  borrowing  more 
money  to-day  than  their  capital  stock  is,  and  I  had  the  manager  of 
the  institution  here  the  other  day  wanting  to  know  what  is  going 
to  happen  to  them  if  the  war  were  to  come  to  a  close  immediately.  I 
know  what  will  happen  to  them. 

Senator  Town  send.  What  will  happen  to  them  if  it  goes  on  four 
or  five  years? 

Senator  Smoot.  This  is  what  has  happened  and  it  will  happen 
again :  As  the  goods  were  sold  they  have  had  to  buy  goods,  and  per- 
haps even  at  an  advance  of  what  tliey  sold  the  goods  for.  But  all  the 
profits  they  have  made — and  they  have  made  profits  on  the  in- 
crease   • 

The  Chairi^ian.  They  have  made  profits  on  the  turnover,  too,  have 
th&y  not? 

Senator  Smoot.  But  under  the  bill  as  we  have  it  under  contempla- 
tion and  as  it  will  pass  there  is  not  any  doubt  of  that — ^those  profits 
will  be  taken  away  from  them.  And  then  if  the  goods  increase  they 
still  have  to  buy  or  else  go  out  of  business. 

Senator  Jones.  I  have  listened  to  remarks  of  that  kind,  which 
come  with  a  good  deal  of  assurance,  but  there  are  other  economists 
who  take  an  entirely  different  view  of  the  situation.  They  estimate 
that  at  the  present  time  everybody  is  saving  in  every  way  possible 
to  buy  liberty  bonds,  and  that  everybody  is  going  without  the  neces- 
saries of  life,  as  far  as  he  can  conveniently  do  so,  that  stocks  are 
being  kept  at  a  minimum,  and  that  after  the  war,  when  they  do  not 
have  to  buy  liberty  bonds,  and  when  business  starts  over,  instead  of 
having  this  great  deprevssion  and  all  that  sort  of  thing  there  will 
be  increased  activity.  There  is  quite  a  school  of  such  economists. 
And  whoever  is  going  to  read  the  future  is  the  man  who  is  going 
to  make  big  profits  arter  the  war  is  over.  But  I  think  the  fellow 
who  would  sell  the  future  short  at  the  present  time  is  just  as  apt 
to  make  a  mistake  as  the  fellow  who  would  go  long. 

Mr.  Hamilton.  Might  I  suggest,  Senator,  that  perhaps  the  com- 
plication in  the  schools  of  thought,  of  which  I  have  heard  a  good  deal, 
arises  in  the  difference  of  wheftier  you  are  talking  for  the  lar  future 
or  the  near  future.  I  do  noC  think  a  man  of  us  who  has  red  blood 
in  his  veins,  and  calls  himself  an  American,  is  going  to  sell  short  on 
the  long  future,  or  even  the  near  future.  But  three  months  is  some- 
times a  long  time,  just  long  enough  for  you  to  go  flat  broke,  as  it 
proved  in  1907. 
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Senator  Jones.  That  was  a  financial  panic,  and  I  do  not  think 
there  will  be  another  acute  financial  panic  under  our  present  system. 

Mr.  Hamilton.  That  was  accompanied  by  a  terrible  depletion  of 
inventory  values.    We  met  this  same  thing  with  our  company  then. 

Senator  Jones.  But  I  do  not  think  that  anyone  can  lay  down  ^js  an 
absolute  fact  any  statement  as  to  conditions  that  are  going  to  ^irevaAi 
•Sifter  the  war  is  over.  I  want  my  friend  Senator  Smoot  to  understand 
that  I  do  not  take  his  statements  as  the  law  and  gospel  of  business 
conditions  as  they  will  exist  after  the  war  is  over. 

Senator  I^dge.  I  should  hate  to  invest  money  in  a  company  that 
took  the  view  you  take  of  it. 

Senator  Jones.  I  would  hate  to  sell  short  on  the  supposition  that 
Senator  Smoot's  prophecy  is  going  to  obtain. 

Mr.  Hamilton.  I  have  been  asked  whether  there  will  be  any  con- 
structive suggestion  to  make  in  this  particular.  I  recognize  that 
anything  that  is  said  is  open  to  criticism,  and  that  there  might  be 
a  hundred  equally  good  suggestions.  But  it  would  not  be  fair  to 
say  what  I  have  said  without  at  least  offering  one  type  of  constructive 
suggestion.  But  I  fool  that  American  business  should  be  allowed 
some  designated  percentage  of  the  profits  to  be  tax  free,  provided 
the  same  be  kept  liquid,  and,  if  you  choose,  invested  in  liberty 
bonds,  and,  if  you  choose,  deposited  with  the  Federal  reserve  bank  of 
the  Treasury  of  the  United  States  or  otherwise  for  a  designated 
period,  to  end,  of  course,  at  sometime  after  the  close  of  the  war. 

I  assume  the  ordinary  good  concern  would  be  equally  protected 
by  being  allowed  to  carry  its  own  reserve.  Other  concerns  might  be 
temptecl  to  say  they  would  do  that  for  the  tax-extemption  feature, 
and  not  do  it.  But  in  some  way,  somehow — if  I  had  my  pei'sonal  way 
it  would  be  by  compulsion  in  the  bill — ^American  business  should  be 
compelled  to  protect  itself  in  this  particular.  The  man  who  knows 
would  do  it  any  way ;  the  man  who  does  not  know  ought  to  have  to 
do  it  for  the  common  good. 

The  Chairman.  Suppose  they  were  allowed  that  reserve  free  of 
taxes  and  would  build  up  a  great  reserve,  and  this  great  catastrophe 
that  you  foresee  should  not  come.  I  do  not  foresee  any  such  catas- 
trophe, I  must  confess.  I  am  not  a  pessimist  as  to  what  is  going  to 
happen  after  the  war  closes.  I  do  not  believe  that  business  is  coming 
to  a  standstill,  I  do  not  believe  there  is  going  to  be  anjr  great  slump 
for  a  number  of  years  after  the  war  closes.  Some  thinK  there  will 
be  and  some  think  there  will  not  be.  But  suppose,  in  anticipation 
of  the  conditions  that  you  so  seriously  apprehend,  we  allow  these 
corporations  and  individuals  engaged  in  large  business  to  set  aside  a 
fund,  which  you  call  a  reserve  fund,  as  against  this  slump  in  your 
inventories,  and  that  that  condition  does  not  materialize.  Is  that 
fund  to  escape  taxation  solely  because  you  had  an  apprehension  ? 

Mr.  Hamilton.  I  should  sav  not  necessarily  so. 

The  Chairman.  What  would  you  suggest  about  that? 

Mr.  Hamilton.  If  it  could  be  made  a  working  matter — ^and  I 
recognize  the  difficulties  of  it — there  is  no  reason  whatsoever  that  if 
there  be  a  reserve — and  again  I  want  to  say  this  is  only  one  chance 
thought  of  how  this  might  be  done — and  that  reserve  fund  were  in- 
vested, if  you  please,  in  Liberty  bonds  and  deposited  with  the  Treas- 
urer of  the  United  States,  it  could  be  returned,  less  the  proportion 
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of  the  taxes  or  less  such  taxes  as  would  have  been  paid  in  the  event 
the  future  shows  that  this  catastrophe  or  calamity  has  not  happened, 
as  represented  in  terms  of  reduced  commodity  values.  In  other 
words,  at  the  time  these  reserves  are  made  each  year,  the  amount  of 
income  tax  saved  thereby  could  be  distinctly  earmarked — ^I  am  cer- 
tain of  that — and  it  may  be  that  a  formula  could  be  worked  out 
whereby  at  the  close  of  this  set  period — one,  two,  or  three  years  after 
the  war — that  tax  would  or  would  not  be  returned,  depending  upon 
the  inventories  showing,  in  terms,  in  the  deflation  in  commodity 
values  to  the  corporations  concerned. 

I  should  like  to  say  for  the  record  that  what  I  have  said  is  not  a 
premonition  based  on  pessimism  whatsoever. 

The  Chairman.  I  think  it  would  be  exceedingly  unfortunate  if 
you  should  succeed  in  getting  this  country  to  agfee  with  you  in  the 
prediction  which  you  have  made.  I  hope  that  your  feeling  about 
this  is  not  that  of  the  general  business  interests  of  the  country. 

Senator  Robinson.  It  is  far  more  likely  to  occur  if  business  gen- 
erally feels  that  way  about  it  and  anticipates  it. 

The  Chairman.  That  is  exactly  what  I  mean.  Of  course,  I  do 
not  mean  to  say  that  you  ought  not  to  give  expression  to  your  view^s 
here  about  that  question,  but  I  do  feel  that  it  would  be  very  disas- 
trous for  this  countiy  at  this  time  if  the  business  sentiment  of  this 
country  should  l)ecome  crystallized  upon  the  idea  that  as  soon  as 
the  war  ends  we  are  to  have  a  great  slump  which  will  result  in  a 
panic. 

Mr.  HAMn.ix)N.  Do  you  think,  Senator,  that  that  is  a  fair  reflec- 
tion of  my  presentation?  Are  you  not  confusing  two  things?  I 
have  spoken,  and  spoken  only  and  solely  of  commodity  values,  and 
you  are  talking  in  terms  of  generalities  after  the  war.  I  absolutely 
agree  with  anything  you  can  say  in  terms  of  optimism  as  to  this 
country  for  the  long  pull  or  the  short  pull  after  this  war.  I  am 
talking  in  terms  of  commodity  values  alone.  I  do  not  think  the 
business  of  this  country  is  going  to  be  dragged  down  to  the  depths. 
I  quite  agree  with  you.  It  has  been  my  observation,  in  newspaper 
talk  and  mv  discussion  of  this  thing  with  business  men,  that  it  is  so 
easy  to  maKe  a  word  of  warning  regarding  a  specific  economic  fact 
distorted  into  a  cry  of  pessimism  along  general  lines,  and  I  protest 
against  any  such  constniction  of  what  i  have  said,  because  I  have 
not  meant  it. 

The  Chairman.  I  am  verv  c:hul  fo  hear  vou  stiv  that.  But  I 
thought  that  whcMi  you  said  your  inventories  would  suffer  a  disas- 
trous shuu]).  you  nunint  that  the  general  business  of  the  country 
would  be  inulei'tuin(Ml,  and  we  mip:ht  ])ossi])ly  find  ourselves  sikI- 
dcnlv  confroiitod  hv  a  nnnickv  condition. 

Mr.  Hamh/ion.  I  (».\i)ect  nothing  of  the  sort.  In  our  business  I 
exprcl,  siu(*e  we  are  directly  dependent  upon  the  building  industry. 
that  we  will  have  the  greatest  boom  the  world  ever  knew,  because 
to-dav  the  Ignited  States  as  a  whole  is  underhoused.  We  know  that. 
And  bui tiling  that  is  not  done  to-day  is  not  water  thnt  has  gone  over 
the  dam.  It  is  water  that  is  behind  the  dam,  waiting  to  come  over 
when  opportunity  offers.  No;  I  am  what  is  called  a  liowling  optimist 
on  the  prospects  of  the  btnlding  business. 
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Senator  Eobinsox.  As  to  commodities  that  relate  to  the  building 
business,  then,  the  end  of  the  war  will  tend  to  produce  an  advance 
rather  than  a  decline? 

Mr.  Hamilton.  I  can  not  think  so,  looking  back  in  terms  of  his- 
tory. The  1907  depression  is  the  only  one  I  know,  and  I  realize 
that  that  was  a  monetary  panic,  a!nd  that  we  have  some  reason  to 
say  it  will  not  happen  again.  Nevertheless,  there  has  been  a  work- 
ing up,  an  inflation,  until  something  gave  way ;  and,  by  the  way,  we 
are  against  a  pressure  now  which,  in  terms  of  foot  pounds,  I  sup- 
pose would  be  infinitely  greater  than  the  pressure  at  that  time,  and 
when  the  bubble  burst,  m  October,  1907,  commodity  values  went 
down,  just  as  we  fear  they  are  going  to  do  after  the  war,  and  yet 
the  year  1808  was  the  most  prosperous  year  our  company  ever  had, 
based  on  building  conditions. 

Senator  Jones.  Now,  you  take  the  factors  that  enter  into  the  pres- 
ent condition  of  inflation.  What  modification  will  there  be,  after 
the  war  ceases,  to  bring  about  a  deflation?  The  factors  which  have 
caused  the  present  inflation  will  obtain  after  the  war  is  over.  There 
may  not  be  any  increased  inflation,  but  the  money,  the  currency,  and 
the  credits  of  the  world  will,  after  the  war,  be  just  as  great  as  they 
are  now. 

Mr.  Hamilton.  Of  course.  Senator,  you  are  talking  of  things  so 
big  that  no  one  of  us  has  a  right  to  venture  more  than  a  modest  ex- 
pression. But,  in  my  own  opinion,  there  is  nothing  that  wnll  have 
happened  during  the  four  or  five  years  of  this  war,  or  whatever 
(hey  may  be,  to  change  the  fundamentals  that  obtained  before  the 
war.  Before  this  war  there  were  a  certain  number  of  people  on 
this  earth,  with  a  certain  amount  of  a  gold  supply,  and  a  certain 
amount  of  credit,  which,  in  my  humble  opinion,  is  primarily  based 
upon  the  supply  of  ^old  in  the  earth,  as  long  as  the  gold  standard 
obtains.  I  see  nothing  in  this  war  that,  when  the  war  is  over,  is 
going  to  justify  the  belief  that  commodity  values,  in  terms  of  gold, 
are  going  to  be,  on  the  average,  between  two  and  a  half  or  three 
times  what  they  were  before  the  war.  And  I  ask  you  the  question, 
what  is  there  about  the  war  that  is  going  to  cause  a  continued  in- 
flation of  between  250  and  300  per  cent  in  commodity  values,  ex- 
pressed in  terms  of  ffold,  when  the  gold  supply  is  not  increasing? 

Senator  Thomas.  The  momentum  which  has  been  produced  by  the 
war  will  carry  business  activities  along  for  a  good  while,  relatively 
speaking,  after  the  war,  and  the  depression  begins  two  or  three  years 
afterwards.  I  do  not  give  any  specific  time,  but  I  think  that  is  the 
economic  fact  in  history. 

Senator  Lodge.  There  is  no  question  of  that. 

Senator  Thomas.  I  recall  that  Mr.  Garfield,  in  one  of  his  very 
illuminating  financial  discussions  some  time  in  1867,  '68,  or  '69, 
said  that  the  expenses  of  every  Government  emerging  from  a  war 
will  slowly  rise  for  quite  a  considerable  period  afterwards,  and  the 
business  activities  caused  by  the  war  will  also  continue  for  some  time 
afterwards.    Then  a  period  of  depression  and  contraction  will  set  in. 

wSenator  Smoot.  But  the  contraction  in  conunodity  prices  begins, 
if  you  notice,  after  every  war,  nearly  at  the  time  peace  is  declared. 

Senator  Thomas.  No,  I  think  not.  I  know  that  wheat  and  other 
commodities,  as  late  as  the  fall  of  1866,  sold  for  more  than  they  did 
when  the  war  ended. 
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Senator  Lodge.  Senator,  take  the  great  Napoleonic  wars,  which 
are  the  nearest  to  this  as  a  parallel.  After  the  great  Napoleonic  wars, 
and  after  peace  in  1815,  there  came  the  greatest  period  of  distress  in 
England  ever  known. 

Senator  Thomas.  True;  but  not  immediately. 

Senator  Lodge.  Very  nearly  immediately.  It  reached  its  greatest 
in  1819,  at  the  time  of  the  passage  of  the  bullion  act,  and  the  dis- 
tress after  the  war,  within  a  year  or  two,  was  something  the  like 
of  which  had  never  been  known  in  England.  After  our  Civil  War, 
which  affected  only  one  country,  we  went  on  for  four  or  five  years, 
as  you  suggested,  and  then  came  what  I  am  old  enough  to  remember, 
and  what  you  are  old  enough  to  remember — though  we  were  both 
very  young  men  then — the  panic  of  1872,  which  prostrated  the  indus- 
tries of  this  country  for  several  years,  absolutely  prostrated  them. 
We  are  talking  as  if  we  shall  get  back  to  the  position  of  1914.  Think 
of  the  capital  that  has  been  destroyed.  Tnink  of  the  purchasing 
power  that  has  been  killed  out  of  existence,  all  of  which  we  have  to 
remake.  There  has  been  a  destruction  of  capital  and  credit  during 
this  war  such  as  the  world  has  never  imagined.  Who  is  going  to 
buy  ?  Who  is  going  to  make  up  those  billions  that  have  been  burned 
away  on  the  battle  field  ?  You  have  the  vast  destruction  of  capital, 
the  purchasing  power,  which  sooner  or  later  will  make  itself  felt. 

Senator  Tho^c as.  It  is  inevitable,  but  I  do  not  think  it  is  coming 
immediately  after  the  war. 

Senator  Lodge.  It  may  not  come  the  first  or  second  year,  but  it 
will  come.    It  is  as  inevitable  as  the  rising  of  the  sun. 

Senator  Smoot.  If  I  were  going  to  deal  in  commodities  I  would 
sell  them  short.  I  would  not  ouy  cotton  at  50  or  60  cents  or  wheat 
at  $2.50. 

Senator  Townsend.  This  occurs  to  me,  Senator  Thomas,  as  a 
fnotor  that  gives  me  no  little  uneasiness.  A  large  part  of  our  capital 
of  our  business  now  is  devoted  to  war  purposes.  That  is,  we  have 
millions  and  billions  invested  in  the  production  of  munitions  and 
such  things  as  that.    That  can  not  continue  after  the  war,  can  it? 

Senator  Thomas.  No. 

Senator  Townsend.  The  readjustment  of  capital  from  that  busi- 
ness to  other  business  is  going  to  be  disturbing,  in  my  judgment. 

Senator  Thomas.  Unquestionably;  but  it  will  not  be  an  abrupt 
condition. 

Mr.  Hamilton.  I  have  only  this  one  further  remark  to  make,  in 
the  light  of  all  that  has  been  said,  and  in  answer  particularly  to  the 
question  Senator  Jones  put,  that  I  feel  that  to-day  our  commodity 
values  are  based  upon  the  inflated  credit  produced  by  the  war,  and  in 
a  considerable  degree  in  this  country  and  in  a  greater  degree  in 
forei^  countries  upon  the  inflation  produced  by  their  bond  issues, 
and,  if  I  may  use  the  term,  their  fiat  money.  If  we  wish  to  continue 
our  commodity  values  in  this  country  after  the  war  on  the  basis  of 
fiat  money,  it  will  be  easy,  for  a  while  at  least.  But  if  we  are  going 
to  stick  to  the  gold  standard  of  value,  it  is  impossible  for  me  to 
see  how  we  can  maintain  commodity  values  at  250  to  300  per  cent 
with  the  same  supply  of  gold. 

Senator  Jokes.  When  the  war  ceases  these  expanded  credits  will 
aot  be  obliterated,  will  they  ?    ^ 

Mr.  Hamilton.  They  will  still  be  in  existence. 
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Senator  Jones.  And  be  a  basis  for  prices  then  to  the  same  extent 
they  are  now,  will  they  not? 

Mr.  Hamilton.  It  looks  to  me  as  if  you  were  taking  firmly  hold 
of  both  horns  of  the  dilemma. 

Senator  Jones.  You  will  not  retire  your  bonds  and  you  will  not 
retire  your  certificates? 

Mr.  HAim/roN.  Something  has  to  happen.  But  you  have  taken 
firmly  hold  of  both  horns  of  this  dilemma,  and  sooner  or  later  you 
will  have  to  let  go  of  one  of  them  after  this  war.  I  do  not  know 
which  one  you  are  going  to  let  go.  Either  commodity  values  axe 
going  down — ^that  is  one  dilemma.  The  other  dilemma  is^  you  are 
gomg  to  keep  firmly  hold  of  the  theory  and  idea  of  inflation  based 
upon  liberty  bonds  and  money  not  backed  up  by  gold;  and  if  you 
stick  to  the  second,  I  do  not  care  to  be  a  prophet  as  to  what  is  going 
to  happen. 

Senator  Jones.  We  expect  gradually  to  retire  the  bonds.  At  any 
rate,  that  is  the  hope  of  all  of  us. 

Mr.  H[AMiiiT0N.  Where  are  you  going  to  get  the  money  to  do  it? 

Senator  Jones.  By  taxation. 

Mr.  Hamilton.  That  is  why  we  feel  we  ought  to  have  a  little 
reserve  left  now. 

Senator  Townsend.  Are  you  through  with  that? 

Mr.  Hamilton.  I  am  through. 

Senator  Townsend.^  I  want  to  speak  about  the  other  point  you  have 
made,  because  I  have  just  received  a  letter,  as  I  suppose  every  member 
of  the  committee  has,  from  residents  of  Canada,  claiming  they  are 
subject  to  double  taxation,  and  I  want  to  know  if  there  is  any  dif- 
ference in  your  situation  in  regard  to  your  business  there  from  what 
the  situation  is  in  Great  Britam. 

Mr.  Hamilton.  They  are  absolutely  identical.  We  own  every  share 
of  the  stock  in  the  factory  in  Canada.  I  am  not  unconscious,  Senator, 
of  this  difficulty  which  you  will  encounter  when  you  try  to  read  this 
into  the  law,  and  perhaps  it  is  a  duty  to  state  the  other  side  of  the 
case,.which  is  this,  so  Dr.  Adams  of  the  Treasury  Department  tells  me, 
and  I  think  it  is  true,  that  the  fundamental  of  the  present  law,  and  of 
the  new  law,  will  be  invested  capital,  and  must  be  based  on  first  cost, 
and  not  appreciated  value.  We  have  no  argument  against  that.  But 
this  law  must  not  be  made  so  broad  that  it  will  allow  the  man,  if  you 
please,  who  has  bought  a  town  lot  in  Montreal  at  $100,000,  which 
purchase  has  increased  throuffh  appreciation,  and  not  by  sale,  to 
^1,000,000,  to  use  a  million  dollars  as  invested  capital.  You  do  not 
allow  that  over  here,  and  you  should  not  allow  it  in  your  investment 
over  there.  By  the  same  token,  if  we  buy  for  investment,  and  not  in 
the  course  of  business,  100  shares  of  stock  in  the  Canadian  corpora- 
tion at  $100  a  share,  and,  still  holding  it  on  our  books  at  $100  a  share* 
it  rises  to  $200  a  share,  we  should  not  be  permitted  to  put  that  in  as 
invested  capital  at  $200  a  share  in  Canada,  because  we  are  not  allowed 
to  do  it  here.  But  when  we  put  our  money  in  a  subsidiary  company 
there,  engaged  in  our  own  business,  our  contention  is  that  it  should 
have  the  same  consideration,  no  more  and  no  less,  as  a  like  subsidiary 
company  in  this  country,  in  which  our  earnings  therefrom,  as  reflected 
by  dividends,  should  be  given  a  proper  expression  through  a  pro- 
portionate use  of  their  invested  capitisil.    I  do  not  mean  to  contend 
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that  we  should  be  allowed  to  use  the  value  of  these  foreign  company 
stocks,  or  their  capital  plus  their  surplus  value,  their  book  value,  as 
our  invested  capital,  except  when  and  as  to  the  extent  that  they  de-. 
clare  dividends  to  us.    Do  I  make  myself  clear? 

Senator  S3100T.  Perfectly. 

Senator  Townsend.  I  understand  you. 

Mr.  Hamilton.  Otherwise,  you  will  be  called  upon  to  give  us  an 
allowance  for  invested  capital  which,  if  we  do  not  declare  dividends, 
will  not  result  in  any  corresponding  gain  to  our  Government,  which 
would  be  entirely  unfair. 

Senator  Townsend.  You  will  submit  your  suggestion  in  writing? 

Mr.  Hamilton.  If  you  choose  to  have  me  do  so. 

Senator  Smoot.  Just  the  answers  to  the  questions  you  desire  to 
ans^'er. 

The  Chairman.  Mr.  Hamilton,  I  want  to  understand  you  a  little 
better  than  I  do.  I  understand  that  your  belief  is  that  at  the  close 
of  the  war  there  will  be  a  readjustment  of  commodity  prices? 

Mr.  Hamilix)n.  A  readjustment  downward.  Whether  it  will  be 
immediate  or  more  gradual  I  would  not  undertake  to  say  positively. 
But  my  feeling  is  that  it  will  be  rather  abrupt. 

The  Chairman.  But  you  do  not  feel  that  that  would  necessarily 
interfere  with  the  general  prosperity  of  the  country;  the  prosperity 
would  simply  be  based  upon  a  different  condition  as  to  commodity 
prices? 

Mr.  Ha3iilton.  I  do  not  feel  that  the  general  prosperity  of  this 
country  will  be  affected,  except  to  the  extent,  perhaps,  that  this 
affects  it.  and  what  that  will  be  I  will  not  undertake  to  say.  It  might 
be  that  tne  effect  will  be  only  moderate."  I  fear  that  the  effect  will  be 
for  more  than  a  moderate  eftect. 

The  CitAiR^rAN.  So  far  as  the  demand  for  the  staple  products  of 
this  country  is  concerned,  while  they  may  be  affected  by  a  discontinu- 
ance of  war  activities,  there  will  be  other  activities  that  Avill  in  a  meas- 
ure take  the  place  of  those  activities,  which  will  call  for  a  large  demand 
for  these  things.  For  instance,  there  has  to  be  a  world-wide  rehabili- 
tation to  some  extent  here,  but  to  a  verv  much  greater  extent  in  the 
warring  countries  of  Europe,  and  for  the  purpose  of  reconstruction 
and  rehabilitation  there  will  be  a  very  active  demand  for  many  years 
for  many  of  the  staple  products  of  this  country. 

Senator  Lodge.  You  do  not  think  that  the  purchasing  power  is  at 
all  affected  bv  the  existence  of  the  war? 

The  CirAiRMAx.  I  would  not  say  that  purchasing  power  would  not 
}ye  affected,  but  what  I  would  say  would  be  that  there  will  be  still  a 
great  demand  for  our  products,  a  greater  demand,  probably,  than 
there  was  before  the  war. 

Senator  Lodge.  Who  has  the  money  to  buy  ? 

The  Chairman.  I  do  not  think  any  money  has  actually  been  de- 
stroyed. 

Senator  Lodoe.  No  capital  has  been  destroyed  ? 

The  Chairman.  No  gold  has  been  destroyed,  the  basis  of  money. 
There  is  as  much  gold,  and  more  gold,  in  the  country  to-day  than  there 
was  before. 

Senator  Lodge.  When  you  come  back  to  the  gold  standard,  then 
you  will  have  the  pinch. 
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The  Chairman.  I  was  not  seeking  to  get  into  a  financial  discussion. 
What  I  desired  to  get  from  the  witness  was  whether  he  felt  that  the 
adjustment  of  commodity  prices,  which  he  predicts,  would  necessarily 
interfere  to  a  very  serious  extent  with  world  prosperity  for  a  number 
of  years,  at  least,  after  the  conclusion  of  peace. 

Mr.  Hamilton.  Directly  answering,  I  think  it  will  seriously  inter- 
fere with  world  prosperity  for  a  period,  long  or  short  I  know  not; 
but  at  a  very  critical  period,  and  in  a  way  which  will  seriously  retard 
the  otherwise  natural  coming  of  the  prosperity  which  we  feel  would 
be  based  not  only  upon  the  release  of  material  things  but  perhaps 
idealistically,  as  I  feel  it,  on  the  psychological  element,  which  is  going 
to  spring  up  in  the  heart  of  every  one  of  us  upon  the  conclusion  of 
peace.  I  feel  that  much  of  this  prosperity  we  are  predicting  is  going 
to  be  based  on  a  psychological  ^ound  not  wholly  on  a  material 
ground.  If  I  based  it  on  a  material  ground  I  would  not  be  the  opti- 
mist I  am. 

The  Chairman.  It  is  a  fact  that  a  great  many  well-informed  and 
far-sighted  business  men  in  the  country  feel  that  when  the  war  closes 
we  will  still  have,  for  at  least  a  short  period,  a  continuance  of  very 
decided  prosperity  in  business  and  very  great  activity? 

Mr.  Hamilton.  I  am  not  prepared  to  say  whether  that  is  the  con- 
sensus of  opinion  or  not. 

The  CirAiRMAN.  I  am  not  asking  you  if  that  is  not  the  consensus. 
1  want  to  know  if  you  do  not  know  that  is  the  opinion  of  well-in- 
formed and  far-sighted  business  men  ? 

Mr.  Hamilton.  I  do;  and  in  this  opinion  I  share. 

Senator  Gore.  I  find  it  considerably  divided.  I  want  to  ask  you 
if  your  proposition  is  general  as  to  the  decline  of  commodity  prices, 
or  do  you  think  special  conditions  affecting  some  conimodities  will 
rescue  them  from  decline  ? 

Mr.  Hamilton.  My  rather  limited  observation.  Senator  Gore,  is 
that  if  the  chief  commodities — ^iron  (which  means  steel),  cotton, 
copper,  and  wheat — decline  through  natural  and  not  artificial  causes, 
the  natural  causes  that  cause  that  decline  in  those  commodities  will 
surely  eventuate  in  the  decline  of  other  commodities. 

Senator  Gore.  Unless  the  natural  causes  are  neutralized  in  some 
instance.  What  I  had  in  mind  particularly  were  the  commodities 
not  produced  in  the  central  allied  countries,  but  were  their  prime 
necessities,  such  as  cotton.  They  do  not  produce  cotton  in  the  cen- 
tral allied  countries.  They  have  a  famine  of  cotton ;  they  are  naked. 
Russia,  Turkey,  Austria,  and  Germany  will  be  naked  so  far  as  cotton 
clothing  is  concerned.  It  seems  to  me  that  will  create  an  extraordi- 
nary demand  for  cotton  that  might  except  it  out  of  this  general  rule 
and  general  decline ;  perhaps  copper,  too. 

Mr.  Hamilton.  Copper,  too.  You  might  also  make  the  same  argu- 
ment for  wheat,  and  to-day  pig  iron  is  being  produced  in  the  central 
powers  at  an  accelerated  rate  never  before  known. 

Senator  Gore.  It  would  not '  come  within  the  exception,  then. 
Whatever  they  are  producing  would  not  come  within  the  exception. 

Mr.  Hamilton.  No;  quite  true.  Perhaps  pig  iron  would  be  an 
exception  to  the  particular  thing  you  have  in  mind.  But  vou  find 
tliat  commodity  values  seem  to  follow  one  another  through  causes 
which  we  do  not  understand.    But  the  currents  run  deep,  and  all  you 
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have  to  do  to  prove  that  is  to  take  this  situation,  which,  as  I  have 
said,  barring  cotton  alone,  and  that  only  in  recent  times,  shows  there 
was  a  factor  of  two  and  one-half  times  which  was  almost  a  constant. 

I  thank  you  very  much  indeed  for  your  courtesy. 

The  Chairman.  We  are  much  obliged  to  you,  Mr.  Hamilton.  We 
will  now  hear  from  Mr.  W.  S.  Smith. 

AUTOMOBILES  FOR  HIRE. 

STATEMENT  OF  ME.  W.  S.  SMITH. 

Mr.  SMiTir.^  Mr.  Chairman,  I  do  not  think  I  will  take  very  much 
time.  My  object  in  coming  here  is  to  increase  the  revenue  for  the 
Government.  We  are  in  the  sightseeing  business  in  Boston,  Phila- 
delphia, New  York,  and  Washington.  When  the  last  war  tax  was 
paid  I  had  up  with  Commissioner  Eobey  the  subject  of  taxing  sight- 
seeing cars,  and  he  asked  me  to  present  a  bill  to  him,  which  we  did, 
and  I  will  read  it.    This  is  the  bill  before  you. 

Senator  Dillingham.  What  section? 

Mr.  Smith.  Paragraph  11  and  paragraph  12,  page  143.  That  it 
puts  it  up  to  the  companies  to  pay  the  tax.  Most  of  the  companies 
operating  are  irresponsible.  They  do  not  keep  books,  and  operate 
perhaps  two  or  three  months  in  the  year,  and  it  would  be  pretty  diffi- 
cult to  collect  it  from  a  great  many  of  them.  We  believe  that  sight- 
seeing companies  should  collect  a  tax  from  the  passengers  they  carry, 
the  same  as  the  railroads  and  steamships.  If  you  calculate  all  the 
automobile  and  bus  and  stage  lines,  it  would  bring  in  a  very  large 
revenue.  There  is  the  Yellowstone  Park  stage  line  and  the  Fifth 
Avenue  bus  line  that  do  a  very  large  business. 

As  to  automobiles,  you  have  here  in  Washington  dozens  of  men 
who  own  one  car  only  and  do  a  sightseeing  business.  The  bill  re- 
ported out  by  the  ^Vays  and  Means  Committee  puts  a  tax  on  the 
man  owning  three  cars.  He  must  own  three  cars  before  he  is  taxed. 
In  Boston  we  have  two  men  who  own  three  cars.  They  will  drop 
down  to  two;  they  will  lease  two  cars  to  their  drivers  and  escape 
the  tax.  One  automobile  should  be  taxed  doing  the  same  business  as 
the  three  automobiles. 

You  have  two  lines  running  here — motor  lines.  One  runs  to 
Frederick,  and  the  otlier  runs  out  here  about  33  miles  to  some  city  I 
have  forgotten  the  name  of.  They  are  operating  14.  cars,  carrying 
passengers.    They  should  pay  a  tax. 

Senator  Thomas.  What  do  you  think  of  Mr.  Fitzgerald's  sugges- 
tion yesterday — of  placing  a  direct  tax  of  $20  a  vehicle  upon  all 
vehicles  used  for  the  carrying  of  passengers  throughout  the  country — 
in  place  of  this? 

Mr.  Smith.  That  would  not  bring  in  nearly  as  much  revenue,  if  it 
is  revenue  you  want. 

Senator  Thomas.  He  said  it  would  bring  in  eight  or  ten  times  as 
much. 

Mr.  Smith.  We  are  doing  a  business  of  $150,000  a  year.  We 
would  pay  in  $15,000 — 10  per  cent. 

Senator  Thomas,  ^ATiat  I  want  to  get  in  is  something  you  can  not 
pass  on,  if  I  can. 
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,  Mr.  Smith.  Something  you  can  not  what? 

Senator  Thomas.  You  can  not  pass  on. 

Mr.  Smith.  Pass  on  to  the  public? 

Senator  Thomas.  Yes. 

Senator  Smoot.  Then  we  can  not  get  the  revenue. 

Senator  Thomas.  That  may  be. 

Senator  Lodge.  You  mean  something  direct  on  cars? 

Senator  Thomas.  Yes. 

Mr.  Smith.  You  have  a  bill  which  taxes  the  cars  of  the  company — 
the  Ways  and  Means  bill,  page  148. 

Senator  Thomas.  I  understand. 

Mr.  Smith.  Page  148  taxes  every  automobile. 

Senator  Lodge.  Those  are  not  automobiles  run  for  hire. 

Senator  Thomas.  His  proposal  is  to  put  another  tax  in  place  of 
this  5  per  cent  tax  of  $20  per  car  upon  all  cars  used  for  hire. 

Senator  Townsend.  How  many  cars  do  you  have? 

Mr.  Smith.  We  operate  about  25  cars. 

Senator  Townsend.  Then  you  would  pay  $500? 

Mr.  SMrrn.  We  will  pay  $500. 

Senator  Townsend.  What  will  you  pay  at  5  per  cent? 

Mr.  Smith.  $7,500.  If  the  tax  is  10  per  cent,  we  will  pay  $15,000. 
If  this  law  should  pass,  it  would  drive  us  out  of  business,  provided 
it  is. retroactive. 

Senator  Dillingham.  Yours  are  the  large  cars,  are  they  not? 

Mr.  Smith.  No.  We  operate  11  and  14  passenger,  mostly.  We 
have  one  18  passenger  car  in  Washington.  ' 

Senator  Dillingham.  They  differ  radically  from  the  automobiles? 

Mr.  Smith.  From  the  automobiles,  yee. 

Senator  Dillingham.  Of  the  auto  service? 

Mr.  Smith.  Yes.  This  bill  of  the  Ways  and  Means  Committee,  if 
it  was  retroactive,  would  legislate  us  out  of  business.  It  would  call 
for  the  payment  of  fifteen  or  twenty  thousand  dollars  a  month,  and 
our  business,  of  course,  has  been  in  pretty  bad  shape  since  the  war. 
We  have  had  a  great  deal  to  contend  with.  Gasoline,  tires,  and  wages 
are  very  much  higher,  and  fares  have  not  been  increased.  We  have 
not  increased  any  fares. 

Senator  Jones.  But  you  have  had  an  increased  patronage,  have 
you  not? 

Mr.  Smith.  No,  sir.  Our  business  in  the  citv  of  Boston  for  Julv 
and  August  this  year  shows  a  falling  off  of  nearh'  $10,000  for  the  two 
months. 

The  Chairman.  Are  all  of  your  cars  over  seven  passengers? 

Mr.  Smith.  Xo;  we  have  some  sevon-passengor  cars.  AVe  have 
none  in  Washington.  We  have  none  in  NeAv  York.  AVe  have  some 
in  Boston. 

Senator  Jones.  I  referred  to  your  business  liere  in  Washington. 

Mr.  Smith.  Our  business  in  Washington  shows  a  falling  off  for 
August  of  $1,076. 

Senat-or  Jones.  I  do  not  mean  in  dollars,  but  in  the  number  of 
passengers  carried. 

Mr.  Smith.  That  would  be  the  number  of  passengers.  It  is  $1 
or  $1.50  per  passenger. 

Senator  DiLLiNGiiA:\r.  Compare  it  with  the  same  period  last  year. 
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Mr.  Smith.  $1,076  in  August,  and  $1,057  in  July,  with  greatly  in- 
creased expenses  here.  .        i  •  i 

The  Chairman.  You  are  first  objecting  to  the  manner  m  which 
the  tax  is  levied.  You  think  it  ought  to  be  levied  upon  the  pubhc 
instead  of  the  company  ? 

Mr.  SMriH.  Yes;  I  think  so;  upon  the  pubhc. 

Senator  Townsend.  Would  you  not  do  that  any  way  ? 

Mr.  Smith.  Put  it  upon  the  public  ? 

Senator  Townsend.  Yes.  If  this  tax  is  put  on,  would  you  not  in- 
crease the  fares? 

Mr.  Smith.  We  would  have  to  increase  the  fares :  yes. 

Senator  Townsend.  You  would  collect  it  from  the  public,  then, 
whether  the  Government  says  so  or  not,  would  you  not? 

Mr.  S3IITH.  We  probably  would:  yes;  but  if  they  make  this  bill 
retroactive  it  woulcl  come  hard  on  tlic  companies. 

Senator  Thomas.  Then  you  could  not  do  it  as  to  the  retroactive 

part-  , 

Mr.  Smith.  No.    And  I  do  not  think  there  is  a  company  in  the 

countrv,  including  the  Fifth  Avenue  Bus  Co.,  that  could  possibly 

stand  it.    It  would  go  back  to  the  13th  of  June.    But  the  steamships 

carry  people,  and  the  railroads  carry  people,  and  the  people  their 

increased  tux. 

The  Chairman.  Then  I  understand  you  to  contend  that  there  is 
no  reason  why  the  tax  on  the  incomes  of  automobiles  should  not  be 
as  high  as  upon  sight -seeing  cars  ? 

Mr.  Smith.  It  should  be  just  as  high,  certainly. 

The  Chairman.  One  is  10  per  cent  in  the  bill  and  the  other  is  5, 
and  when  it  reaches  gross  income  your  idea  is  that  it  should  be  the 
same  in  both  cases  ? 

Mr.  Smith.  Yes;  because  the  touring  car  does  a  sight-seeing  busi- 
ness throughout  the  countrv.  You  take  Washingtcm.  Every  corner 
has  a  mr  for  hire.  It  is  taking  the  stranger  about  Washington,  show- 
ing him  Washington.  Take  Jacksonville,  Fla.  There  are  150  tour- 
ing cars  there.  We  have  a  trip  to  St.  Augustine,  the  same  as  they 
do.    They  should  be  taxed  the  same  as*we  are  taxed. 

The  CHAiR:kiAN.  I  rather  agree  with  you  about  that.  If  it  was 
put  on  the  car,  it  should  be  much  higher  on  the  sight-seeing  car,  be- 
cause it  carries  more  people.  But  if  on  gross  income,  I  do  not  see 
whv  there  should  be  anv  difference.  There  mav  be  a  reason  for  it. 
but  I  do  not  see  it  now. 

Mr.  Smith.  Here  is  another  feature,  the  carrying  of  freight  by 
automobile.  The  Goodyear  Rubber  Co.  carry  from  Akron,  Ohio,  to 
Boston  many,  many  trucks.  Every  automobile  carrying  freight 
should  pay  the  same  rate  as  the  automobile  carrying  passengers. 
That  business  is  increasing  by  leaps  and  bounds. 

Senator  Smoot.  There  is  one  continual  line  of  automobiles  from 
New  York  to  Philadelphia  all  the  time. 

Mr.  Skith.  And  they  should  pay  a  tax. 

Senator  Thomas.  They  do,  do  they  not  ? 

Mr.  Smith.  I  do  not  think  so. 

Senator  Thomas.  I  think  under  the  present  law  all  such  companies 
coming  in  competition  with  railroads  are  required  to  pay  a  tax. 

Senator  Smoot.  Not  the  automobile. 


462  TO  PBOVIDB  BBVENUE  FOE  WAS  PURPOSES. 

The  Chairman.  It  has  suggested  that  a  reason  for  this  discrimina* 
tion  as  between  these  classes  of  vehicles  is  that  the  automobile  fares 
of  the  city  are  regulated,  while  the  fares  charged  by  the  siffht-seeing 
companies  are  not  regulated  by  municipal  ordinance.  What  have 
you  to  say  to  that? 

Mr.  Smith.  The  only  regulation  would  apply  to  taxicabs  only,  I 
think,  not  to  touring  cars. 

The  Chairman.  I  take  it  that  all  automobiles  that  are  employed 
for  hire  are  regulated. 

Mr.  Smith.  No. 

Senator  Lodge.  Do  you  not  have  to  have  a  license? 

Mr.  Smith.  We  have  a  license  to  operate,  yes;  but  we  are  not 
regulated.  You  can  hire  a  touring  car  for  $3  an  hour,  $4  an  hour, 
or  $5  an  hour,  whatever  the  man  may  charge,  here  in  Washington. 

The  Chairman.  I  am  not  quite  so  sure  about  that.  My  under- 
standing has  been  that  as  to  these  cars  that  are  for  hire,  hold  them- 
selves out  for  hire,  there  was  a  regular  schedule  of  prices  fixed  by  the 
municipality. 

Senator  Lodge.  There  is  in  almost  all  cities. 

Senator  Thomas.  Would  it  not  come  under  the  control  of  the  local 
utilities  commission? 

Mr.  Smith.  I  do  not  think  the  touring  cars  do. 

The  Chairman.  Have  you  anything  else  to  present? 

Mr.  Smith.  I  have  a  proposed  amendment  to  the  bill,  which  reads 
as  follows  [reading] : 

That  there  shaU  be  levied,  assessed,  ci)lle<ted,  and  paid  a  tax  equivalent  to 
ten  per  centum  of  the  amount  paid. 

That  the  tax  as  imposed  shall  be  paid  by  the  person,  corporation,  partnership^ 
or  association  paying  for  the  services  or  facilities  rendered. 

I  thank  you,  gentlemen. 

DOGS. 

The  Chairman.  The  committee  will  hear  Mr.  A.  C.  Bigelow. 

STATEMENT  OF  HB.  A.  C,  BIOELOW. 

Mr.  BiqeijOw.  Mr.  Chairman  and  gentlemen  of  the  committee,  I 
am  the  president  of  the  Philadelphia  Woolen  Textile  Association, 
which  is  an  association  comprised  of  the  big  textile  manufacturing 
interests  of  the  biggest  textile  center  of  the  United  States;  also  the 
second  wool  market  of  the  United  States.  I  am  president  of  the 
sheep  and  wool  association,  which  is  now  engaged  in  an  effort  to  in- 
crease the  sheep  industry  of  the  United  States.  I  am  also  on  the 
board  of  governors  of  the  National  Sheep  and  Wool  Bureau  of  Chi- 
cago. I  ]ust  want  to  let  you  know  what  my  credentials  are  in  the 
matter. 

For  three  years  I  have  been  giving  my  services,  supported  by  the^^ 
organizations^  for  the  purpose  of  endeavoring  to  increase  the  sheep 
population  of  our  eountrv.  I  presume  you  are  aware  of  the  condi- 
tions in  re^rd  to  this  industry.  I  will  Briefiy  call  to  your  attention, 
however,  from  a  bulletin  of  the  United  States  Chamber  of  Commerce, 
the  following  facts :  Our  per  capita  production  of  sheep  in  the  United 
States  has  decreased  from  0.80  in  1900  to  0.46  in  1917. 
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The  situation  presents  itself  also  in  this  way :  The  great  reservoir 
of  sheep  population  for  many  years  has  been  the  great  western  terri- 
tory. There  is  every  evidence  that  in  that  territory  there  has  been  a 
decrease  for  the  last  eight  or  nine  i^ears,  and  that  that  decrease  is 
going  to  continue,  on  account  of  various  conditions  in  regard  to  the 
encroachments  of  agriculture  and  the  operation  of  the  grazing  home- 
stead act. 

In  order,  therefore,  to  obtain  an  increase  in  the  sheep  of  this  coun- 
try we  must  bring  that  industry  back  to  the  farming  section;  we 
must  provide  for  the  multiplication  of  small  units,  which  is  one  of  the 
biegest  factors  in  the  world  in  this  regard. 

The  Chairman.  The  high  prices  of  the  wool  and  of  the  mutton 
have  not  had  the  effect  of  increasing  it  as  against  these  other  agencies 
that  have  had  a  tendency  to  affect  disastrously  the  industry? 

Mr.  BiGELOw.  At  the  present  time  the  high  prices  which  are  pre- 
vailing are  a  great  incentive  to  the  farmers  to  go  into  the  business. 
There  are  a  ffreat  many  obstacles,  however,  which  confront  them,  and 
it  has  been  the  purpose  of  our  organizations  to  awaken  the  farmers 
to  the  economic  situation,  which  they  were  not  aware  of,  to  show 
to  them  the  profit  which  existed  in  this  industry,  and  to  endeavor  to 
obviate  and  overcome  the  obstacles  which  exist  to  the  increase  of 
the  population  in  the  farming  sections. 

The  Chairman.  What  I  had  in  mind  to  bring  out  was  that  in- 
crease in  prices  was  not  helpful  so  far  as  the  increase  in  the  sheep 
population  was  concerned. 

Mr.  BiGELow.  It  was  not;  no,  sir.    It  was  not  acting  very  forcibly. 

Senator  Smoot.  I  want  to  say  this,^  Senator,  that  if  it  had  not  been 
for  the  increase  in  price  the  sheep  industry  of  this  country,  under 
conditions  existing  and  outlined  by  the  witness,  would  have  been  in 
a  worse  condition  than  it  is  to-day. 

The  Chairman.  That  is  probably  so.  Senator,  but  the  increase  in 
price  is  more  than  offset  by  these  other  agencies  that  operate  against- 
it.    That  is  what  I  wanted  to  brin^  out. 

Mr.  BiGELOw.  The  present  condition  on  the  western  range  is  this, 
that  it  is  populated  to  its  utmost  extent  to-day.  There  is  no  possi- 
bility of  any  increase  on  the  western  range.  In  fact,  the  continued 
operation  oi  the  causes  I  mention — ^the  agricultural  encroachment  and 
the  grazing  homestead  act — shows  that  there  must  be  a  continuous 
decline  in  that  section. 

One  of  the  great  big  obstacles  to  sheep  in  farming  sections  has 
been  caused  by  the  depredations  of  dogs  upon  the  farmers'  flocks.  In 
recrard  to  that  I  wish  to  call  your  attention  to  the  fact  that  the  Inter- 
national Harvester  Co.  sent  out  over  5,000  questionnaires  to  all  the 
farmers,  and  in  reply  to  those  letters  all  but  18  of  the  5.000  reported 
that  dogs  were  the  main  cause  of  the  scarcity  of  sheep. 

The  Chairman.  Do  you  agree  with  that  statement? 

Mr.  BiGKLOw.  Absolutely.  I  have  also  sent  out  my  own  question- 
naires, I  have  visited  all  sections  of  the  country,  and  I  have  corre- 
spondence coming  into  my  oflSce  from  all  sections  of  the  country, 
which  shows  conclusively  that  that  is  the  case. 

I  also  present  to  you  this  brief  statement  from  the  United  States 
Department  of  Agriculture,  that  sheep-killing  dogs  are  not  only 
recognized  as  the  worst  enemy  of  Eastern  flock  masters  at  the  present 
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time,  but  are  known  to  be  the  principal  cause  of  so  marked  a  decrease 
in  the  number  of  sheep  kept  on  farms. 

Here  is  ocular  evidence  of  what  dogs  do.  I  will  be  pleased  to  have 
you  examine  these  pictures.  This  one  shows  what  occurred  in  the 
State  of  Pennsylvania.  It  is  difficult  to  get  these  photographs,  but 
here  is  an  instance  that  occurred  in  New  England  recently. 

Senator  Penrose.  The  Penn^lvania  Legislature  passed  a  law  last 
winter  putting  a  tax  on  dogs  which  was  meant  to  curtail  these 
depredations. 

Mr.  BiGELOW.  I  was  instrumental  in  drafting  that  bill  and  putting 
it  through  the  legislature. 

Senator  Penrose.  I  only  wanted  to  call  the  committee's  attention 
to  the  fact  that  that  great  State  did  act  on  these  lines. 

Mr.  BiGELOiv.  And  it  has  been  recognized  that  the  Pennsylvania 
law  is  the  best  law  thus  far  enacted. 

The  Chairman.  What  is  the  amount  of  that  tax? 

Mr.  BiGELOw.  The  amount  of  the  tax  in  Pennsylvania  is  $1  per 
head  for  male  dogs  and  $2  for  females. 

Senator  Smoot.  We  have  the  same  tax  in  our  State. 
,  Senator  Penrose.  Is  it  being  enforced? 

Mr.  BiGELOw.  That  is  the  point  I  want  to  bring  up.  During  the 
past  three  years  we  have  pursued  an  organized  campaign  for  the 
enactment  of  State  legislation,  and  we  have  met  with  success.  Re- 
cently in  the  State  of  Massachusetts  the  proposed  bill  was  turned 
down  at  the  instance  of  those  people  who  are  particularly  and 
peculiarly  dog  cranks.  But  the  great  trouble  with  all  State  legis- 
lation, even  when  enacted,  has  been  in  obtaining  enforcement,  and 
even  as  Senator  Penrose  states  now  in  regard  to  the  enforcement  of 
the  Pennsylvania  law,  located  as  we  are,  where  we  can  give  the  best' 
possible  attention  to  it,  and  with  the  Secretary  of  Agriculture  fully 
authorized  to  see  to  the  enforcement  of  the  law — and  I  visited  hia 
.office  the  other  day — we  find  that,  due  to  local  influences,  political 
and  otherwise,  which  operate  through  the  constables  and  the  agencies 
therefor,  the  enforcement  of  the  law  is  a  matter  of  slow  progress. 
In  some  cases  it  has  been  opposed  absolutely.  There  is  now  a  case 
which  is  subject  to  prosecution  where  one  burgess  of  one  town  abso- 
lutely ordered  the  State  constabulary  out  of  the  town,  would  notj 
permit  him  to  enforce  the  law. 

Senator  Thomas.  Can  that  be  done,  successfully  in  Pennsylvania, 
the  State  constabulary  ordered  out  of  town? 

Mr.  BiGELow.  It  was  done  in  this  case. 

Senator  Thomas.  My  impressions  have  been,  frQpi  my  reading 
about  the  State  constabulary  of  Pennsylvania,  that  it  was  one  of  the 
most  effective  State  police,  and  one  of  the  most  thoroughly  capable 
bodies  of  the  kind  in  the  world. 

Senator  Penrose.  The  State  constabulary  retreated. 

Mr.  BiGELow.  I  decline  to  commit  myself  on  that  point. 

Senator  Thomas.  I  understood  Mr.  Bigelow  to  state  that  in  that 
instance  the  order  was  effective. 

Mr.  Bigelow.  The  burgess  made  the  order,  and  it  is  now  under 
prosecution  by  the  attorney  general's  office.    That  is  all  I  can  say. 

The  purpose  of  what  I  am  submitting  to  your  attention  to-day  is 
this :  The  enactment  of  a  provision  by  which  there  wiU  be  a  Federal 
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iax  placed  upon  the  dogs  in  tlie  United  States.  The  dog  is  subject, 
undoubtedly,  of  taxation,  as  a  luxury  at  the  best,  and  has  been  proven 
by  the  evidence,  which  I  trust  you  will  accept,  that  it  is  not  onljr  a 
luxury,  but  it  is  a  most  destructive  agency  of  the  large  stock  industries 
of  the  United  States. 

Senator  Thomas.  Would  you  not  except  the  shepherd  dogs  from 
the  operation  of  this  ? 

Mr.  BiQELOw.  We  except  nothing.  It  has  been  proven  conclusively 
that  a  shepherd  dog  \yill  protect  his  own  flocks  and  will  go  off  and  kill 
the  neighbor's  flocks.  And  it  has  been  proven  that  little  dogs  not 
over  a  foot  or  a  foot  and  a  half  high  will  kill  sheep.  There  is  no  dog 
that  will  not  kill  sheep  when  he  gets  near  them  and  takes  it  into  his 
mind  to  chase  them. 

Senator  Penrose.  ^Miy  do  the  dogs  kill  so  many  sheep  ?  Do  they 
eat  them  or  try  to  devour  them  ? 

Mr.  BioELOw.  The  general  process  is  about  like  this:  Most  of  the 
dogs  are  cur  dogs  that  are  not  half  fed.  At  nighttime,  like  all  preda- 
tory animals,  they  roam  the  country  seeking  something  to  eat.  They 
destrov  birds'  nests,  they  chase  rabbits,  they  invade  poultry  yards, 
and  if  perchance  in  their  roaming  they  come  upon  a  flock  of  sheep, 
the  sheep,  being  so  timid,  starts  to  run :  the  dog  immediately,  follow- 
ing his  instincts,  chases  the  sheep,  and  irom  there  on  goes  the  destruc- 
tive result. 

Senator  Townsend.  He  does  not  stop  to  eat  at  all. 

Mr.  BiGELOw.  The  operation  of  the  measure  which  I  propose,  for 
which  I  ask  your  consideration,  is  this :  That  to  the  extent  that  you 
lay  this  Federal  tax  upon  dogs  you  provide  a  large  amount  of  revenue, 
wnich  is  undoubtedly  needed  imder  present  circumstances,  upon  a 
luxury,  or  upon  something  which  is  worse  than  a  luxury,  a  destructive 
industrv. 

Senator  Penkose.  I  am  heartily  in  favor  of  this  tax  and  recognize 
the  evilb.  But  if  it  is  diflicult  to  enforce  it  under  a  State  law,  would 
it  not  be  almost  impossible  to  enforce  it  in  the  Nation  at  large,  where 
social  and  physical  and  industrial  conditions  vary  so  greatly  ? 

Mr.  BiGELOw\  There  is  this  point  distinctly  why  we  propose  this 
Federal  measure :  Our  experience,  I  think,  generally  is  that  when  the 
Federal  Government  says  that  a  man  shall  do  a  thing,  it  is  pretty 
nearly  done.  It  is  not  subject  to  the  local  influences  which  I  have 
suggested.  And  when  the  Federal  tax  collector  says  to  any  resident 
of  his  district  that  he  has  to  come  forward  and  pay  a  tax,  I  know  that 
most  of  us  do  it,  and  that  is  one  of  the  great  virtues  of  what  we  pro- 
pose. By  getting  the  Federal  Government  to  put  this  on  as  a  method 
of  taxation  we  sliall  obtain  throughout  the  entire  United  States  at 
one  time  the  operation  of  a  law  which,  by  taxing  this  unessential  in- 
dustry, will  tend  to  discourage  the  maintenance  and  increased  pro- 
duction of  dogs. 

Senator  Townsekd.  IIow  many  dogs  are  there  in  the  country? 

Mr.  BiCELOw.  It  is  estimated  at  anywhere  from  two  to  twenty-five 
millions. 

Senator  Gerrt.  What  are  you  going  to  do  with  the  cur  dogs  that 
do  not  pay  any  taxes?  If  you  are  going  to  try  to  kill  them  off,  will 
that  not  require  rather  large  expenditures? 
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Mr.  BiGEix)w.  The  only  necessity  I  see  is  to  impose  a  tax,  and  pro- 
vide for  the  method  of  collection,  and  a  penalty  for  failure  to  pay 
the  tax. 

Senator  Robinsox.  You  can  impose  on  the  owner  a  penalty  for 
owning  a  dog  on  which  no  tax  has  oeen  paid. 

Mr.  BiGEix)W.  A  penalty  for  nonpayment,  the  same  as  for  the  non- 
payment of  an  income  tax. 

Senator  Penrose.  What  does  oecome  of  the  dog  if  you  turn  him 
loose? 

Mr.  BiGELOW.  The  doff  has  a  peculiar  habit  of  staying  around  the 
habitat  of  his  owner.  You  can  not  drive  him  away.  And  in  that 
case,  in  regard  to  a  provision  for  the  law,  I  would  apply  the  definition 
employed  as  to  the  owner  of  a  dog  in  the  Pennsylvania  law : 

The  word  **  owner,"  when  applied  to  the  proprietorship  of  a  dog,  shall  Include 
every  person  having  a  right  of  property  in  such  dog,  and  every  person  who  keeps 
or  harbors  such  dog  or  has  it  in  his  care,  and  every  person  who  permits  sucli 
dog  to  remain  on  or  about  any  premises  occupied  by  him. 

Senator  Tho3ia8.  What  becomes  of  the  dog  upon  whom  the  tax  is 
paid  ?  Suppose  I  have  a  dog  and  I  pay  the  tax  upon  it.  What  re- 
straint does  that  tax  place  upon  the  dog? 

Mr.  BiGELOw.  A  restraint  on  the  dog,  so  far  as  the  control  which 
we  are  aiming  for,  must  come  through  State  legislation  as  a  police 
provision. 

Senator  Thomas.  Unless  a  tax  is  prohibitory^,  it  will  not  prove  en- 
tirely effective,  will  it? 

Mr.  BiGELOw.  A  tax  of  $2  a  head,  I  feel  convinced,  from  my  knowl- 
edge of  the  situation,  would  act  to  discourage  the  maintenance  of  a 
great  many  dogs  in  this  country. 

Senator  Thomas.  It  would  not  discourage  the  dog  upon  whom  the 
tax  was  paid. 

Mr.  BiGEiiOw.  It  would  discourage  the  owner  of  the  dog  from 
keeping  him. 

Senator  Thomas.  Then  where  is  your  revenue? 

Senator  Lodge.  Where  there  is  a  known  owner  who  has  paid  the 
tax,  if  that  dog  pV'Oves  destructive,  or  destroys  sheep,  does  not  the 
owner  become  liable? 

Mr.  BiOELOw,  He  becomes  liable  if  there  is  a  State  law  rendering 
him  liable.  We  are  endeavoring,  and  will  continue  to  endeavor,  to 
have  the  StAte  exercise  its  police  power  in  respect  of  the  matter  of 
control  of  the  dog. 

Senator  Robinson.  He  would  be  liable  under  the  common-law  rule 
for  depredations  by  a  vicious  animal  which  he  maintained.  There 
is  no  doubt  that  that. 

Senator  Penrose.  The  result  would  be  that  with  this  tax  paid  the 
dogs  would  be  chained  up. 

Senator  Lodge.  Yes;  a  tax-paid  dog  would  be  prevented  by  its 
owner  from  doing  mischief. 

Mr.  BiGEiiOw.  Not  under  the  operation  of  the  Federal  law. 

Senator  Lodge.  No;  but  I  think  that  would  be  the  tendency;  if 
a  man  valued  a  dog  enough  to  pay  a  heavy  tax  on  him,  he  would  see 
that  he  did  not  kill  the  sheep. 

Senator  Jones.  Would  you  say  that  that  applies  in  sections  of  the 
country  where  sheep  are  kept  under  herd? 

Mr.  BiGELow.  Yes,  sir. 
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Senator  Jones.  And  where  they  are  not  being  destroyed  by  dogs? 

Mr.  BioELOw.  The  real  sheep  dogs,  the  shepherd  dogs  which  are 
of  any  value,  are  only  maintained  on  the  western  ranges.  One  or 
two  dogs  will  herd  2,500  sheep.  The  burden  of  a  tax  of  $2  a  head 
will  not  be  too  much  under  those  circumstances. 

Senator  Thomas.  The  resistance  to  this  is  coming  from  the  sheep 
raisers  who  have  shepherd  dogs. 

Mr.  BiGELow.  I  think  Senator  Smoot  can  speak  on  that  point  as 
well  fls  I  can. 

Senator  Smoot.  They  are  perfectly  willing  to  pay  the  $2  tax  on 
their  dogs  if  they  can  have  the  other  fellows  pay  a  tax  on  the  dogs 
that  kill  their  sheep. 

Senator  Penrose.  We  have  been  appropriating  a  million  dollars 
very  recently  to  destroy  the  coyotes,  and  the  dog  is  far  more  of  a 
menace  than  all  of  the  coyotes  put  together. 

Mr.  BiOELOw.  Yes,  sir. 

Senator  Penrose.  Because  they  are  confined  to  a  few  prairie  sec- 
tions, whereas  the  dog  is  everywhere. 

Mr.  BiGBiiOW.  Let  me  impress  upon  you  that  it  is  not  onlv  the 
actual  loss  or  damage  which  has  occurred  which  is  the  great  factor 
to  be  considered,  but  it  is  the  influence  upon  people  who  have  seen 
this  damage  and  know  what  this  menace  is,  and  decline  to  go  into 
the  business  because  they  will  not  undertake  the  chance.  Let  me 
just  give  you  an  incident  in  my  own  case  showing  the  application  of 
this.  I  am  interested  in  the  Interstate  Livestock  Co.,  which  is  run- 
ning 5,000  sheep  on  the  cut-over  lands  in  Michigan.  I  went  into  the 
State  of  North  Carolina  and  spent  three  days  up  in  the  western 
section  of  the  State  with  a  view  to  buying  land  m  western  North 
Carolina.  I  saw  there  the  finest  opportunities  for  grazing  land  for 
cattle  and  sheep  production  that  I  have  ever  seen  in  my  life — a  won- 
ilerf ul  countrv — and  land  offered  to  me  in  tracts  of  two  to  ten  thou- 
sand  acres  at  $5  to  $10  per  acre.  I  made  inquiry  there  in  regard  to 
the  conditions  as  to  this  one  question  of  dogs.  We  had  a  meeting 
before  the  board  of  trade  at  Asheville,  and  from  the  incidents  related 
there,  and  from  my  own  personal  observation  the  day  I  drove  out  to 
a  farm,  I  changed  my  mind  about  buying  the  land.  A  man  just  came 
back  from  a  lot  where  dogs  had  taken  his  sheep.  I  learned  that 
North  Carolina  provides  no  protection,  and  there  is  no  provision  by 
which  a  man  w^ho  suffers  damage  can  obtain  any  redress.  1  decided 
that  the  State  of  North  Carolma  was  not  the  place  for  us  to  buy 
land  to  keep  sheep  on. 

Senator  Dillixoiiam.  How  many  States  have  that  provision  you 
speak  of,  where  the  losers  of  sheep  through  the  medium  of  dogs  can 
make  claim  on  the  State  ? 

Mr.  Bigelow.  I  should  say  probably  half  a  dozen. 

Senator  Dillingham.  What  is  the  effect  ? 

Mr.  Bigelow.  It  depends  on  the  law.  You  are  drawing  nie  into 
this,  but  I  am  glad  to  talk  to  you  if  you  can  listen  to  me.  ()ne  of  the 
great  faults  with  Stat^  laws  in  regard  to  this  one  question  of  damages 
has  been  that  they  have  provided  that  fines  and  i>ayments  of  dog 
license  fees  should  go  into  a  separate  county  fund,  and  that  all  dam- 
ages should  be  paid  from  that  separate  county  fund.  As  a  matter  of 
record,  it  has  lieen  shown  that  on  account  of  the  local  influences  which 
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I  say  exist  the  dogs  that  should  have  been  subject  to  the  license  fee 
have  never  been  licensed  and  there  is  no  fund  in  the  county  to  pay  it, 
and  therefore  a  man  who  suflFers  damage  never  receives  a  dollar,  and 
that  we  provided  for  in  the  Pennsylvania  law  distinctly,  and  it  has 
been  recognized  as  one  of  the  main  virtues  of  the  law,  that  all  license 
fees  and  fines  go  into  the  general  county  funds  and  from  the  general 
county  funds  the  damages  are  paid.  Therefore,  the  farmer  is  always 
assured,  because  the  money  is  tnere  in  the  general  funds. 

Senator  Lodge.  England  and  Scotland  are  densely  populated  coun- 
tries. They  raise  a  very  large  amount  of  wool.  It  is  a  great  staple. 
They  keep  sheep  all  over  tlie  South  Downs  of  the  southern  part  of 
England.  How  do  they  manage  to  protect  them?  It  is  a  densely 
populated  country  and  it  is  a  population  of  dog  lovers.  How  do  they 
manage  ? 

Mr.  BiGELOW.  I  am  glad  you  brought  that  point  up.  Some  of  the 
rovisions  of  the  Pennsylvania  law  were  taken  directly  from  the 
English  law,  and  I  had  ifull  information  from  there  in  regard  to  the 
matter.  The  English  law  provides  very  distinctly — and  in  England 
that  law  is  enforced — ^that  dogs  arc  not  allowed  to  run  at  large  on  the 
public  highways,  and  at  night  they  must  be  restricted  to  the  premises 
of  their  owner.  Ninety  per  cent  of  the  damage  to  sheep  is  done  dur- 
ing the  nighttime,  and  tlie  English  law  in  that  respect  is  enforced, 
and  that  is  the  reason  why  they  do  not  suffer  depredations  as  in  this 
country.  One  evidence  of  the  enforcement  of  the  English  law  since 
that  was  enacted,  about  1894,  when  they  had  an  outbreak  of  rabies 
there,  is  that  there  has  not  been  a  single  case  of  rabies  in  the  whole  of 
the  British  Isles,  but  you  can  go  into  North  Carolina  and  Georgia,  as 
I  have  recently,  and  those  two  States  are  infected  from  end  to  end 
with  rabies.  I  saw  in  the  State  department  of  hygiene  in  one  day 
15  cases,  and  most  of  them  children,  being  treated  by  the  Pasteur 
treatment  for  rabies. 

Senator  Lodge.  England  has  exterminated  rabies. 

Mr.  BiGELOw.  Absolutely,  by.  a  strict  enforcement  of  these  provi- 
sions, which  provide  that  the  owner  of  a  dog  must  keep  him  on  his 
own  premises. 

Senator  Lodge.  In  England  a  dog  that  is  guilty  of  attacking  a 
sheep  is  invariably  killed.  Is  there  any  law  about  that  or  is  that  a 
mere  custom  ? 

Mr.  BiGELow.  That  I  could  not  say.  The  owner  who  allows  his 
dog  to  run  at  large  is  subject  to  a  fine,  which  operates  to  keep  him 
wliore  he  belongs.     That  is  the  great  point. 

The  Chairman.  All  you  are  asking  us  to  do  now  is  to  place  a 
Federal  tax  lipon  the  dog? 

Mr.  BiGELOw.  Yes,  sir. 

The  Chairman.  The  etfect  of  that  would  be,  I  presume,  and  that 
is  what  you  have  in  view,  to  induce  a  great  many  owners  of  dogs  to 
kill  the  dogs? 

Mr.  BiGEixjw.  Yes,  sir. 

The  Chairman.  Or  otherwise  dispose  of  them  in  some  way  that 
would  relieve  them  of  the  payment  of  a  tax? 

Mr.  BiGELOW.  Y>s. 

Senator  Robinson.  The  worthless  dog,  the  dog  that  is  not  useful 
for  some  purposes,  or  maintained  as  a  pet,  would  disappear. 
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Senator  Penrose.  This  proposition  was  before  us  last  summer.  It 
is  generally  treated  without  sufficient  consideration.  I  think  it  was 
one  of  the  most  important  things  before  the  committee. 

Senator  Smoot.  I  think  it  is  a  very  important  thing.  But  not 
only  that;  there  is  the  dog  that  the  owner  compels  to  go  around  the 
country  and  hunt  up  its  own  food,  and  some  of  them  have  a  lot  of 
beastlv  things  around,  sometimes  as  many  as  six,  never  feed  them  a 
pound  to  live  on,  and  they  have  to  go  out  and  forage  and  kill  to  get 
enough  to  live  on.    It  will  do  away  with  all  of  that  class. 

Senator  Gerrx.  How  are  you  going  to  prove  to  whom  that  dog 
belongs  ? 

Senator  Smoot.  If  you  go  into  the  West  and  through  that  coun- 
try you  will  find  six  or  seven  of  just  that  kind  of  dogs  around  oiie 
place,  many  times. 

Senator  Koiunson.  You  could  provide  that  any  dog  upon  which 
the  tax  has  not  been  paid  should  be  subject  to  clestruction  by  any 
person.     Then  the  owner  of  sheep  can  kill  the  dog. 

Senator  Penrose.  They  capture  and  destroy  dogs  in  all  lar^e 
cities.  Why  should  they  not  be  captured  and  destroyed  in  the  coun- 
try at  large  ^ 

The  Chairman.  If  we  impose  a  tax  to  be  assessed  against  the 
owner  of  the  dog  it  would  not  reach  the  dog,  and  it  would  be  within 
his  discretion  as  to  whether  he  killed  the  dog  or  paid  the  tax  and 
kept  the  dog. 

Mr.  BiGELOw.  Exactly. 

The  Chairman.  If  he  paid  the  tax  and  kept  the  dog,  so  far  as 
this  legislation  is  concerned,  unless  it  is  supplemented  by  State 
action,  that  dog  would  have  the  same  immunity  that  the  dog  now 
bast 

Mr.  BiOELOW.  Yes.  This  is  simply  trying  to  discourage  the  in- 
creased population  of  dogs. 

The  Chairman.  So  that  unless  you  followed  it  up  by  getting  the 
States  to  enact  legislation — and  I  concede  this  action  by  the  Federal 
Government  might  lead  to  quick  action  by  the  States — to  make  the 
taxes  effective  I  do  not  think  you  would  accomplish  much  of  a  result, 
except  that  you  would  reduce  the  number  oi  dogs  in  the  country, 
because  a  gi-eat  many  people  would  kill* the  dog  mstead  of  paying 
the  tax. 

Senator  Jones.  Would  it  be  practicable  to  impose  a  tax  upon 
unmuzzled  dogs,  and  of  such  a  magnitude  that  it  would  be  pro- 
hibitory? In  other  words,  could  we^put  a  tax  of  $5  or  $10,  or  $15 
or  $20  upon  any  dog  that  is  permitted  to  leave  the  premises  un- 
muzzled, or  something  of  that  sort? 

Senator  Lodge.  Put  a  flat  tax  on  all  dogs,  and  then  a  heavy  tax  on 
the  unmuzzled  dogs. 

Senator  Smoot.  The  unmuzzled  dog  then  would  be  the  dog  owned 
bv  the  sheep  owner. 
*  Senator  Jones.  I  mean  to  go  off  the  premises  unmuzzled. 

Mr.  BioELow.  I  would  not  recommend  that.  There  is  a  great  ob- 
jection, a  real  valid  objection,  to  muzzling  dogs,  and  it  is  really 
cruelty.  I  love  a  dog  as  much  as  anybody  in  this  world,  but  it  is 
simply  a  point  of  controlling  something  w&ich  is  a  menace  to  one  of 
the  greatest  industries  in  the  United  States. 

Senator  Jones.  Permitting  them  to  go  off  the  premises  unmuzzled 
would  render  the  owner  liable. 
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Senator  Gerry.  It  would  stamp  out  rabies,  too. 

Mr.  BiGELOw.  The  control  and  regiilation  of  the  dogs  we  propose 
to  get  through  State  legislation.  I  just  want  to  say.  Senator  Sim- 
mons, that  in  your  own  State,  North  Carolina,  we  have  been  very 
busily  engaged  in  obtaining  a  law.  I  have  a  little  poster  here, 
which  you  may  not  have  seen,  which  is  posted  all  over  North  Caro- 
lina, urging  a  dog  law  there  which  will  be  proposed  at  the  next 
legislature. 

The  Chairman.  I  agree  with  you  absolutely  that  the  futui-e  of  the 
sheep  industrv  in  this  country  depends  upon  your  getting  sheep 
raised  on  the  farms.  That  is  an  industry  that  has  almost  disappeared 
in  the  country.  Before  the  war  every  farmer  had  more  or  less  sheep. 
Now  it  is  a  rare  thing  that  a  farmer  owns  a  sheep  at  all.  I  agree 
with  you  that  the  dog  has  been  an  instrument  of  destruction,  the 
effect  of  which  has  been  to  induce  farmers  to  abandon  sheep  raising, 
and  in  North  Carolina  we  have  not  regulated  it.  But  North  Caro- 
lina does  not  stand  alone  in  that  regard. 

Mr.  BiGEiiOw.  No,  sir. 

The  Chairman.  I  do  not  know  of  any  States  that  have  regulated 
the  matter  of  the  owning  of  dogs  effectively,  and  I  think  very  few 
have.    Some  States  have  passed  laws,  but  have  not  enforced  them. 

Mr.  BiGELOw.  I  am  sorry  to  say  to  the  honorable  Senator  from 
Massachusetts  that  we  regretted  very  much  that  the  wise  people  of 
the  legislature  turned  u^i  down  last  year.  But  a  recess  committee 
was  appointed  which  is  considering  the  matter,  which  will  be  pre- 
sented to  the  next  legislature. 

I  want  to  present  to  the  committee  resolutions  on  this  subject  which 
have  been  adopted  by  some  of  the  largest  organizations  in  the  United 
States.  The  Cut-Over  Land  Conference  in  New  Orleans  in  1917, 
having  recognized  the  live-stock  interests  as  something  which  are  a 
great  factor  of  production  in  the  South,  have  passed  this  resolution. 

The  American  Association  of  Woolen  and  Worsted  Manufacturers 
a(  their  amiual  meeting,  the  National  Association  of  Hosierv  and 
Underwear  Associations  at  their  annual  meeting,  the  United  States 
Food  Conservation,  live-stock  industry  division,  at  their  convention 
here,  and  the  National  Association  of  Retail  Clothiers  have  all 
passed  resolutions,  which  I  will  not  read,  but  which  urge  the  enact- 
ment of  such  legislation. 

Senator  Lodge.  Your  advocacy  of  a  Federal  tax  is  not  with  any 
idea  that  it  is  a  complete  solution  of  the  problem,  but  it  will  be  a 
help  by  discouraging  the  maintenance  of  worthless  do^? 

Mr.  BiGELOW.  Absolutely.  That  is  the  point.  It  wiU  simply  act 
as  a  discouragement  to  an  increased  production  of  dogs. 

Senator  Lodge.  This  destruction  of  sheep  does  not  come  from  these 
dogs  of  high  price  and  great  value,  because  those  dogs  are  carefully 
contained  and  kept  within  control,  of  course.  I  mean  dogs  like 
setters:  valuable  dogs  of  that  kind. 

Senator  Penrose.  They  are  generally  kept  within  boimds,  or  some- 
body would  steal  them. 

Senator  Lodge.  They  are  very  carefully  guarded. 

Mr.  BiQELOW.  Mr.  Chairman,  may  I  make  one  other  remark!    At 

the  meeting  which  was  held  in  Saleigh  some  time  ago  not  only  was 

this  fact  brought  out  in  regard  to  the  destruction  of  poultry,  espe- 

>llv  in  North  Carolina,  but  bv  a  demonstration  which  extended  over 
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three  years  in  one  of  the  counties  in  Iowa  it  was  proven  that  17  per 
cent  of  the  hog  cholera  cases  in  that  district  were  caused  by  the 
disease  being  spread  by  dogs. 

That  is  a  very  important  factor  wherever  there  are  hogs,  and  one 
which  should  not  be  overlooked.  The  dog  is  a  great  big  economic 
parasite,  and  we  must  control  him  if  we  are  going  to  have  this 
industry,  which  is  so  essential  to  our  country.  ^  And  it  is  not  only 
in  connection  with  war  conditions  but  in  connection  with  the  develop- 
ment and  the  utilization  of  the  lands  which  exist  all  over  these 
United  States  to-day  which  are  producing  nothing.  I  have  been 
through  New  England.  I  spent  one  day  in  July  gomg  over  a  town- 
ship in  New  England  where  the  farmers' sons  have  left  the  farms  and 
gone  to  the  cities.  It  is  grazing  land,  and  those  farms  are  being 
sold  because  they  are  nonproductive  to  the  owners  and  nobody  can 
make  them  productive  unless  they  can  bring  sheep  upon  them. 
That  is  the  only  industry  that  is  going  to  bring  that  farm  proposi- 
tion of  New  England  back  onto  a  productive  basis. 

Senator  Lodge.  That  is  true  of  thousands  of  acres  in  the  western 
part  of  Massachusetts.    It  would  be  admirable  for  sheep  raising. 

Senator  Jones.  Another  matter  occurs  to  me.  Is  it  not  a  fact  that 
on  most  farms  there  is  plenty  of  feed  that  goes  to  waste  that  would 
support  a  small  bunch  of  sheep  during  the  sunmiertime  and  fall? 

Mr.  BiGEDOw.  Certainly.  Not  only  that,  but  in  all  sections  of 
our  country— because  I  have  seen  them — ^there  are  tracts  of  land  on 
farms  where  there  is  good  land,  and  these  tracts  have  been  neglected 
until  they  are  growing  up  to  brush.  They  are  becoming  a  wilder- 
ness. I  examined  one  on  my  last  trout-fishing  trip  in  Pennsylvania. 
A  man  had  land  of  just  that  kind  upon  a  hillsiae,  which  he  could 
run  50  sheep  on  to  advantage,  and  he  would  do  it,  but  he  said  he 
could  not  put  sheep  on  there  as  long  as  thje  dogs  were  running  around 
wild.    He  had  no  protection. 

(Documents  were  submitted  by  Mr.  Bigelow  and  are  here  printed 
in  full,  as  follows:) 

Resolved  hy  the  Cut-Over  Land  Conference  of  the  South,  representing  eastern 
Texas,  Arkansas,  southern  Missouri,  Mississippi,  Louisiana,  Alabama,  western 
Georgia  and  western  Florida,  in  convention  assembled  at  New  Orleans,  La,, 
April  11,  12,  and  IS,  1917,  that: 

Whereas  It  Is  necessary  for  the  National  Government  to  raise  a  very  large 
amount  of  revenue  to  meet  the  extraordinary  expense  of  war ;  and 

Whereas  It  Is  estimated  that  there  are  kept  In  the  United  States  about  25,000,000 
dogs,  which  are  not  only  a  luxury  and  therefore  properly  subject  to  taxation, 
but  which  are  nlso  a  cause  of  much  damage  to  all  kinds  of  live  stock :  There- 
fore be  it 

Resolved,  That  we  urge  upon  the  Congress  of  the  United  States  to  enact  a 
law  placing  a  per  capita  tax  of  $1  on  all  dogs  as  a  wise  financial  and  economic 
measure;  and 

Resolved  further.  That  a  copy  of  these  resolutions  be  transmitted  to  our  Repre- 
sentatives and  Senators  In  the  Congress,  with  the  request  that  they  take  prompt 
action  to  enact  a  law  levying  a  Federal  tax  on  all  dogs. 


fESOLUTION.H  ADOPTED  BY  THE  AMERICAN  ASSOCIATION  OF  WOOLEN  AND  WORSTED 
MANr>'ACTUBER8.  AT  THEIB  ANNUAL  MEETING  HELD  IN  NEW  YORK  CITY  ON  WEDNES- 
DAY, DECEMBER  5,  1917. 

Whereas  the  enactment  by  Congress  of  the  law  known  as  the  grazing  homestead 
act  Is  operated  to  force  a  liquidation  of  the  western-range  floclcs  of  sheep  In 
the  States  covered  by  the  act ;  and 
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Whereas  the  present  alarming  conditions  of  the  cattle  and  sheep  industry  demand 
that  these  industries  be  encouraged  and  maintained :  Be  it 

Resolvedf  That  we  urge  that  Congress  take  such  action  as  may  be  necessary 
to  suspend  the  operation  of  the  act  for  the  period  of  three  years. 
Whereas  there  Is  imperative  need  for  a  great  increase  of  sheep  in  the  United 

States  to  provide  both  meat  and  wool ;  and 
Whereas  the  evidence  is  conclusive  that  the  depredations  caused  by  dogs  upon 

the  farmers'  flocks  are  preventing  the  maintenance  of  sheep  to  a  large  extent ; 

and 
Whereas  dogs  are  mainly  a  useless  luxury  and  therefore  properly  subjects  for 

taxation  to  provide  money  urgently  needed  for  Government  purposes :  Be  It 

Resolved,  That  we  strongly  recommend  to  the  Ck)ngress  that  there  be  levied 
and  collected  a  revenue  tax  upon  all  dogs  in  the  United  States  of  $2  per  head; 
and  therefore  be  it  further 

Resolved,  That  a  copy  of  these  resolutions  be  forwarded  to  each  Member  of 
Congress. 

BESOLUnONS  ADOPTED  BY  THE  NATIONAL  ASSOCIATION  OF  HOSIERY  AND  XTNDEBWEAR 
MANTTTACTUBERS  AT  THEIB  ANNUAL  CONVENTION  MAY,    1917. 

Whereas  the  sheep  industry  in  the  United  States  has  been  rapidly  declining  for 

a  number  of  years ;  and 
Whereas  we  deem  it  an  imperative  necessity  for  the  welfare  of  the  people  of 

the  Unlte4  States  that  every  effort  should  be  made  to  increase  the  number  of 
.  sheep  in  our  country :  Be  it 

Resolved  by  the  National  Association  of  Hosiery  and  Underwear  Manufac- 
turers in  convention  assembled.  That  we  cordially  Indorse  the  "  more  sheep 
and  more  wool "  campaign  of  the  Philadelphia  Wool  and  Textile  Association, 
and  that  we  urge  upon  all  legislative  bodies,  all  trade  bodies,  and  all  citizens 
that  they  Interest  themselves  in  this  matter  in  every  way  possible  to  encourage 
sheep  husbandry  in  the  United  States. 

Whereas  the  Nation  is  urgently  in  need  of  obtaining  revenue ;  and 

Whereas  It  is  an  evidence  that  there  are  in  the  United  States  a  vast  number  of 

dogs  which  are  essentially  a  luxury  and  therefore  subject  to  taxation;  and 
Whereas,  moreover,  a  very  large  portion  of  said  dogs  are  not  only  a  luxury  but 

are  the  cause  of  great  losses  to  the  owners  of  sheep  by  their  depredations  on 

their  flocks :  Be  it 

Resolved  by  the  National  Association  of  Hosiery  and  Underwear  Manufac- 
turers in  convention  assembled.  That  we  urge  upon  the  Finance  Committee  of 
the  United  States  Senate  that  they  include  in  the  revenue  bill  now  being  drafted 
a  provision  for  levying  a  Federal  tax  on  each  and  every  dog  in  the  United  States. 


RESOLUTIONS  ADOPTED  BY  THE  UNITED  STATES  FOOD  CONSERVATION,  LIVB-STOCK  INDUS- 
TRY DIVISION,  WASHINGTON,  SEPTEMBER  6,   6,  AND  7,    1017. 

Paragraph  F: 

"  The  stray  and  useless  dog  is  the  enemy  of  the  sheep.  We  approve  the  bill 
now  pending  In  Congress  to  impose  a  Federal  tax  upon  all  dogs.  We  recommend 
that  all  State  legislatures  should  enact  laws  protective  of  the  sheep  grower 
against  dog  depredations.  We  suggest  that  the  Bureau  of  the  Census  In  its 
plans  for  the  Fourteenth  Census  provide  a  schedule  for  dogs  on  farms  and  not 
on  farms." 


RESOLUTIONS  ADOPTED  AT  THE  ANNUAL  CONVENTION  OF  THE  NATIONAL  ASSOCIATION 
OF  RETAIL  CLOTHIERS,   AUGUST   16,   1918,  IN  THE  CITY  OF  NEW  YORK. 

Whereas  there  is  urgent  need  for  an  increase  in  the  number  of  sheep  in  the 

United  States  In  order  to  provide  the  raw  material  of  wool  for  woolen  goods 

for  clothing  and  to  provide  meat  for  food;  and 
Whereas  there  is  urgent  need  on  the  part  of  the  National  Government  for 

Increased  revenues  to  meet  the  expenses  of  the  war ;  and 
Whereas  careful  estimates  disclose  that  there  are  approximately  20,000,000 

dogs  in  the  United  States,  the  maintenance  of  which  should  be  classed  as  a 
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luxury*  and  therefore  a  proper  subject  for  taxation;  and,  moreover,  In  view 
of  the  fact  that  dogs  consume  a  large  amount  of  food  and  are  recognized  as 
the  worst  eneniy  of  the  sheep  industry  at  the  present  time,  thereby  deterring 
our  farming  population  from  an  increase  of  flocks :  Be  It 

Resolved,  That,  through  the  proper  channels,  a  copy  of  these  resolutions  be 
forwarded  to  each  Member  of  the  Congress  and  to  each  member  of  the  Ways 
and  Means  Ck)mmlttee  of  the  Congress. 

(Mr.  Bigelow  subsequently  submitted  additional  information  in 
the  form  of  a  memorandum,  which  is  here  printed  in  full,  as  fol- 
lows:) 

FEDERAL   TAX   ON   OWNEBS    OF   DOGS. 

Referring  to  information  and  arguments,  which  I  presented  to  your  honor- 
nble  committee  at  the  hearing  on  September  14  last,  I  beg  to  submit  herewith^ 
in  conformation,  a  short  brief  on  this  proposition : 

The  war  conditions  and  general  economic  conditions  have  brought  a  tardy 
recognition  of  the  great  importance  of  the  sheep  indu8t;-y  to  the  United  States 
as  an  essential  branch  of  llve-stoclc  industry — producing  meat  for  food  and  wool 
for  clothing. 

There  has  been  an  alarming  decrease  in  the  sheep  population  of  the  United 
States  since  1900,  as  shown  by  the  following  figures : 


Year. 


1900. 
1017. 


Human 
population. 


Number  of 
sheep. 


75,994,575  I      61,503,000 
106,000,000,      48,483,000 


Sheep 

per 
capita. 


0.80 
0.46 


The  decrease  of  production  in  the  great  grazing  areas  of  the  Northwest 
has  been  due  to  a  decrease  in  the  range  areas  available  for  grazing  purposes, 
caused  by  the  encroachment  of  agriculture  and  by  the  enactment  of  the  grazing 
homestead  act  There  is  evidence  that  this  decrea.se  of  production  in  tliis  sec- 
tion will  continue.  The  decrease  in  the  farming  sections,  whic.'h  consist  mainly 
of  the  area  east  of  the  Mississippi  River,  has  been  due  largely  to  the  depreda- 
tions of  dogs  upon  the  flocks,  for  which  statement  I  quote  the  authority  of  the 
United  States  l>epartment  of  Agriculture,  Bulletin  No.  935,  The  Sheep-Killing 
Dog, 

"  Sheep-killing  dogs  are  not  only  re(.'ognlzed  as  the  worst  enemy  of  eastern 
flockmasters  at  the  present  time,  but  arc  known  to  be  the  principal  cause  of  so 
marked  a  decrease  in  the  number  of  sheep  kept  on  farms.  The  moral  effect 
upon  all  persons  who  have  seen  sheep  killed,  injured,  or  frightened  by  dogs  is 
far  more  destructive  to  the  industry  than  the  actual  damage  sustained." 

In  connection  with  decreased  sheep  production  in  tlie  United  States,  it  should 
be  noted  that  the  world's  production  before  the  war  had  shown  a  decrease, 
cause<l  by  limitation  of  available  grazing  area,  and  that  during  the  operation 
of  the  war,  due  to  military  operations,  there  has  been  a  decrease  in  tlie  world's 
sheep  population  of  54,000,000  head,  un<l  this  decrease  is  still  continuing. 

It  would  seem  that  a  wise  national  policy  should  provide  for  every  possible 
encouragement  of  an  industry  which  j)roduces  the  fundamental  necessities  of 
human  existence — food  and  clothing  made  from  wool. 


FEDEBAL  TAX  ON  OWNEBS  OF  DOGS. 

It  is  a  wise  national  policy  to  produce  on  our  own  lands,  which  are  abun- 
dantly available  for  this  purpose,  those  materials  which  will  make  the  Nation 
independent  for  military  requirements  In  war,  and  which  will  make  our  tex- 
tile Industries  independent  for  the  raw  materials  of  manufacture  in  peace. 

On  account  of  the  limitation  of  the  western  gi'azing  area  previously  noted, 
the  only  source  of  increase  lies  In  the  farming  sections  east  of  the  Mississippi 
River.  It  Is  in  these  sections  that  the  deprtMlatUms  of  dogs  have  i)rovt»n  the 
greatest  obstacle  to  the  slieep  Industry.  It  has  been  exceedingly  difficult  to 
obtain  State  legislation  to  eliminate  these  depredations,  und  when  legislation 
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has  been  secured,  the  enforcement  thereof  has  been  lax  and  the  results  un- 
satisfactory. 

Under  the  present  war  emergency,  therefore,  the  proposed  measure  for  a 
Federal  tax  on  dogs  would  serve  two  purposes:  First,  by  levying  a  per  capita 
tax  on  the  owner  of  a  dog  for  every  dog  kept,  it  would  provide  needed  revenue. 
Second,  the  imposition  of  such  a  tax  would  imdoubtedly  eliminate  a  large 
number  of  worthless  dogs,  and  would  thereby  generally  oi^erate  efficiently  to 
decrease  the  present  menace  which  exists  to  the  sheep  industry,  and  also 
to  poultry,,  hogs,  and  other  live  stock. 

There  are  great  areas  of  land  in  the  South  adapted  to  the  sheep  industry, 
which  are  not  put  to  use  for  sheep  to-day,  on  account  of  this  dog  menace. 
There  are  thousands  of  abandoned  farms  in  New  England,  which  do  not  main- 
tain sheep,  for  the  same  cause.  There  is  a  wonderful  opportunity,  moreover, 
throughout  all  our  farming  sections  for  the  maintenance  of  sheep,  to  produce 
meat  and  wool,  and  to  build  up  depleted  soil  fertility,  which  would  result  in 
a  greater  agricultural  production  of  cereal  foods. 

The  vast  burdens  of  the  present  war  must  be  met  by  an  increase  of  national 
income  over  national  expenditure.  Every  jjossible  source  of  increa.sed  pro- 
duction should  be  utilized  for  that  punwse. 

It  is  the  urgent  appeal  of  everyone  who  has  a  thorough  knowledge  of  the 
sheep  industry,  and  who  is  interested  in  its  advancement,  that  the  Finance 
Committee  of  the  Senate  may  recognize  the  gravity  of  this  situation,  and  may 
Incorporate  the  proposed  Fe<lernl  tax  on  dogs  in  the  war-revenue  measure 
now  under  consideration. 

Respectfully  submitted. 

More  Sheep  AIobe  Wool  Association  of  the  United  States. 
A.  C.  BiQELOW,  PrcMident. 

AMORTIZATION. 

The  Chairman.  Mr.  AUport,  the  committee  can  now  hear  you. 
STATEHIENT  OF  MB.  JAMES  H.  ALLFOKT. 

Mr.  Allport.  Mr.  Chairman,  Mr.  Edwin  B.  Chase  appears  with 
me  to-day,  and  the  question  I  wish  to  bring  to  your  attention  is  the 
amortization  of  the  costs  of  material,  machinery,  and  equipment 
compared  at  the  present  time  with  those  of  the  prewar  period  and 
the  influence  it  is  having  at  the  present  time  upon  the  production  of 
bituminous  coal,  and  also  anthracite,  in  the  United  States. 

The  question  in  particular  is  for  expansion  and  development, 
improvements  which  are  necessary  in  mining,  which  is  a  hazardous 
occupation. 

Senator  Penrose.  I  want  to  explain  to  the  committee  that  this 
proposition  has  been  before  the  committee  before.  But  I  want  to 
say  for  Mr.  Allport  that  he  is  one  of  the  greatest  experts  on  this  line 
of  inquiry  that  there  is  in  the  country,  and  I  hope  the  committee  will 
give  special  consideration  to  what  ne  has  to  say  and  ask  him  any 
questions  they  desire  to. 

Mr.  Allport.  Being  a  hazardous  industry,  expenditures  have  to  be 
made  for  improvements  and  developments  in  order  to  maintain  pro- 
duction. The  cost  of  material,  as  you  understand,  has  increased 
from  100  to  300  per  cent,  particularly  in  production  machinery, 
tracks,  copper,  all  electrical  equipment,  mine  supplies,  and  material 
which  is  necessary  for  not  only  the  increased  production  of  the  mines 
but  for  the  maintenance. 

We  find,  in  making  out  our  reports  for  taxes,  that  the  capital 
invested  in  the  industry  has  been  capitalized  bj  the  Treasury  Depart- 
ment for  all  expenditures,  so  that  it  nas  made  it  almost  impossible  for 
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a  producer  to  increase  his  production,  or  to  go  ahead  with  additional 
development,  on  account  of  the  expenditures  being  capitalized  and 
taxed. 

I  have  a  brief  report  of  which  I  will  read  a  part  to  you  [reading]  : 

* 

We  find  in  reports  of  the  probable  wording  of  the  new  war-revenue  bill  and  In 
the  ruling  of  the  Treasury  Department  a  strong  tendency  to  put  costs  of  certain 
necessary  mine  work  usually  paid  out  of  earnings  to  capital  account  and  thus 
Increase  the  taxable  earnings. 

This,  we  believe,  is  resulting  in  a  curtailment  of  improvements  and  develop- 
ments in  the  coal  mines  which  will  inevitably  result  not  only  in  checking  in- 
creases in  production  but  in  an  actual  and  very  serious  decrease  in  the  production. 

The  operators  can  not  and  dare  not  increase  their  capital  by  charging  to  capital 
account  developments  and  replacements  necessary  to  maintain  production,  nor 
can  they  thus  charge  the  full  cost  of  exteasions  and  new  machinery  necessary 
for  increased  production  and  to  replace  man  power  by  machinery  at  the  present 
abnormal  costs,  as  they  well  know  that  under  normal  conditions  they  will  be 
unable  to  earn  the  interest  charges  on  such  inflated  capital. 

Under  these  conditions  we  would  respectfully  suggest  that  Influence  should 
be  exerted  to  avoid  such  a  catastrophe,  and  we  would  urge  that  the  utmost  efforts 
be  exerted  to  have  included  in  the  pending  war-revenue  bill  the  following  prin- 
ciples : 

In  all  coal  mines  operating  expenses  to  be  deducted  frim  gross  earnings  shall 
include  all  expenditures  made  during  the  tax  year  for — 

1.  All  extensions  required  to  maintain  output,  including  the  cost  of  all  labor, 
materials,  machinery,  and  supplies. 

2.  All  machinery  installed  to  replace  human  labor.  Including  the  cost  of  instal- 
lation. 

3.  The  cost,  above  prewar  figures,  of  all  improvements  and  developments  made 
to  increase  output,  including  all  labor,  machinery,  material,  and  supplies  re- 
quired for  same.  The  cost  of  such  improvements  at  prewar  figures  to  be  charged 
to  capital  account. 

Senator  Smoot.  Then  you  would  not  get  any  tax  from  the  coal  pro- 
ducers,  if  that  were  the  case,  would  you? 

Mr.  Allport.  Yes,  sir. 

Senator  Smoot.  Why  should  not  that  apply  to  other  businesses  just 
the  same  as  to  coal  ? 

Mr.  Allport.  That  is  a  question  which  I  will  e^^plain  when  I  com- 
plete this. 

Senator  Smoot.  Excuse  me. 

The  Chairman.  Do  you  mean  the  increase  in  the  cost  of  these 
things  you  have  mentioned  should  be  deducted  from  the  gross 
earnmgs? 

Mr.  Allport.  They  should  be  charged  to  operating  expense — 
operating  costs.  ^ 

The  Chairman.  Then  they  would  represent  expense  and  be  de- 
ducted from  gross  income  for  the  purpose  of  ascertaining  the  net? 

Mr.  Allport.  Yes,  sir;  with  only  the  difference  in  the  cost  of 
these  materials  as  above  the  cost  in  the  prewar  period. 

The  Chairman.  And  that  applies  to  all  machinery  installed,  all 
extension  of  plant,  all  machinery  put  in  for  the  purpose  of  substitut- 
ing machinery  for  man  power? 

Mr.  Allport.  Yes,  sir. 

Senator  Smoot.  The  Bethlehem  Steel  Co.  has  done  the  same  thing, 
and  it  was  necessary  that  they  do  it;  in  fact,  the  Government  virtu- 
ally required  them  to  do  it.  Do  you  think  they  ought  to  have  all 
of  their  buildings  and  machinery,  as  enumerated  in  that,  deducted 
from  their  gross  earnings? 

Mr.  ALiiPORT.  The  cost  above  that  of  prewar  period ;  yes,  sir. 
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The  Chairman.  The  bill  here  rather  leaves  that  matter  to  the 
Secretary.    It  reads  [reading]  : 

In  the  case  of  buildings,  machinery,  equipment,  or  other  facilities  constructed^ 
erected,  installed,  or  acquired  on  or  after  April  sixth,  nineteen  hundred  and 
seventeen,  for  the  production  of  articles  contributing  to  the  prosecution  of  the 
present  war  there  may  be  allowed  a  reasonable  deduction  for  the  amortization 
of  such  part  of  the  cost  of  such  facilities  as  has  been  borne  by  the  taxpayer. 

Do  you  think  that  would  not  accomplish  the  result? 

Mr.  Allport.  That  would  probably  accomplish  what  I  have  to 
present.  But  I  will  add  that  in  section  215,  clause  (b),  "  any  amount 
paid  out  for  new  buildings  or  for  permanent  improvements  or  bet- 
terments made  to  increase  the  value  of  any  property  or  estate  "  is  an 
item  not  deductible.  So  far  as  Che  bill  itself  is  concerned,  one  clause 
practically  contradicts  the  other  as  to  the  judgment  of  the  Treasury 
Department  in  assessing  these  taxes.  I  believe  this  section  is  all 
right,  but  the  exceptions  taken  in  the  other  section  on  the  items 
deductible  would  allow  the  Treasury  Department,  in  the  fixing  of 
taxes,  to  capitalize  this  excess  cost  of  material  and  labor  that  is 
required  at  tne  present  time  only  to  maintain  production.  The  opera- 
tors have  been  required  in  all  instances  to  capitalize  this  extra  ex- 
penditure limiting  their  amortization  charges,  and  in  many  instances 
where  expenditures  were  made  the  operator  had  to  borrow  money 
to  pay  his  income  tax,  having  expended  it  all  for  increased  develop- 
ment. The  industry  does  not  take  exception  to  having  the  Treasury 
Department  capitalize  at  present  cost  figures,  but  they  do  take 
exception  to  the  capitalization  of  this  industry  at  the  present  figures, 
which  makes  that  organization  to  continue  these  matters  of  making 
new  improvements  for  increased  development. 

Senator  Penrose.  I  do  not  want  to  interrupt  you,  but  you  might 
state,  I  think,  right  here  what  would  be  the  effect  upon  the  produc- 
tion of  coal  unless  this  bill  is  amended? 

Mr.  Allport.  The  production  of  coal  would  materially  increase, 
from  the  fact 

Senator  Penrose.  I  say  if  it  is  not  amended,  what  will  be  the 
effect? 

Mr.  AujpoRT.  I  beg  your  pardon. 

Senator  Penrose.  Unless  this  bill  is  amended  on  the  lines  you  have 
suggested  and  will  elaborate  still  further,  what  will  be  the  effect  on 
coal  production? 

Mr.  AiiLPORT.*  There  will  be  a^  material  decrease  in  the  coal  pro- 
duction, and  I  doubt  very  much  if  we  will  produce  in  1919  the  same 
tonnage  that  is  being  produced  in  1918. 

Senator  Penrose.  How  much  reduction,  roughly  speaking,  and  as 
a  guess,  would  you  say  there  will  be? 

Mr.  Allport.  I  would  say  that  in  1919  they  could  possibly  hold 
their  own ;  that  in  1920  there  would  be  at  least  a  10  per  cent  reduction. 
I  am  stating  this  from  the  fact  that  I  have  interviewed  numbers  of 
operators  and  operators'  committees.  The  industry  from  most  of  the 
States  of  the  United  States  have  asked  the  question,  What  is  being 
done  to  increase  the  production  of  coal  in  your  particular  districti 
I  have  been  repeatedly  told  that.  "  We  intended  to  make  improve- 
ments and  expenditures  during  tnis  year  for  the  increased  produc- 
tion, and  to  open  new  mines.    But  owing  to  the  fact  that  we  were 
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taxed  last  year  on  the  capital  invested  for  our  improvements  at  the 
present  value  instead  of  the  prewar  values,  we  have  decided  not  to 
make  any  further  improvements  this  year." 

That  has  been  done.  From  the  fact  that  when  a  mining  operation 
is  opened  either  by  shaft,  tunnel,  or  drift,  the  coal  is  near  to  the 
opening  at  the  start;  the  expense  graduallv  increases  as  the  mine  is 
workea  away  from  the  bottom  of  the  shaft,  tunnel,  or  drift,  as  the 
case  may  be«  Extensions  and  development  have  to  be  made  con- 
tinuously. There  was  exceptional  development  made  during  the 
year  1917  and  in  the  beginning  of  1918.  I  now  find  that  that  devel- 
opment is  lagging  verv  much^  and  that  it  is  only  because  of  the 
increased  price,  or  the  high  prices  of  rails,  overhead,  material,  loco- 
motives, mine  cars,  piping,  pumps,  machinery^  in  general  for  the 
handling  of  coal,  ana  that  the  operators  are  simply  working  their 
near  coal,  and  not  making  these  extensions  and  improvements  that 
should  be  made  to  increase  the  output  and  increase  the  tonnage  of 
the  country.    This  is  not  only  from  a  few  districts,  but  it  is  general. 

The  Chairman.  Can  you  tell  the  committee  what  has  been  the 
increase  of  the  price  of  coal  since  the  beginning  of  the  war? 

Mr.  Allport.  Yes,  sir. 

Senator  Smoot.  Is  this  the  wholesale  price  3'ou  are  now  about  to 
give,  or  the  retail  price?  , 

Mr.  Allport.  The  price  at  the  mine. 

Senator  Smoot.  Haveyou  the  retail  prices  as  well? 

Mr.  Allport.  I  do  not  have  the  retail  prices.  They  would  be  plus 
tlie  freights  and  the  drayiige,  as  the  case  may  be,  from  the  different 
<listricts  in  which  it  is  produced. 

The  CHAIR3IAN.  I  hope  that  is  so,  but  I  doubt  it  very  much. 

Senator  Smoot.  I  wish  that  were  true. 

Mr.  Allport.  This  is  bituminous  coal  for  which  I  will  give  you 
the  figures.  The  average  selling  price  of  bituminous  coal  in  the 
United  States  for  the  year  1916  was  $1.55  per  ton  f.  o.  b.  the  cars 
tit  the  mines. 

Senator  Smoot.  What  was  it  in  1914? 

Mr.  Allport.  I  do  not  have  the  1914  cost,  but  it  was  less.  The 
nverage  selling  price  of  coal  at  the  present  time  for  the  United  States 
is  $2,162  f.  o.  b.  the  cars  at  the  mine. 

The  Chairman.  That  is  bituminous? 

Mr.  Allport.  Bituminous^  yes,  sir. 

The  Chairman.  Have  you  the  price  of  anthracite? 

Mr.  Allport.  I  do  not  have  the  anthracite  prices.  In  1917  the 
prices  were  very  highlv  inflated  because  they  were  not  controlled. 

The  Chairman.  In  1917  they  were  what  on  bituminous? 

Mr.  Allport.  $2,162. 

Senator  Smoot.  I  thought  that  was  now. 

Mr.  Allport.  Yes;  right  now. 

Senator  Smoot.  That  is  1918. 

Senator  Nugent.  What  were  they  in  1917? 

Mr.  Allport.  We  do  not  have  the  average  prices  for  1917,  from 
the  fact  that  the  contracts  that  existed  from  the  latter  part  of  1916, 
and  the  high  prices  until  the  contracts  expired  in  1917,  were  so 
irregular  all  over  the  country  that  we  have  not  been  able  to  compile 
that  data  and  get  the  exact  figures  as  to  what  the  average  cost  was. 
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Senator  Nugent.  It  was  considerably  higher  than  this  year? 

Mr.  Allport.  Yes,  sir;  very  much  higher  than  this  year. 

Senator  Jones.  Is  that  for  mine-run  coal? 

Mr.  Allport.  Yes,  sir;  the  mine-run  prices. 

The  Chairman.  You  say  you  have  not  the  prices  of  anthracite. 
About  how  much  does  that  run  above  the  bituminous  coal? 

Mr.  Allport.  The  present  prices  for  antliracite  coal  f.  o.  b.  the 
mines  are  $4.90  for  broken,  $4.80  for  egg^  $5.05  for  stove,  $5.15  for 
nut,  and  $3.75  for  pea. 

Senator  Lodge.  Those  were  the  prices  agreed  on  in  April,  1917, 
were  they  not? 

Mr.  Allport.  Yes,  sir ;  with  the  additional  price  that  was  allowed 
by  the  President  in  the  increased  price  in  wages  to  the  miners. 

I  do  not  have  the  prewar  prices  of  anthracite,  or  any  of  the 
anthracite  lists,  but  anthracite  coal  has  advanced  less  per  ton  f.  o.  b. 
the  mines  than  any  other  commodity  except  potatoes  since  the  war. 

Senator  Robinson.  How  do  you  arrive  at  that  unless  jou  know  the 
basic  figures  to  start  with?  How  do  you  know  that  is  true  unless 
you  know  what  anthracite  coal  was  selling  for  at  the  beginning  of 
the  war? 

Mr.  Allport.  I  do  not  happen  to  have  those  figures  you  ask  for. 

Senator  Robinson.  You  made  a  calculation  based  upon  those  fig- 
ures? 

Mr.  Allport.  Yes,  sir. 

Senator  Robinson.  You  can  easily  get  those  figures? 

Mr.  Allport.  Yes,  sir. 

Senator  Robinson.  You  will  supply  them  to  the  committee? 

Mr.  Allport.  Yes,  sir. 

"Senator  Penrose.  Mr.  Allport  is  a  bituminous  operator,  and  came 
down  here  to  speak  for  the  bituminous  people. 

Senator  Robinson.  Yes;  I  understand  that. 

Senator  Jones.  What  is  the  price  of  bituminous  coal  in  the  field 
where  you  operate  ? 

Mr.  Allport.  The  selling  price? 

Senator  Jones.  Yes;  at  the  mines. 

Mr.  Allport.  $2.95  f .  o.  b.  the  cars  at  the  mines. 

Senator  Jones.  How  much  was  that  price  before  the  war? 

,  Mr.  Allport.  That  price  before  the  war  ranged  from  $1.35  to 
$1.50  per  ton. 

The  Chairman.  Is  that  all  you  desire  to  say,  Mr.  Allport? 

Senator  Penrose.  Have  you  anything  further  to  say  to  the  com- 
mittee? You  have  been  interrupted  a  good  deal.  Maybe  you  had 
better  go  ahead  in  your  own  way  for  a  few  minutes. 

Mr.  Allport.  In  addition  to  that  I  would  say  that  an  addition 
for  mining  hazards,  if  actually  set  aside  in  cash  or  invested  in 
liberty  bonds  of  not  exceeding  2i  per  cent  of  the  value  of  the  coal 
at  the  mines,  should  be  allowed. 

That  is  a  question  which  is  of  vital  importance  to  the  industry,  and 
is  not  allowed  by  the  Treasury  Department,  from  the  fact  that  the 
accountants  of  the  different  departments  of  the  Government  said 
that  you  should  not  make  a  charge  into  your  cost  of  production  for 
something  that  has  not  occurred.  Therefore  charges  that  were  made 
into  accounts  of  companies  for  a  hazard  such  as  a  mine  explosion,  a 
flood,  a  mine  fire,  or  something  of  that  kind,  they  would  charge  from 
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2^  to  6  and  7  cents  a  ton  on  their  production,  which  was  carried  in  a 
reserve  fund  for  that  hazard.  That  was  entirely  capitalized  by  the 
Treasury  Department,  on  which  taxes  have  to  be  paid. 

The  Chairman.  Was  it  formerly  and  is  it  now  a  general  custom 
among  mine  owners  to  set  aside  a  fund  of  that  sort  as  a  reserve 
against  accidents  of  the  character  of  which  you  speak? 

Mr.  ^ViiLPORT.  I  would  say  in  50  per  cent  of  the  production  in  the 
United  States  that  is  the  custom.  The  amount  that  they  set  aside 
varies  in  the  different  fields — ^that  is,  gaseous  and  nongaseous  fields. 
In  gaseous  fields  it  is  rather  high  and  in  nongaseous  fields  it  is  low. 

Senator  Jones.  Is  there  any  limitation  on  the  fund  as  to  amount? 

Mr.  AixpoRT.  Per  ton  of  coal  produced. 

Senator  Jones.  Suppose  you  do  not  have  any  accident.  Do  you 
keep  on  piling  up  the  2  J  per  cent  or  any  other  percentage  ? 

Mr.  AUiPOBT.  Some  of  those  funds  have  gotten  very  large  in  some 
companies,  and  yet  the  majority  of  the  companies  in  the  United 
States  to-day  who  have  had  the  catastrophes  are  away  behind.  The 
fact  of  the  matter  is  they  have  had  to  capitalize.  I  laiow  of  a  num- 
ber of  instances  where  mine  fires  are  capitalized  to-day ;  floods  have 
been  capitalized,  catastrophes  have  been  capitalized  and  are  still 
being  paid  out  from  this  contingent  fund. 

The  Chairman.  Can  you  not  insure  against  contingent  losses  of 
that  sort  ? 

Mr.  Allfort.  No,  sir. 

The  Chairman.  Then  this  is  a  sort  of  an  insurance  fund? 

Mr.  Au^RT.  It  is  an  insurance  fund;  yes,  sir;  as  a  contingent 
fund. 

Senator  Jones.  There  is  a  mine  insurance  for  employees? 

Mr.  AUiPORT.  Employees^  liability ;  yes,  sir.  For  accidents  of  that 
kind  you  can  take  out  insurance,  but  you  can  not  insure  against  the 
propertv  damage,  which  is  really  the  greater  expense  of  the  two. 

The  Chairman.  Senator  Jones  asked  you  about  that,  but  I  have 
not  understood  your  answer  to  him.  Is  that  a  fund  of  indefinite 
amount,  or  do  you  limit  the  amount  of  that  fund,  and  when  it  reaches 
that  amount  do  you  discontinue  then  setting  aside  this  amount  an- 
nually ? 

Mr.  Allport.  Yes,  sir. 

Senator  Penrose.  Have  you  anything  further  to  submit  to  the 
committee? 

Mr.  .VixpoRT.  I  have  nothing  further. 

Senator  Penrose.  Have  you  any  brief  or  figures  you  want  printed  ? 

Mr.  Allport.  Yes;  I  would  like  to  submit  this. 

(The  document,  submitted  by  Mr.  Allport,  is  here  printed  in  full, 
as  follows:) 

September  14,  1918. 
SENATE  Finance  Committee, 

WaMhingtOfit  D.  C. 

Gentt.kmen  :  We  find  in  reports  of  the  probable  wording  of  the  new  war  rev- 
enue bill  and  in  the  rulinfjs  of  the  Treasury  Department  a  strong  tendency  to 
put  costs  of  certain  necessary  mine  work  usually  paid  out  of  earnings  to  capi- 
tal account  and  thus  increaJ»e  tlie  taxable  earnings. 

This,  we  believe,  is  resulting  in  a  curtailment  of  impriA'enients  and  develop- 
ments In  the  coal  mines  which  will  inevitably  result  not  only  in  crecking  in- 
creases in  production  but  in  an  actual  and  very  serious  decrease  in  the  present 
production. 
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The  oi)erator8  can  not  and  dare  not  increase  their  capital  by  charging  to 
capital  account  developments  and  replacements  necessary  to  maintain  prcdnc- 
tion,  nor  can  they  thus  charge  the  full  cost  of  extensions  and  new  machinery' 
necessary  for  increased  production  and  to  replace  man  power  by  machinery  at 
the  present  abnormal  costs,  as  they  will  know  that  under  normal  conditions 
they  will  be  unable  to  earn  the  interest  charges  on  such  inflated  capital. 

Under  these  conditions  we  Would  respectfully  suggest  that  influence  should 
be  exerted  to  avoid  such  a  catastrophe,  and  we  would  urge  that  the  utmost 
efforts  be  exerted  to  have  included  in  the  pending  war  revenue  bill  the  following 
principles : 

In  all  coal  mines  operating  expenses  to  be  deducted  from  gross  earnings 
shall  include  all  expenditures  made  during  the  tax  year  for — 

1.  All  extensions  required  to  maintain  output,  including  the  cost  of  all  labor, 
materials,  machinery,  and  supplies. 

2.  All  machinery  installed  to  replace  human  labor,  including  the  cost  of  instal- 
lation. 

3.  The  cost,  above  prewar  figures,  of  all  improvements  and  developments 
made  to  increase  output,  including  all  labor,  machinery,  material,  and  supplies 
required  for  same.  The  cost  of  such  Improvements  at  prewar  figures  to  be 
charged  to  capital  account. 

.  4.  An  allowance  for  **  mining  hazards,"  if  actually  set  aside  in  cash  or  In- 
vested in  Liberty  bonds,  of  not  exceeding  2^  per  cent  of  the  value  of  the  coal  at 
the  mines. 

We  believe  that  if  the  above  can  be  Included  in  the  war  revenue  bill  the 
result  will  be  to  permit  and  encourage  substantial  increases  of  output,  whi<dL 
under  the  law  as  now  proposed  and  as  interpreted  by  the  Treasury  Department, 
would  not  and  could  not  be  attained,  and  we  believe,  unless  action  of  this  sort 
is  taken,  that  instead  of  the  necessary  increase  an  actual  and  probably  serion^ 
decrease  of  production  will  result. 

Further,  with  such  a  law,  the  taxable  income  of  the  mines  will,  we  believe, 
yield  a  far  greater  revenue  to  the  Government  than  will  be  yielded  if  develop- 
ment and  extension  Is  penalized  by  putting  these  charges  into  capital. 
Yours,  very  truly, 

Jas.  H.  Aixpoirr. 

PUBLIC  UTILITIES. 

The  Chairman.  Mr.  Phillip  H.  Gadsden  is  present,  and  we  will 
now  hear  him. 

STATEMENT  OF  MB.  PHILIP  H.  GADSDEN,  OF  WASHINGTON,  D.  C, 
CHAIEMAN  OP  THE  NATIONAL  COMMITTEE  ON  PUBLIC  TJTIIITT 
CONDITIONS. 

Mr.  Gadsden.  Mr.  Chairman  and  gentlemen,  I  am  chairman  of  a 
committee  known  as  the  national  committee  on  public  utility  condi- 
tions, representing  all  of  the  electric  railway,  gas,  and  electric-light 
and  power  companies  in  the  United  States,  through  their  three 
national  associations.  I  appeared  before  the  committee,  you  recall, 
in  connection  with  the  War  Finance  Corporation  bill.  I  also  had  an 
opportunity  to  appear  before  the  Wa3'S  and  Means  Committee  on 
this  bill,  and  I  think  I  could  shorten  what  I  have  to  say  by  referring 
to  the  statements  made  at  that  time,  which  are  available,  of  course,  to 
this  committee. 

Our  purpose  in  appearing  before  the  committee  is  to  suggest  for 
vour  serious  consideration  the  wisdom  of  segregating  public  utilities 
Into  a  special  class  for  the  purpose  of  national  taxation.  We  ap- 
preciate, of  course,  that  that  is  not  a  very  congenial  suggestion  to 
you,  because  you  are  here  to  raise  money.  At  the  same  time  this  is, 
from  our  standpoint,  as  we  view  it,  a  great  national  question,  and 
the  problem  I  want  to  submit  to  you  is  whether  the  money  which 
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could  be  raised  by  applying  this  normal  income  tax  to  public  utilities 
can  not  be  put  to  wiser  and  better  use  by  leaving  it  where  it  is. 

Senator  Smoot.  Very  few  public-utility  corporations  are  making 
any  money. 

Mr.  Gadsden.  I  am  talking  about  the  normal  income  tax,  not 
excess  or  war  profits.  Our  suggestion  is  that  the  public  utilities  be 
placed  in  a  special  class  and  their  normal  income  tax  be  left  as  it 
is  now,  instead  of  being  increased  up  to  12  or  18  per  cent. 

The  situation  of  the  railways  particularly,  and  in  a  lesser  degree 
of  the  gas  and  electric  companies,  is  that  theV  have  not  any  excevss 
profits  to  pay  on.  They  are  the  one  industry  In  this  country  appar- 
ently which  IS  being  penalized  by  the  war.  Your  hearings  have  been 
taken  up  by  representatives  of  the  great  interests  criticizing  the 
percentages  of  excess  profits.  We  only  wish  we  had  profits  enough 
to  pay  some  percentage  on.  The  great  industry  I  am  representing, 
which  represents  an  investment  we  estimate  of  about  $10,000,000,000,, 
not  stock  and  bonds,  but  real  money  investment:  which  has  a  gross 
receipt  of  one  billion  and  half,  is  being  destroyed  by  the  war. 

The  Internal  Revenue  Department  figures  show  that  the  total  tax 
in  1916  under  the  2  per  cent  law  paid  by  public  utilities  was  a  little 
over  $5,000,000  on  a  net  of  $250,000,000.  Since  that  time,  of  course, 
tliat  amount  has  been  greatly  decreased.  I  estimate  that  $250,0(10,000 
net  would  certainly  not  exceed  now  $125,000,000  net. 

The  proposition  in  the  House  bill  is  to  impose  a  tax  of  12  per  cent 
on  such  portion  of  that  net  as  is  distributed  by  way  of  dividends 
and  18  per  cent  on  such  as  is  not.  That  is  a  part  that  I  wish  espe- 
cially to  direct  your  attention  to,  because  it  operates  especially 
against  the  public  utilities;  We  have  come  to  a  point  throughout  this 
country  when  as  a  class  we  have  passed  our  dividends.  We  are  hus- 
banding every  dollar  of  resources  we  have,  first,  for  the  reason  that 
we  can  not  borrow  any  money  fi'om  a  bank.  You  know  the  War 
Finance  Corporation  will  not  lend  us  any,  and  3'et  under  the  losses 
under  which  we  operate  there  are  daily  demands  upon  us  for  exten- 
sions, betterments,  and  improvements,  which  under  the  law  we  hiive 
to  make. 

A  consumer  applies  for  a  new  gas  connection  costing  $5,  $10.  or 
$15.  We  have  to  put  it  in.  An  electric  consumer  wants  his  house 
connections  made  or  a  now  motor  put  in.  The  law  requires  us  to  do 
it.  In  the  aggregate  that  runs  into  millions.  The  reports  in  my  office 
show  that,  notwitlistanding  the  great  economies  insisted  upon  by  all 
of  our  operating  companies  throughout  the  United  States,  per- 
emptory orders  issued  to  our  men  in  the  field  not  to  spend  a  dollar 
thev  do  not  have  to  spend,  notwithstanding  all  of  that,  over  fifty 
millions  was  spent  by  us — or  I  think  T  would  state  it  more  properly 
if  I  said,  spent  for  us. 

Therefore,  what  little  net  we  have  is  all  that  we  have  to  do  this 
work  with.  The  purpose  of  this  penalty  of  6  per  cent  was  to  drive 
the  money  out  into  the  hands  of  the  stockholaers,  to  in  turn  come 
under  the  surtax,  so  as  to  prevent  companies  from  hoardinsr  up  their 
monev  to  be  distributed  after  the  war  at  a  lower  rate.  The  situa- 
tion with  us  is  that  we  have  long  since,  in  a  great  many  cases,  stopped 
paying  dividends,  in  order  to  husband  what  little  money  there  is 
there,  to  go  toward  complying  with  our  legal  requirements  of  making 
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these  extensions,  betterments,  and  additional  facilities  to  our  service. 
The  war  has  brought  tremendous  demands  upon  railway  companies, 
for  instance,  for  additional  cars.  In  this  city  they  are  ordering 
seventy-odd  cars.  All  through  the  country  it  is  the  same.  We  can 
not  borrow  the  money  from  any  bank.  Some  part  of  it  must  come 
out  of  our  surplus,  if  we  have  any.    We  have  very  little. 

Senator  Penrose.  If  this  is  the  condition,  how  can  the  public- 
utilities  companies,  like  the  Washington  passenger  railway  'system, 
make  these  enormous  raises  in  wages? 

Mr.  Gadsden.  Senator,  they  can  not  make  them. 

Senator  Penrose.  They  have  done  it, 

Mr.  Gadsden.  The  situation  with  the  railroads  to-day  is  that  unless 
we  get  Federal  relief  from  the  President,  which  we  are  very  hopeful 
of  getting,  and  have  been  hoping  day  by  day  and  week  by  week,  they 
are  going  into  the  hands  of  receivers  by  the  dozens  within  30  days. 

Senator  Penrose.  Then  they  are  just  raising  these  wages  in  order 
to  avoid  trouble  with  their  employees,  in  the  hope  that  they  will  get 
Federal  aid? 

Mr.  Gadsden.  Yes;  they  have  to  raise  them.  The  Taft- Walsh 
Board  imposed  a  scale  of  wages  on  industry  which  our  office  has  cal- 
culated has  involved  an  additional  expenditure  of  one  hundred  mil- 
lions on  the  railways  of  the  country.  When  I  tell  you  that  under  the 
returns  of  the  Bevenue  Department  for  1916  the  entire  net  earnings 
of  the  railways  in  1916,  as  reported  to  the  Revenue  Department^ 
were  seventy  millions — we  all  admit  that  increased  operating  ex- 
pense of  1917  cuts  them  down,  we  will  say,  to  thirty-five  million — 
the  Taft  Board  at  one  fell  swoop  added  to  the  operating  expenses  of 
the  electric  railways  of  this  country,  when  that  scale  is  generally  ap- 
plied, over  one  hundred  millions,  and  they  did  not  have,  according  to 
my  estimates,  thirty-five  millions  left. 

Senator  Lodge.  That  is  Mr.  Walsh's  board  you  refer  to? 

Mr.  Gadsden:  The  Taft- Walsh  Board. 

Senator  Lodge.  Mr.  Taft  is  the  chairman? 

Mr.  Gadsden.  Yes,  sir.  Of  course,  the  situation  was  serious  in  tliis 
respect,  that  we  were  surrounded  by  a  scale  of  wages  which  was  tak- 
ing our  men.  But,  gentlemen,  here  is  a  situation  where  the  public 
utilities,  unless  relief  by  the  Federal  Government  is  given,  are  going 
by  the  board.  We  have  every  reason  to  believe  that  some  help  of  some 
kind  is  going  to  be  given  us,  so  far  as  the  President  can  give  it.  He 
has  shown  the  deepest  concern.  We  have  applied  to  the  War  Finance 
Corporation,  and  I  will  tell  you  what  our  experience  has  been.  Here 
is  an  anomalous  case:  We  go  to  the  War  Finance  Corporation  to 
borrow  some  money,  under  this  act  passed  by  Congress,  and  one  of 
the  very  first  suggestions  that  is  made  to  us,  and  in  some  cases  in- 
sisted on,  is  that  as  a  condition  of  Federal  aid,  "  You  waive  your 
dividends.  You  agree  not  to  pay  a  dividend  until  this  loan  is  paid.'* 
Then  Congress  comes  in  and  says, "  If  you  dp  not  pay  your  dividends, 
you  pay  6  per  cent  more." 

Senator  Lodge.  We  tax  you  18  per  cent.  That  is  a  splendid 
arrangement. 

Mr.  Gadsden.  Do  you  not  see  that  that  does  not  affect  industry,, 
hut  we  are  the  only  people  who  have  to  go  through? 
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The  Chairman.  Did  I  understand  you  to  say  that  the  War  Finance 
Corporation  required  as  a  condition  to  loaning  the  money  that  you 
^ould  not  pay  your  dividends? 

Mr.  Gadsden/  I  say  in  many  cases  they  have  suggested  that,  and  in 
several  cases  required  it.  I  know  in  many  cases  I  had  to  go  there  for 
assistance.  The  War  Department  wanted  an  extraordinary  increase 
of  our  power  facilities  over  a  lone  period,  and,  of  course,  our  com- 
pany could  not  possibly  do  it,  and  1  agree  to  do  it  if  the  War  Finance 
Corporation  would  make  a  loan,  and  one  suggestion  was  that  wq 
should  waive  dividends  inasmuch  as  the  collateral  T  was  offering  was 
the  stock  of  the  company.  I  said,  '^  Of  course,  I  can  not  do  that,  be- 
cause the  basis  of  tne  collateral  I  am  offering  you  is  a  dividend- 
paying  stock."  But  from  their  standpoint  it  is  a  very  proper  thing, 
for  if  a  company  is  in  need  of  fimds  and  applies  for  Federal  aid, 
they  say  the  stockholders  must  help  by  waiving  their  dividends. 

Senator  Kobinson.  Did  you  succeed  in  making  the  arrangement 
in  the  case  you  mentioned? 

Mr.  Gadsden.  In  my  case  I  did.  That  was  my  collateral,  and  it 
destroye<l  the  whole  value  of  the  collateral. 

Senator  Lodoe.  They  ask  you  to  waive  the  dividends,  and  then  if 
you  do  waive  the  diviaends^  it  is  proposed  to  tax  you  18  per  cent  by 
way  of  punishment  for  waiving  them? 

Mr.  Gadsden.  Yes.  That  is  one  feature  of  it  that  I  think  deserves 
your  serious  consideration,  because  public  utilities  as  a  class  are  in 
that  position.  We  are  forced  by  the  exigencies  of  the  situation  to 
pass  our  dividends. 

The  Chairman.  You  say  that  the  War  Finance  Corporation  re- 
quired that  or  suggested  that? 
Mr.  Gadsden,  x  es ;  that  has  been  suggested. 
The  Chairman.  The  question  I  wish  to  ask  you  is.  Do  the  banks 
of  the  country,  when  you  go  to  secure  money  through  them,  make  any 
such  suggestion? 

Mr.  Gadsden.  They  make  exactly  the  same  suggestion,  and  from  a 
banker's  standpoint  ft  is  a  perfectly  proper  provision. 

The  Chairman.  I  am  not  saying  it  is  not.  Is  that  a  general  custom 
among  banlcs? 

Mr.  Gadsden.  It  is  under  present  conditions. 
The  Chairman.  Does  that  apply  only  to  the  utility  corporations 
because  they  are  in  trouble? 

Mr.  Gadsden.  Because  we  are  in  trouble,  and  we  can  not  pass  it  on 
to  the  consumer. 
The  Chairman.  That  does  not  apply  to  others  seeking  loans? 
Mr.  Gadsden.  No,  sir.. 

Senator  Jones.  You  say  you  can  not  pass  it  on  to  the  consumer. 
Is  it  not  just  as  inevitable  as  it  can  be  that  something  must  be  done 
to  pass  it  on  to  the  consumer? 

Mr.  Gadsden.  Unquestionably.  But  we  are  going  broke  in  the 
meantime.  One  of  the  things  I  am  asking  you  to  do  to  pass  it  on  is 
something  within  your  province.  I  am  going  to  every  department  of 
the  Government  and  saying,  "  I  want  you  to  help  so  lar  as  you  can." 
This  committee  can  help  the  public  utilities  by  not  increasing  our  tax 
burden.  We  are  segregated  into  a  special  class  for  everything  except 
taxation.    We  are  put  into  v  special  class  for  the  purpose  of  fixing 
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our  revenue,  we  are  put  in  a  special  class  for  the  purpose  of  control- 
ling our  service,  and  why  not  put  us  in  a  special  class  for  the  purpose 
of  taxation,  and  say, "  Their  burdens  shall  not  be  further  increased  '*? 

Senator  Jones.  Does  what  you  say  apply  to  all  of  these  public 
utilities? 

Mr.  Gadsden.  Yes,  sir. 

Senator  Jones.  Are  there  not  some  exceptions? 

Mr.  Gadsden.  Of  course,  there  are  exceptional  companies;  un- 
questionably. 

Senator  Jones.  Instead  of  having  the  plan  which  you  suggest 
apply  in  blanket  form  to  all  of  them,  why  not  vest  some  authority 
somewhere  to  deal  with  the  company  w^hich  really  needs  assistance? 

Mr.  Gadsden.  That  accomplishes  my  purpose.  There  are  some 
electric  railways  still  which  are  making  money.  But  I  could  count 
them  on  my  two  hands. 

The  Chairman.  I  understood  you  as  not  insisting  that  your  cor- 

S orations  should  be  relived  from  this  additional  6  per  cent  that  the 
[ouse  bill  applies  upon  the  undistributed  dividends  or  income  of  a 
corporation,  but  j^ou  are  insisting  that  your  tax  shallnot  be  more 
than  6  per  cent  as  against  12  per  cent  normal  tax? 

Mr.  Gadsden.  I  am  suggesting  that  w'e  be  left  as  we  were  last 
year.  You  only  collect  $5,000,000  out  of  them  under  a  2  i>er  cent  tax. 
The  amount  to  the  United  States  Treasury  is  a  bagatelle,  but  it  is  all 
we  have.  Devoted  to  public  purposes  in  our  hands  it  will  accom- 
plish more  than  in  the  Treasury  of  the  United  States.  It  will  not 
itmount  to  more  than  fifteen  or  twenty  millions  in  the  Treasury  of 
the  United  States,  if  that  nuich.  But  ten  or  twentv  millions  to  this 
industry  now  will  help  it  to  go  through  the  war.  That  is  the  point. 
It  is  on  the  verge  of  destruction.  And  the  question  of  statesmanship 
and  wisdom  is  whether  that  money,  devoted  by  us  to  the  public  use 
at  this  time,  is  not  worth  more  to  the  public  than  turned  over  to  the 
United  States  Treasury. 

Senator  Thomas.  Do  the  officers  of  these  companies  enjoy  the  same 
salaries  that  they  did  before  they  got  into  this  fix? 

Mr.  Gadsden.  I  rather  think  so.  I  do  not  know  anv  of  them  that 
got  any  very  heavy  ones. 

Senator  Thomas.  What  are  the  salaries? 

Mr.  Gadsden.  I  think  in  the  operating  field  $5,000  is  a  good  big 
salary  for  the  president. 

Senator  Titomas.  In  the  Xew  York  companies  the  salary  must  be 
very  much  higher  than  that. 

Mr.  Gadsden.  I  expect  so.  But  do  not  judge  this  industry  by  the 
high  spots.  I  am  speaking  for  the  little  fellows.  I  am  speaking  for 
the  men  all  over  the  United  States. 

Senator  Thomas.  We  have  this  same  appeal,  however,  from  the 
high  spots.  I  had  it  personally  from  two  gentlemen  from  New  York 
only  last  week  complaining  very  bitterly. 

Mr.  Gadsden.  They  are  all  suffering. 

Senator  Thomas.  And  I  asked  what  the  salaries  were,  but  I  could 
not  get  any  answer. 

Mr.  Gadsden.  To  give  you  a  picture,  I  have  here  a  tabulation  of 
*293  electric  railrways^  showing  tneir  returns  for  six  months.  There 
are  four  or  five  Inmdred  in  my  office,  but  I  just  tabulated  up  to  date 
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the  six  months  as  compared  with  the  six  months  of  last  year.  It 
shows  a  decrease  in  their  income  during  the  six  months  of  74.4  per 
cent. 

Senator  Diixjngham.  That  has  come  from  the  increased  cost  of 
operation? 

Mr.  (lADSDEX.  Yes,  sir.  For  instance,  the  total  operating  expense 
of  these  companies  was  11  per  cent.  Their  tax  increase  was  10  per 
dent.  ^  Yet  their  gross  income  had  increased  3^  per  cent.  Notwith- 
standing an  increase  in  their  gross  their  net  income  for  1917  was 
$11,900,000,  and  for  1918  it  is  $3,000,000.  On  the  1st  of  January  it 
will  almost  disappear,  because  we  have  not  yet  charged  up  any  Taft 
labor  de<Msions.    That  is  a  hundred  million  going  into  the  situation. 

Senator  Jones.  That  net  income  charge  is  a  most  imcertain  desig- 
nation of  what  may  go  in  it.  Your  question  of  expenses  and  charges^ 
and  depletion^  and  all  that  sort  of  things,  is  a  matter  of  judgment 
for  each  company,  and  I  suppose  your  figures  there  have  been  made 
up  from  the  general  statements  furnished  you  by  the  companies? 

Mr,  (jadsden.  Each  individual  company  sends  a  report. 

Senator  Jones.  And  each  company  preparing  its  books  in  its  own 
way  and  making  its  allowances  for  expenses,  depletion,  and  all  that 
sort  of  thing? 

Mr.  Gadsden.  You  are  mistaken  about  that.  In  all  States  where 
there  are  public-utilities  commissions  there  are  standard  systems  ol 
accounts. 

Senator  Jones.  That  may  be.    I  do  not  know  about  that. 

Mr.  Gadsden.  All  of  the  large  States  have  them,  and  the  great 
majority  of  the  trackage  is  in  those  commission  States.  I  am  not 
going  to  detain  the  committee.  It  is  a  question,  I  respectfully  submit 
to  you,  that  demands  wise  action  on  the  part  of  this  committee  to 
fihow  some  sympathy  with  this  industry. 

Senator  Lodge.  The  plain  English  of  it  is  that  if  something  is  not 
done  within  the  next  30  days  the  great  bulk  of  the  street  railways 
will  lw»  in  the  hands  of  receivers? 

Mr.  (iadsdkn.  Yes,  sir.  I  attended  a  special  meeting  called  in  New 
York,  and  it  was  with  some  difficulty  that  some  of  those  men  were 
persuaded  to  hold  on. 

This  will  help  i>>ychologically  if  I  can  say  that  Congress  has 
lielped  me  so  far  as  it  could.  I  can  go  to  the  executive  officers  and 
say,  "  The  political  end  of  this  Government  is  doing  all  it  can."  I 
have  to  get  assistance  from  wherever  I  can  get  it. 

Senator  Penrose.  How  can  the  Federal  Government  help  you  in 
the  executive  department? 

Mr.  Gadsden.  The  President  can  do  a  great  deal. 

Senator  Penrose.  T  know  he  can  do  almost  everything,  but  not 
entirely  everything.  He  is  not  omnipotent  yet.  Through  what 
authority  of  law  or  in  what  way  can  he  help  the  utility  companies? 

Mr.  Gadsden.  I  would  be  very  glad  if  you  had  time  to  hear  a  brief 
I  filed  with  the  Taft  Labor  Board.  I  think  legally,  under  the  exist- 
ing statutes  and  under  the  state  of  war.  there  are  two  propositions, 
which  I  .submitted  to  the  board  and  in  which  they  agreed.  The 
first  was  that  Congress  has  n<^w  the  right  to  fix  the  rates  of  public 
utilities.  Second,  that  under  existing  legislation  that  right,  so  far 
as  street  railwavs  are  concerned,  has  been  conferred  on  the  President. 
Mr.  Taft  and  Mr.  Walsh  lioth  concurred  in  that. 
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Senator  Tho3ias.  Do  you  think  the  Congress  could  fix  the  rate 
charged  by  the  Denver  Tramway  Co.  in  my  city  ? 

Mr.  Gadsden.  I  have  not  any  doubt  about  it. 

Senator  Thomas.  I  have. 

Mr.  Gadsden.  I  would  like  to  send  you  a  copy  of  my  brief.  If 
Congress  can  fix  the  rates  of  coal  in  a  mine,  why  can  it  not  fix  the 
rate  of  the  electricity  that  mines  that  coal  ? 

Senator  Penrose.  Is  this  brief  a  voluminous  document  ? 

Mr.  Gadsden.  No,  sir;  it  is  short. 

Senator  Penrose.  I  would  like  to  have  it  put  in  the  printed  testi- 
mony. 

Mr.  Gadsden.  I  would  be  glad  to  furnish  it.  It  is  a  novel  proposi- 
tion. 

The  Chairman.  When  you  were  before  us  before,  you  stated,  and 
stated  very  clearly,  that  your  troubles  grew  very  largely  out  of  the 
fact  that  you  had  been  unable  to  get  your  rates  increased,  that  they 
were  regulated  by  the  local  authorities,  and  you  had  not  been  able 
to  get  them  to  act.  The  President,  I  think,  wrote  a  letter  in  which 
he  ur^ed  upon  these  different  authorities  the  importance  and  neces- 
sity of  allowing  you  to  increase  your  rates. 

Mr.  Gadsden.  Yes,  sir. 

The  Chairman.  Has  there  been  any  response  to  that? 

Mr.  Gadsden.  There  has  been  a  very  substantial  response,  so  far 
as  gas  and  electric  companies  are  concerned.  There  has  been  very 
little  response  so  far  as  railways  are  concerned ;  almost  none. 

The  Chairman.  And  unless  you  could  get  your  rates  increased, 
nothing  can  relieve  you  of  your  present  trouble  ? 

Mr.  Gadsden.  Nothing.  TTnless  these  rates  go  up  the  industry  is 
gone. 

(Documents  were  submitted  by  Mr.  Gadsden,  and  are  here  printed 
in  full,  as  follows:) 

American  Electric  Railway  Association  Wab  Boabd, 

Washington,  D.  C,  August  2S,  1918. 

Income  account  of  293  electric  railways  for  the  6  months  ended  June  SO,  1918, 

compared  with  the  6  months  ended  June  SO,  1917. 


Total  operating  revenues 

Total  operating  expenses 

Net  operating  revenue 

Net  revenue  from  auxiliary  operations 

Taxes '. 

Nonoperating  income 

Gross  Income 

Deductions  from  gross  income 

Net  income 


6  months  ended  June 
30. 


1918 


$173,077,841 
123,037,864 


50,039,977 
5,723,679 

12,911,593 
2,365,383 


45,217,446 
42,150,028 


3,067,418 


1917 


9167,211,445 
110,752,026 


56,459,419 
5,601.684 

11,675,740 
2,040,143 


Increase  or  deoraase 
1918  over  1917. 


Amotmt. 


15,866,396 
12,285,838 


16,419,442 

121,995 

1,235,853 

325,240 


52,425,506!     17,208,060 
40,431,159  1,718,869 


11,994,347  1     18,926,929 


PflrocBt. 


1  Decrease. 


3.5 
U.l 


111.4 

2.3 

10.6 

15.9 


113.8 
4.3 


174.4 
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ARGUMENT  OF  P.  H.  GADSDEN,  ESQ.,  AND  BRIEF  OF  THE  WAB  BOABD  OF  THE  AMERICAN 
ELECTRIC  RAILWAY  ASSOCIATION  IN  THE  MATTER  OF  THE  POWER  OF  THE  PRESI- 
DENT TO  FIX  RATES  OF  FARE  FOR  ELECTRIC  RAILWAYS. 

Mr.  Chainnan  and  Memhera  of  the  National  War  Labor  Board: 

Before  reading  this  brief  it  will  be  helpful  to  the  members  of  the  board  if  I 
give  them  a  picture  of  the  financial  situation  and  the  problems  which  have  been 
brought  upon  the  electric  railway  industry  by  the  war. 

The  public-utility  industry  as  a  whole,  unlilte  any  other  industry  in  the 
country,  found  itself  at  the  outbreak  of  the  war  in  a  situation  in  which  it  could 
do  nothing  to  improve  its  financial  condition.  For  instance,  under  franchise 
regulations  and  orders  of  public-service  commissions  the  rate  of  fare  on  the 
electric  railways  had  been  fixed  years  ago,  based  presumably  upon  conditions 
existing  at  that  time.  During  the  many  years  that  electric  railways  have  been 
operating,  their  unit  fare  of  5  cents  has  had  to  remain  the  same,  whereas  for 
the  last  15  or  20  years  their  operating  expenses  have  been  increasing  both  for 
labor  and  materials.  At  the  outset  of  the  war  this  recurring  and  cumulative 
increase  in  the  cost  of  labor  and  materials  had  made  such  inroads  into  the  net 
revenue  of  the  electric  railways  that  very  few  of  them  showed  any  substantial 
return  upon  a  fair  valuation  of  their  property. 

Now  the  war  breaks  out,  and  the  cost  of  everything  entering  in  to  tlie  opera- 
tion of  those  properties,  as  far  as  material  is  concerned,  has  gone  up  anywhere 
from  25  per  cent  to  300  per  cent.  The  cars  that  we  are  purchasing  to-day  are 
costing  just  100  per  cent  more  than  they  cost  before  the  war.  Every  item  that 
goes  into  the  operation  of  those  properties  has  gone  up  on  a  scale  with  which 
you  are  familiar  in  your  own  experience. 

In  addition  to  that,  the  same  economic  principles  have  applied  to  the  condi- 
tions of  our  laboring  men.  Their  cost  of  living  has  increased  just  as  the  cost 
of  living  of  operatives  in  other  industries  and  other  lines  of  activity  has 
increased.  Naturally  they  have  felt  constrained  to  make  demands  upon  the 
electric  railway  industry  of  the  country  for  increases  in  their  wage  scale. 
Already  in  the  14  or  15  months  since  the  declaration  of  war  a  very  large 
number  of  companies — and  I  was  going  to  say  practically  every  company — 
have  been  called  upon  to  grant  increases  in  wages  to  their  car  men.  I  have 
in  mind  a  number  of  companies  that  have  granted  tliree  increases  in  the  last 
year  to  meet  these  recurring  and  extraordinary  increases  in  the  cost  of  living. 

In  addition  to  that  problem  the  electric  railways  in  this  year  1918  are  faced 
with  the  necessity  of  financing  maturing  obligations,  such  as  bonds  issued, 
say,  20  years  ago.  maturing  in  the  year  1918,  aggregating  in  the  neighborhood 
of  $125,000,000,  and  they  find  at  the  same  time  that  the  financial  needs  of  the 
Government  to  carry  on  this  war  have  practically  monopolized  all  the.  avenues 
of  finance,  so  that  there  is  no  investment  market  for  public  utilities  securities. 
And  yet  we  are  faced  with  the  necessity  of  securing  from  somebody,  somewhere, 
$125,000,000  to  take  care  of  obligations  issued  in  good  faith  15.  20,  and  30 
years  ago. 

Some  of  us  during  the  latter  part  of  1917  and  the  early  part  of  1918,  seeing 
no  opportunity  of  getting  Federal  assistance  in  the  way  of  financing,  have  to  go 
into  the  open  market  and  buy  money.  One  of  the  largest  aggregations  of  public 
utilities  in  this  country,  a  company  operating  in  22  States  of  the  Union,  was 
called  upon  in  the  early  part  of  January  to  finance  something  like  eight  or 
ten  millions  of  dollars  and  was  required  and  forced  to  pay  13i  per  cent  for  it. 
Of  course,  it  is  needless  for  us  to  point  out  to  this  board  that  that  means  death ; 
that  it  is  simply  deferring  the  inquest  until  after  the  war;  that  no  rate  which 
any  municipality  or  any  public-service  commission  will  put  into  effect  will  be 
sufficient  to  take  care  of  a  cost  of  money  at  13  or  14  per  cent. 

Furthermore,  there  is  no  national  industry  of  which  so  much  is  expected  and 
upon  which  such  great  demands  have  been  made  in  the  prosecution  of  the  war. 
Every  industry  or  factor  or  navy  yard  or  cantonment  or  airplane  plant  or 
shipyard  requires  for  its  successful  and  efficient  operation  increased  service  from 
some  electric  railway.  When  you  attempt  to  visualize  the  demands  that  have 
been  made  upon  the  electric-railway  industry  of  the  country  In  handling  the 
hundreds  of  thousands  of  operatives  at  the  various  munitions  plants  and  ship- 
yards, especially  when  those  plants,  as  is  the  fact  in  a  great  many  cases,  have 
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been  constructed  at  iwliits  remote  from  the  centers  of  the  electric-railway  sys- 
tems, requiring  new  lines  to  be  built,  additional  circuits  for  the  transmission  of 
the  current  to  be  constructed,  and  extraordinary  increases  in  the  power-plant 
capacity  to  be  provided  to  handle  the  business,  you  get  some  faint  idea  of  the 
burdens  that  are  being  carried  by  the  electric-railway  industry  in  helping  to  win 
the  war. 

Up  to  date,  under  the  extraordinary  conditions  which  I  have  pointed  out, 
under  the  adverse  conditions  of  a  fixed  revenue  and  an  increasing  operating 
ratio,  in  some  way  and  somehow  the  electric  railway  industry  has  performed  its 
duty  and  has  measured  up  to  the  standard  of  patriotic  service  which  the 
country  has  called  upon  it  to  perform. 

We  are  faced,  in  addition  to  the  expenditures  which  have  already  been  made, 
with  increasing  demands  on  the  part  of  the  Government,  which  we  estimate 
will  require  at  our  hands  at  least  $100,000,000  of  new  capital  this  year.  Where 
that  money  is  to  come  from  is  still  a  problem.  Wherever  it  comes  from,  we 
shall  have  to  pay  the  interest  on  it,  and  to  pay  it  we  must  earn  it ;  or,  to  state 
the  proposition  conversely,  to  borrow  it  we  must  first  show  that  we  have  earned 
it.  And,  gentlemen,  I  want  to  say  to  you  that  that  is  one  of  the  serious  problems 
confronting  us  in  connection  with  financing  through  the  War  Finance  Coriwra- 
tion.  The  directors  of  that  corporation,  protecting  the  interests  of  the  Gov- 
ernment, have  properly  taken  the  position  that  unless  an  electric  railway  can 
show  sufficient  net  earnings  over  and  above  its  operating  expenses  and  fixed 
charges  to  create  an  equity,  they  are  not  Justified  in  rendering  financial  assist- 
ance ;  and  yet  we  must  get  it  for  the  purposes  of  the  Government.  We  do  not 
want  to  make  these  extensions;  we  are  not  seeking,  in  a  time  like  this,  when 
everybody  else  is  curtailing  operating  expenses  and  living  expenses,  to  increase 
them,  but  we  have  got  to  if  this  war  is  to  go  on. 

Now  comes  the  next  problem  that  we  face  to-day.  These  gentlemen,  re- 
ferring to  representatives  of  Electric  Railway  Employees,  are  here,  after  all 
the  efforts  that  have  been  made  during  the  last  12  months  on  the  part  of  the 
companies  throughout  the  country  to  increase  as  far  as  their  financial  situation 
justified  the  wages  of  their  employees,  and  those  employees  still  finding  them- 
selves in  a  position  where  their  wages  are  not  sufiScient  under  existing  con- 
ditions, to  demand  an  increase  in  wages,  requiring  still  further  substantial 
expenditures  on  our  part. 

Under  these  conditions  we  say  again  that  the  situation  which  confronts  us 
has  been  brought  upon  us  by  the  war,  that  the  demands  which  are  made  upon 
us  for  these  extraordinary  increases  in  our  facilities  are  made  upon  us  by  the 
National  Government,  and  that  unless  we  can  get  relief  from  the  same  source 
we  can  go  no  farther. 

Now.  gentlemen,  that  is  the  situation.  I  submitted  to  the  section  a  state- 
ment of  operating  conditions,  which  is  on  file,  and  I  will  not  detain  the  board 
by  going  over  those  figures  In  detail,  but  I  should  like  to  call  the  attention  of 
the  other  members  of  the  board  to  this  situation,  that  the  War  Board  of  the 
American  Electric  Railway  Association,  which  was  organized  to  meet  just 
such  a  condition  ns  this,  and  whose  declared  purpose  is  to  coordinate  the 
electric  railway  Industry  of  the  country  so  as  to  facilitate  the  Government's 
prosecution  of  the  war,  sent  out  a  questionnaire  to  ascertain  the  operating 
conditions  of  the- electric  railways  for  the  first  three  months  of  1018  as  com- 
pared with  the  first  three  months  of  1917.  Those  figures,  which  are  on  file  In 
your  office,  show  that  the  net  income  of  the  electric  railways  of  the  country 
for  the  first  three  months  of  1898  as  compared  with  the  first  three  months  of 
1917  decreased  76  per  cent,  whereas  up  to  the  1st  of  January  they  had  decreased 
something  like  sixty-odd  per  cent.  Indicating  a  progressive  Increase  in  the  cost 
of  operations  and  a  progressive  decrease  In  the  net  Income. 

Thoy  further  show  that,  whereas  the  operating  ratio  of  those  properties  in 
1915  was  a  little  over  60  per  cent,  for  the  first  three  months  of  1918  It  was 
approximately  70  per  cent. 

Now,  gentlemen,  it  is  needless  for  nie  to  dwell  upon  what  that  means  to  you. 
It  means  that  this  industry  is  heading  for  the  rocks.  It  means  that  in  six 
months'  time,  if  conditions  are  not  Improved,  If  revenues  are  not  increased, 
that  ratio  will  he  100  per  cent.  Therefore,  we  have  urged  upon  this  board, 
jmd  in  this  position  the  operatives,  as  represented  by  the  officials  of  the 
amalgamated  association,  have  concurred,  that  the  relief  which  Is  essential 
to  this  great  national  industry  Is  a  proper  Increase  of  Its  fares.  We  have 
shown  that  that  relief  can  not  be  obtained  in  proper  time  through  the  ordinary 
channels,   for   notwithstanding   the  conditions   which   the   Industry   has  been 
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Koing  through  for  12  mouths,  it  is  a  uiatter  of  common  knowledge  that  the 
ptTcentage  of  increases  allowed  in  street  car  fares  throughout  the  country  has 
been  pitifully  small.  That  means,  and  the  conclusion  is  irresistible,  that  the 
machinery  set  up  during  times  of  peace  for  the  adjustment  and  fixing  of 
street  car  fares  is  not  adapted  to  meet  the  extraordinary  conditions  of  war* 
It  was  primarily  designed  to  adjust  rates  downward,  not  \ipward.  It  was 
properly  designed  to  consume  time,  so  that  adjustments  should  receive  the 
careful  attention  of  all  concerned.  But  now,  gentlemen,  w^e  are  facing  a  situa- 
tion which  does  not  permit  of  delay.  The  financial  situation  which  I  hare 
presented  to  you,  unless  relieved  within  a  very  short  time,  will  bring  nbout 
the  bankruptcy  of  this  industry. 

Now,  then,  what  is  the  remedy?  We  submit  that  the  remedy,  the  only 
remedy,  the  only  effective  remedy,  is  action  by  the  President,  and  to  sustain 
that  i)osition  we  have  prepared  a  brief  setting  out  the  legal  grounds  upon 
which  we  base  the  contention  that  in  times  of  war  and  national  emergency 
the  power  is  vested  in  the  President  of  the  United  States  to  regulate  the  rates 
of  fare  of  the  electric  railways  of  the  country. 

[Brief  submitted  by  the  war  board  of  the  American  Electric  Bailway  Association  to  Hon. 
William  Howard  Taft  and  Mr.  Frank  P.  Walsh,  National  War  Labor  Board,  in  the 
matter  of  the  power  of  the  President  to  fix  rates  of  fare  on  electric  railways.] 

National  War  Labor  Board, 

June  2'),  1918. 

In  the  matter  of  the  application  of  electric  railway  companies  that  the  rates 
of  fare  of  said  companies  be  adjusted  to  meet  the  necessary  increases  of  wages 
and  other  operating  expenses  brought  upon  them  by  reason  of  the  war : 

At  a  hearing  held  this  day  before  the  National  War  Labor  Board  in  the  city 
of  Washington  to  discuss  the  relation  between  the  financial  condition  of  the 
companies  and  the  amount  of  wages  to  be  paid  to  employees,  the  representatives 
of  the  several  electric  railway  companies  present  submitted  the  following : 

That  the  situation  of  the  electric  railways  of  this  country  is  a  very  critical 
(;ne,  due,  among  other  things,  to  the  fact  that  they  are  called  upon  during  the 
year  1918  to  finance  approximately  $125,000,800  of  maturing  obligations  at  a 
time  when  the  financial  resources  of  the  country  have  been  practically  monopo- 
lized by  the  National  Government;  that  in  order  to  provide  the  additional  facili- 
ties made  necessary  by  the  demands  of  the  war  program,  they  are  required  to 
provide  new  capital  to  the  extent  of  $100,000,000.  At  the  same  time  their  op- 
erating expenses,  due  to  the  extraordinary  Increase  In  the  costs  of  labor  and 
materia],  have  already  increased  to  a  point  when  the  net  Income  of  the  com- 
panies, as  shown  by  statements  filed  with  the  board,  has  greatly  decreased,  and 
is  approaching  the  vanishing  point. 

It  was  generally  recognized  in  the  discussion  that  the  electric  railways  of  the 
country  were  essential  to  the  prosecution  of  the  war,  and  had  an  Intimate  and 
essent*?il  relatl(.n  to  the  whole  war  program. 

Applications  are  now  pending  before  the  National  War.  Labor  Board  by  em- 
ployees of  a  large  number  of  electric  railways  for  further  substantial  Increases 
in  their  wage  s^-nles.  The  repre.<;entatives  of  the  companies  have  seriously  urged 
upon  the  board  that  the  situation  confronting  the  electric  railways  of  this 
country  can  only  be  satisfactorily  met  by  a  proper  increase  In  their  rates  of  fare. 

The  National  War  I^abor  Board,  as  a  result  of  this  discussion,  has  requested 
the  representatives  of  the  electric  railway  companies  and  the  employees  of 
such  companies  to  submit  to  said  board  a  plan  whereby  the  largely  Increased 
costs  of  labor  and  material  brought  upon  said  companies  by  the  war  may  be 
accompanied  by  an  increase  in  the  rates  of  fare  to  be  charged  on  said  electric 
railways,  so  as  to  give  said  companies  the  necessary  added  revenue  to  meet  this 
war  emergency. 

We  respectfully  submit  to  the  National  War  Labor  Board  that  the  present 
emergency  can  only  be  met  by  direct  action  on  the  part  of  the  Federal  Govern- 
ment, and  we  believe  if  the  National  War  Labor  Board  will  approve  and  recom- 
mend the  following  plan  that  the  necessary  relief  can  be  promptly  secured : 

I.  The  (Congress  Has  the  Power  in  Times  of  War  and  National  Emergency 

TO  Regulate  the  Rates  of  Electric  Railways. 

(a)  The  concentration  of  the  entire  activities  of  the  Nation  upon  the  prosecu- 
tion of  the  war  has  brought  about  a  situation  whereby  practically  all  of  the 
staple  products  and   the  manufactured  articles  of  the  country  have  become 
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necessary  to  the  prosecution  of  the  war,  and  the  activities  of  practically  all  of 
the  great  Industries  of  the  country  have  been  diverted  to  that  end.  The  fact 
that  the  operations  of  any  industry  under  the  exigencies  of  war,  have  become 
necessary  and  essential  to  the  Nation's  welfare  immediately  impresses  upon 
that  industry  a  national  character  and  justifies  the  Federal  Government  in 
exercising  the  Federal  power  to  regulate  and  control.  To  state  it  differently, 
the  power  of  the  Federal  Qovernment  in  a  given  case  over  an  Industry  in  time 
of  war  rests  not  upon  the  fact  that  such  industry  may  or  may  not  be  engaged 
in  interstate  commerce  but  upon  the  more  comprehensive  basis  that  such  in- 
dustry, under  the  demands  of  war,  has  become  necessary  to  the  Nation's 
welfare.  When  such  a  situation  has  been  created  the  power  of  the  Federal 
Government,  certainly  during  the  period  of  the  war  and  for  a  reasonable  time 
thereafter,  is  paramount  to  that  of  the  State. 

In  pursuance  of  these  principles,  we  have  seen  the  Government  progressively 
fix  the  price  of  wheat,  milk,  sugar,  etc.,  through  the  Food  Administration;  of 
anthracite  and  bituminous  coal  and  of  coke,  through  the  Fuel  Administration; 
of  pig  iron,  aluminum,  steel,  cement,  lumber,  hides  and  leather,  and  a  large 
number  of  other  basic  articles,  through  the  price-fixing  committee  of  the  War 
Industries  Board.  Within  the  last  few  days  a  Textile  Administrator  has  been 
appointed,  with  large  powers  over  the  entire  textile  industry  of  the  country. 
Prior  to  the  war  the  Federal  Government  did  not  possess  the  power  to  regulate 
the  prices  of  these  articles.  How  has  it  been  derived?  From  the  increasing 
necessities  of  the  situation.  As  each  article  in  turn  becomes  more  and  more 
necessary  to  the  Nation's  welfare  and  more  and  more  intimately  connected  with 
the  prosecution  of  the  war  and  the  needs  of  the  war  program,  it  comes  within 
the  sphere  of  the  Federal  control  and  becomes  impressed  with  such  a  national 
character  as  to  justify  the  National  Government  in  regulating  and  controlling  it. 

We  are  seeking  to  call  your  attention  to  the  fact  that  the  power  exists  in 
Congress  to  fix  the  rates  of  electric  railways.  We  have  seen  this  power  exer- 
cised in  recent  months  In  the  case  of  the  steam  railroads.  A  large  increase  in 
the  rates  of  fare  has  recently  been  ordered,  applicable  both  to  interstate  and 
intrastate  rates.  This  power  in  the  Congress  to  fix  intrastate  rates  did  not 
spring  from  the  fact  that  the  Government  took  possession  of  the  railroads,  but 
existed  becau.se  of  the  paramount  power  and  duty  to  carry  on  the  war.  Rate 
making  was  in  that  case  as  it  is  in  this  a  necessary  war  measure,  and  the  power 
to  so  fix  rates  exists  independent  of  any  other  power  to  take  over  or  operate 
such  properties. 

Within  the  last  four  months,  the  fact  that  public  utilities — electric  railway, 
gas  and  electric  light  and  power — are  directly  contributary  to  the  conduct  of  the 
war  and  are  essential  to  the  Nation's  welfare,  has  been  recognized  oflflcially 
by  practically  every  department  of  the  Government — executive  and  legislative. 

In  answer  to  a  letter  of  the  Secretary  of  the  Treasury,  on  the  19th  of  February 
the  President  stated: 

**  It  is  essential  that  these  utilities  should  be  maintained  at  their  maximum 
efficiency  and  that  everything  reasonably  possible  should  be  done  with  that  end 
in  view." 

In  his  letter  to  the  President,  under  date  of  February  15,  the  Secretary  of 
the  Treasury  said : 

"  Our  public  service  utilities  are  closely  connected  with  and  are  an  essential 
part  of  our  preparations  for  and  successful  prosecution  of  the  war,     •     •     ♦." 

Some  time  prior  to  the  correspondence  between  the  President  and  the  Secre- 
tarj'  of  the  Treasury  the  Comptroller  of  the  Currency  had  declared : 

"The  continued  and  Increasing  eflSclency  of  these  corporations  is  Important 
for  the  successful  conduct  of  the  war.  This  efficiency  is  not  possible  with  pres- 
ent conditions.  ♦  ♦  ♦  The  breaking  down  of  these  corporations  would  be 
a  national  calamity." 

The  act  of  Congress  entitled  "An  act  to  punish  the  willful  Injury  or  destruc- 
tion of  war  material,  or  of  war  premises  or  utilities  used  in  connection  with 
war  material,  and  for  other  purposes,"  commonly  known  as  **  the  sabotage  act," 
approved  April  20,  1918,  expressly  Includes  electric  railway,  gas,  and  electric 
light  and  power  plants.    "  War  utilities  "  are  defined  in  the  act  as  follows : 

'*  The  words  '  war  utilities,'  as  used  herein,  shall  include  all  railroads,  fall- 
ways,  electric  lines,  roads  of  whatever  description,  railroad  and  railway  fix- 
tures, canal,  lock,  dam,  wharf,  pier,  dock,  bridge,  building,  structure,  engine, 
machine,  mechanical  contrivance,  car,  vehicle,  boat,  or  aircraft,  or  any  other 
means  of  transportation  whatsoever,  whereon  or  whereby  such  war  material  or 
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any  troops  of  the  United  States,  or  of  any  associate  nation,  are  being  or  may 
be  tran^x)rted  eithrer  within  the  limits  of  the  United  States  or  upon  the  high 
«eas;  and  all  dams,  reservoirs,  acqueducts,  water  and  gas  mains  and  pipes, 
structures  and  buildings  whereby  or  In  connection  with  which  water  or  gas  is 
being  furnished,  or  may  be  furnished,  to  any  war  premises  or  to  the  military 
or  naval  forces  of  the  United  States,  or  any  associate  nation ;  and  all  electric 
ligl\t  and  power,  steam  or  pneumatic  power,  telephone,  and  telegraph  plants, 
poles,  wires,  and  fixtures,  and  wireless  stations,  and  the  buildings  connected 
with  the  maintenance  and  operation  thereof  used  to  supply  water,  light,  heat, 
power,  or  facilities  of  communication  to  any  war  premises  or  to  the  military 
or  naval  forces  of  the  United  States  or  any  associate  nation/* 

(&)  This  power  was  recognized  and  exercised  during  the  Civil  War  In  "An 
act  to  provide  internal  revenue  to  support  the  Government,  to  pay  interest  on 
the  public  debt,  and  for  other  purposes,"  approved  June  30,  1864  (13th  U.  S. 
Stat.  L.,  p.  223),  as  follows: 

"And  be  it  further  enacted,  that  every  person,  firm,  company,  or  corporation, 
owning  or  possessing  or  having  the  care  or  management  of  any  railroad, 
canal,  steamboat,  ship,  barge,  canal  boat,  or  other  vessel,  or  any  stagecoach  or 
other  vehicle  engaged  or  employed  in  the  business  of  transporting  passengers 
or  property  for  hire,  or  in  transporting  the  malls  of  the  United  States,  or  any 
canal  the  water  of  which  is  used  for  mining  purposes,  shall  be  subject  to  and 
pay  a  duty  of  2^  per  cent  upon  the  gross  receipts  of  such  railroad,  canal, 
steamboat,  ship,  barge,  canal  boat,  or  other  vessel,  or  such  stagecoach  or  other 
vehicle:  Provided,  That  the  duty  hereby  imposed  shall  not  be  charged  upon 
receipts  for  the  transportation  of  persons  or  property  or  mails  between  the 
United  States  and  any  foreign  port;  and  any  person  or  persons,  firms,  com- 
panies, or  corporations  owning,  possessing,  or  having  the  care  or  management 
oi  any  toll  road,  ferry,  or  bridge  authorized  by  law  to  receive  toll  for  the  transit 
of  passengers,  beasts,  carriages,  teams,  and  freight  of  any  description  over 
such  toll  road,  ferry,  or  bridge  shall  be  subject  to  and  pay  a  duty  of  3  per  cent 
on  the  gross  amount  of  all  their  receipts  of  every  description.  But  when  the 
gross  receipts  of  any  such  bridge  or  toll  road  shall  not  exceed  the  amount 
necessarily  expended  to  keep  such  bridge  or  road  in  repair  no  tax  shall  be 
imposed  on  such  receipts :  Providedy  That  all  such  persons,  companies,  and  cor- 
porations shall  have  the  right  to  add  the  duty  or  tax  imposed  hereby  to  their 
rates  of  fare  whenever  their  liability  thereto  may  commence,  any  limitations 
which  may  exist  by  law  or  by  agreement  with  any  persons  or  company  which 
may  have  paid  or  be  liable  to  pay  such  fare  to  the  contrary  notwithstanding." 

II.  If  the  President  be  advised  that  the  Congress  has  not  as  yet  passed  the 
necessary  legislation  and  conferred  upon  him  authority  to  regulate  the  rates 
of  fare  of  electric  railways,  we  respectfully  urge  this  board  to  request  the 
President  to  seek  from  the  Congress  such  additional  legislation  as  to  give  him 
the  power  referred  to.    But  we  contend  that — 

III.  The  Congbess  Already  Has  Conferred  Upon  the  President  the  Power 

TO  Regulate  the  Rates  of  Electric  Railways. 

(a)  Joint  resolution  of  Congress,  dated  April  6,  1917  (Stats.,  1917,  p.  1), 
declaring  a  state  of  war  to  exist  between  the  United  States  and  the  Imperial 
German  Government,  which  directs  the  President  to  employ  the  entire  naval 
and  military  forces  of  the  United  States  and  the  resources  of  the  Government 
to  carry  on  the  war. 

{h)  Joint  resolution  of  Congress,  dated  December  7,  1917,  declaring  a  state 
of  war  to  exist  between  the  United  States  and  the  Royal  Austro-Hungarian  Gov- 
ernment, and  directing  the  President  to  employ  the  entire  naval  and  military 
forces  of  the  United  States  and  the  resources  of  the  Government  to  carry  on 

the  war. 

(c)  An  act  making  appropriations  for  the  support  of  the  Army  for  the  year 
ending  June  30,  1917,  and  for  other  purposes,  approved  August  29,  1916  (Com- 
piled Stats.,  p.  3778),  which  act  empowers  the  President,  through  the  Secretary 
of  War,  to  take  possession  and  assume  control  of  any  system  or  systems  of 
transportation,  or  any  part  thereof,  as  follows : 

"  The  President  in  time  of  war  is  empowered,  through  the  Secretary  of  War, 
to  take  possession  and  assume  control  of  any  system  or  systems  of  transporta- 
tion, or  any  part  thereof,  and  to  utilize  the  same  to  the  exclusion,  as  far  as 
may  be  necessary,  of  all  other  traffic  thereon,  for  the  transfer  or  transportation 
of  troops,  war  material  and  equipment,  or  for  such  other  purposes  connected  with 
the  emegency  as  may  be  needful  or  desirable." 


492  TO  PROVIDE  BBVBlSrtrE  FOB  WAB  PUBPOSBB. 

(d)  The  proclamation  of  tbe  President  takhier  over  the  steam  railroads,  dated 
December  26,  1917,  provides: 

"  Now,  therefore,  I,  Woodrow  Wilson,  President  of  the  United  States,  under 
and  by  virtue  of  the  powers  vested  in  me  by  the  foregoing  resolutions  and 
statute,  and  by  virtue  of  all  other  powers  thereto  me  enabling,  do  hereby, 
through  Newton  D.  Baker,  Secretary  of  War,  take  possession  and  assume  con- 
trol at  12  o'clock  noon  on  the  28th  day  of  December,  1917,  of  each  and  every 
system  of  transportation  and  the  appurtenances  thereof  located  wholly  or  in 
part  within  the  boundaries  of  the  continental  United  States  and  consisting  of 
railroads    ♦     ♦     *." 

"  Nothing  herein  shall  be  construed  as  now  affecting  the  possession,  opera- 
tion, and  control  of  street  electric  passenger  railways,  including  railways  com- 
monly called  interurban,  whether  such  railways  be  or  be  not  owned  or  con- 
trolled by  such  railroad  companies  or  systems.  By  subsequent  order  and 
proclamation,  if  and  when  it  shall  be  found  necessary  or  desirable,  posseasion, 
control,  or  operation  may  be  taken  of  all  or  any  part  of  such  street  railway 
systems,  including  subways  and  tunnels." 

(r)  An  act  to  provide  for  the  operntion  of  transportation  systems  under 
Federnl  control,  with  just  compensation  to  the  owners,  etc.,  approved  Mardi 
21,  1918. 

(f)  Army  appropriation  act,  approved  August  29,  1916,  creating  the  Counrll 
of  National  Defense. 

ig)  Proclamation  of  the  President  establishing  the  War  Industrl(>s  Board, 
dated  May  28,  1918,  as  follows: 

**  I  hereby  establish  the  War  Industries  Board  as  a  separate  administrative 
agency  to  act  for  me  and  under  my  direction.  This  is  the  board  which  was 
originally  formed  by  and  subsidiary  to  the  Council  of  National  Defense  under 
the  provisions  of  'An  act  making  appropriations  for  the  support  of  the  Anny 
for  the  fiscal  year  ending  June  30,  1917,  and  for  other  purposes.*  approved 
August  29,  1916. 

'*The  functions,  duties,  and  powers  of  the  War  Industries  Board,  as  oot- 
lined  in  my  letter  of  March  4,  1918,  to  Bernard  M.  Baruch,  Esq.,  its  chairman. 
shall  be  and  hereby  are  continued  in  full  force  and  effect 

*'(^gned)  WooDBOw  Wilsor.* 

(h)  Letter  dated  March  4,  1918,  from  the  President  to  Bernard  M.  Baruch. 
chairman,  appointing  Mr.  Baruch  as  chairman  of  the  War  Industries  Boarct 

(i)  An  net  to  authorize  the  President  to  provide  housing  for  war  needs. 
api»rov€xl  May  16,  1918: 

*'  That  the  I^resldent,  for  the  purpow^s  of  pn»vldlng  housing,  local  tran^iionn 
tinn,  and  other  general  community  utilities  for  Much  industrial  workers  as  ai> 
engaged  in  nivenals  and  navy  yards  of  the  Unltixl  States  and  In  industries  o-nh 
necteil  with  and  essential  to  the  nntioual  defense,  and  their  families,  and  «l^» 
employees  of  the  United  States  whose  duties  nniulre  them  to  reside  In  thr* 
I)istii<t  of  Columbia,  and  whose  services  are  essential  to  war  needs,  and  th»-ir 
families,  only  during  the  continuation  of  the  existing  war,  is  hereby  authnr1f«*' 
jm«l  enipowere<l   within  the  limits  of  the  amounts  herein  authorized — 

"(«)  To  i»urcluiHe,  acquire  by  lease,  construct,  requisition,  or  acquire  by  t'fm- 
demnatl<in  or  by  gift  su<'h  hou.ses.  buildings,  furnishings.  Improvements.   1«n"i 
transportation,  and  other  general  community  utilities  and  imrts  thereof  a^  li*- 
may  determine  to  be  ne<*es8ary  for  the  projier  ^'onduct  of  the  existing  war,** 

"(</)  To  aid  in  providing,  equipping,  managing,  and  maintaining  hi»afK>» 
iMiildinirs.  Improvements,  local  transportation,  and  other  general  commonit^ 
utilities  by  loan  or  otherwise  to  such  |)erson  or  iiersons  and  upon  such  term:* 
and  contlitions  as  he  nmy  determine:  iVon'dcf/,  That  no  hmn  shall  be  nui«le  a* 
a  less  rate  of  interest  than  5  i^er  (rent  per  annum,  and  such  Uian  shall  he 
properly  swMiriMl  by  lien,  mortgajre,  or  otherwise:  And  provided  further,  TKa: 
no  loan  shall  t)e  made  and  no  hous(«  or  money  given  under  this  act  to  an>  jm*^ 
son  not  nn  American  citizen." 

I  M   An  ::ct  making  uppn»priations  to  supply  urgent  deficiencies  in  aiHiriHjr-.^ 
tlons  for  the  Military  and  Naval  Kstabllshments  on  acnmnt  of  war  expen««p*  ft  t 
the  fisial  year  ending  June  5WI.  1917.  and  for  other  purposes.  a|>|^n>ve«l  Juiu*  1^ 
1917.  auilioriz*»s  Hnd  empowers  the  President — 

*ud)  To  reciuisldon  and  Udce  over  for  us4>  or  o|>enitiou  by  the  Tniteil  Stjit«»« 
any  plant,  vr  any  part  thereof  without  taking  iHissession  of  tlie  entire  |«t«ik: 
whether  the  ridte<l  States  liafl  or  has  not  any  contract  or  agrei*ment  with  tS- 
owner  or  twcupler  of  such  plant.** 

"The  wonl  *  plant  *  shall  Include  an>   faetorj.  viorksliop.  wureh«mse.  i^t^i.* 
works:  buildings  used  for  manufacture,  assembling,  cc»nHt ruction,  or  any 
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688 ;  any  shipyard  or  dockyard  and  dlaeharging  terminal  or  other  facilities  con- 
nected therewith." 

This  act  was  subsequently  amended  to  si)ecificn11y  give  the  President  the 
power  to  take  over  electric  railways,  as  follows : 

(fc)  "An  act  to  amend  the  emergency  shipping  fund  provisions  of  the  urgent 
deficiency  appropriation  act,  approved  June  15,  1917,  so  as  to  empower  the 
President  and  his  designated  agents  to  take  over  certain  transportation  systems 
for  the  transiK)rtation  of  shipyard  and  plant  eini)loyees,  and  for  other  pur- 
IHjses,"  Hpprove<l  April  22,  1918.  Under  this  amendment  the  l*resi(lent  is  given 
power — 

'*(/)  To  take  iKissession  of,  lease  (»r  assume  control  of.  any  street  railroad, 
interurban  railroad,  or  part  thereof,  wherever  operated,  and  all  cars,  appur- 
tenances, and  franchises,  or  parts  thereof,  commonly  used  in  connection  with 
the  oi)eratlon  thereof,  necessary  for  the  transfer  and  transportation  of  em- 
ph>yees  of  shipyards  or  plants  engageil  or  that  may  hereafter  be  engaged  in 
the  ctmstruction  of  ships  or  equipment  therefor  for  the  United  States.    *     ♦     ♦** 

"  The  President  may  exercise  the  power  and  authority  hereby  vested  in  him 
through  tlie  several  departments  of  the  Government,  and  through  such  agency 
or  agencies  as  he  shall  <letermlne  from  time  to  time." 

(/)  The  act  authorizing  the  President  to  c(K^rdinate  or  consolidate  executive 
huL'eaus,  agencies,  and  offices,  and  for  other  purposes,  In  the  interest  of  economy 
and  the  more  efficient  concentration  of  the  (Jovernment,  commonly  known  as 
the  "Overman  Act,"  approved  May  20,  1918,  confers  i)ower  upon  the  President 
to  make  such  redistribution  of  functions  amtmg  executive  agencies  as  he  may 
<leem  neces.Hary  whenever  any  functions,  duties,  and  iM>wers  hitherto  by  law 
conferretl  u|3on  any  executive  department,  bureau,  agent  officer,  or  agencies 
in  his  judgment  shall  seem  best  fitted  to  cari^y  out  the  puriMise  of  this  act. 

IV.  We  submit  that  under  the  powers  conferred  in  the  acts  above  set  forth 
Congress  has  conferred  upon  the  President  full  and  complete  power  and  author- 
ity to  assume  control  of  the  electric  railways  of  this  country.  The  greater 
ptiwer  includes  the  less.  The  power  to  assume  control  may  be  entire  control  or 
a  limited  control,  and  if  for  the  purposes  of  the  war  the  only  control  that  is 
necessary,  as  we  contend,  Is  to  bring  about  Increased  revenue  through  an  in- 
creased rate  of  fare,  there  is  ample  authority  for  the  President  to  exercise 
control  over  these  electric  railways  to  the  extent  only  of  regulating  their  rates 
of  fare.  The  purpose  of  all  the  above  legislation  was  to  confer  upon  the  Presi- 
dent the  authority  to  do  whatever  is  necessar>'  in  the  national  defense  so  far  as 
the  tran<?portatIon  facilities  of  this  country  are  concerned.  If  this  purpose  can 
l>e  carried  Into  effect  by  a  control  limited  to  the  fixing  of  rates  of  fnre,  he 
undoubtedly  under  such  legislation  has  such  power. 

We  respectfully  submit  that  this  is  all  that  is  necessary  to  meet  the  present 
emergency  and  put  these  electric  railways  In  condition  to  efficiently  discharge 
their  duties  so  essential  to  the  Nation's  welfare  at  this  time.  The  exercise  of 
this  i)ower  to  increa.se  the  rates  of  fare  to  meet  the  extraordinary  increases  in 
the  cost  of  labor  and  material  which  have  been  brought  upon  them  by  the  war 
may  be  exercl.sed  by  the  President  through  such  instrumentality  as  he  may 
designate. 

Respectfully  submitted. 

Wab  Board  Amkricax  Ei-ectkic  Railway  As.sociation. 
By  P.  H.  Gadsden. 
(Viucurred  .in  by — 

Jakes  H.  Vahky, 
Counsel  for  the  Amalgamated  Associn-tion  of 
Street  and  Electrie  Railicay  Employees  of  Ameriea. 
American  Stainless  Steel  Co., 

Pittsburgh.  Pa„  September  J3,  19J8. 
Hon.  F.  M.  Simmons, 

United  States  Senator,   Washington,  D,  C. 

My  Dear  Senator:  I  wish  to  thank  you  for  the  ctmrtesies  extended  to  me 
when  I  appeared  before  your  Committee  on  Finance  in  behalf  of  a  provision  in 
the  revenue  bill  exempting  corporations  from  taxation  on  moneys  given  to 
charities,  etc.  I  am  inclosing  herewith  a  statement  on  this  subject,  in  which 
I  have  endeavoreil  to  answer  the  questions  raised  by  certain  members  of 
your  committee. 

I  trust  you  may  be  able  to  see  your  way  clear  to  favor  this  provision. 
Very  truly,  yours, 

James  W.  Kin  near. 
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Pittsburgh,  Pa.,  September  13,  1918. 

To  the  Members  of  the  Committee  on  Finance, 

Washington,  D.  C. 

Gentlemen  :  You  were  kind  enough  to  give  me  a  few  minutes  before  your 
committee  on  Tuesday  last  in  behalf  of  exempting  corporations  from  taxation 
on  money  given  for  religious,  charitable,  and  educational  purposes  to  5  per 
cent  of  the  net  income  of  the  corporation. 

I  desire  in  a  few  words  to  reply  to  the  two  objections  raised  by  members  of 
your  committee  to  the  insertion  of  such  a  provision  in  the  new  revenue  bill, 
and  would  ask  that  this  paper  be  filed  in  connection  with  my  remarks  made 
before  the  committee  on  Tuesday,  September  10. 

The  objections  were  as  follows: 

The  first  objection  was  that  the  board  of  directors  as  a  rule  make  such 
subscriptions  for  their  corporations;  that  this  Is  illegal  and  your  committee 
would  not  Insert  a  provision  in  the  revenue  bill  which  would  seem  to  approve 
an  illegal  procedure. 

In  answer  we  would  say  if  the  stockholders  in  a  legal  manner  approved 
the  subscriptions  or  at  their  annual  meeting  authorized  the  board  of  directors 
to  distribute  a  certain  percentage  of  the  net  profit  to  charities,  etc.,  it  would 
not  be  an  illegal  procedure,  and  the  provision  In  the  bill  should  only  exempt 
corporation  subscriptions  for  charitable,  educational,  and  religious  purpoees 
when  the  same  are  legally  made. 

Such  a  provision  would  have  the  effect  of  correcting  all  illegal  methods  of 
making  corporation  subscriptions  to  charities,  etc. 

The  second  objection  was  that  even  if  the  corporation  suscriptlons  were 
approved  or  authorized  by  the  stockholders  their  approval  would  be  In  a  way 
coercive  upon  some  stockholders  who  might  not  wish  to  make  such  subscrip- 
tions, but  would  do  so  rather  than  enter  an  objection. 

This  objection  is  weak,  and  there  is  a  complete  answer  to  it  as  follows :  The 
stockholders  are  fully  protected  under  the  law ;  and  if  they  ignore  or  refuse  to 
invoke  such  protection,  they  alone  are  responsible. 

The  Senator  raising  this  objection  may  have  had  the  impression  that  a 
majority  vote  of  the  stockholders  would  be  sufficient  to  legalize  such  a  subscrip- 
tion ;  but  this  being  a  distribution  of  funds  out  of  the  ordinary  line  of  business 
of  the  corporation,  it  would  undoubtedly  require  the  unanimous  vote  pf  the 
stockholders  to  approve  or  authorize  such  a  subscription. 

Why,  then,  should  your  committee  feel  called  upon  to  protect  the  stockholders 
of  a  corporation  who  have  it  within  their  power  to  protect  themselves? 

To  say  that  the  large  stockholders  of  a  coriwration  as  a  rule  coerce  the  small 
stockholders  into  giving  to  certain  charities  in  which  the  former  are  specially 
interested  is  not  true.  Such  a  statement  belittles  and  misjudges  the  big- 
hearted,  generous  business  men  who  are  running  the  corporations  of  this  coun- 
try and  who  keep  its  business  pulsations  throbbing  from  the  Atlantic  to  the 
Pacific. 

There  are  many  reasons  for  exempting  corporations  from  taxation  on  moneys 
legally  given  for  religious,  educational,  and  charitable  purposes  up  to  5  per 
cent  of  their  net  income.     Some  of  these  reasons  are  as  follows : 

1.  It  is  manifestly  unfair  to  tax  money  given  for  public  purposes  of  this  kind 
when  the  country  depends  upon  the  public  to  finance  so  many  public  benefac- 
tions in  connection  with  the  war.  All  legislation  should  tend  to  increase  public 
benevolences  rather  than  diminish  them. 

2.  It  is  frequently  just  as  necessary  for  a  corporation  to  give  to  the  religious, 
educational,  and  charitable  institutions,  especially  in  the  vicinity  of  the  works 
of  the  corporation,  as  it  is  to  build  sanitary  houses  for  the  workmen.  The 
latter  goes  into  the  expense  account,  but  money  given  for  the  former  must 
be  taxed,  although  it  is  just  as  necessary  and  vital  to  the  success  of  the 
company  as  the  latter. 

3.  Corporations  are  the  great  money  makers  of  this  country.  They  will  give 
more  easily  and  In  larger  amounts  than  individuals,  and  this  is  a  distinct 
advantage  to  great  public  undertakings,  where  large  sums  are  especially 
required. 

4.  As  a  rule  the  man  of  small  means  gives  more  in  proportion  than  the  man 
of  large  means,  but  where  the  corporations  contribute  the  large  and  small 
stockholder  gives  In  proportion  to  their  holdings,  and  for  this  reason  refusal  to 
insert  a  provision  exempting  from  taxation  corporations'  subscrlptins  In  a  ^vay 
protects  the  large  stockholder  more  than  It  does  the  small  stockholder. 
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5.  The  corporations  of  this  country  have  given  millions  of  dollars  during  the 
past  year  to  the  great  public  religious,  educational,  and  charitable  undertakings 
in  connection  with  the  war  in  addition  to  paying  their  war  tax.  The  revenue 
bill  which  you  are  now  considering  will  greatly  increase  their  tax,  the  insertion 
of  a  proTislon  exempting  them  from  taxation  on  money  given  to  public  benefac- 
tions would  be  a  recognition  by  Congress  of  what  these  corporations  have  done 
as  well  as  an  encouragement  to  continue.  It  will  mean  far  more  to  the  public 
welfare  than  any  tax  you  may  secure  on  the  funds  given  for  public  benefactions. 

There  is  no  legal  or  moral  reason  why  corporations  should  not  be  permitted 
to  give  to  public  undertakings  and  be  relieved  of  taxation  up  to  a  certain 
amount  of  such  gifts.  It  is  a  great  deal  better  to  give  the  corporations  an 
opportunity  to  voluntarily  dispose  of  some  of  their  profits  in  this  way  than  to 
force  the  same  into  the  Public  Treasury  by  drastic  tax  measures. 

The  insertion  of  a  provision  in  the  pending  revenue  bill  exempting  corpora- 
tions from  taxation  on  moneys  given  to  public  charities,  etc.,  will  result  in  a 
wonderful  Increase  In  the  corporation  gifts  during  the  coming  year,  and  here- 
after the  corporations  of  our  country  will  become  a  geat  factor  in  sustaining 
all  public  benefactions. 

Your  committee  is  respectfully  urged  to  insert  in  the  pending  revenue  bill  a 
provision  which  will  exempt  corporations  from  taxation  on  all  moneys  given  for 
charitable,  educational,  and  religious  purposes  up  to  5  per  cent  of  their  net 
income. 


Wilmington,  N.  C,  September  11,  1918. 
Hon.  F.  M.  Simmons, 

United  States  Senate,  Washington,  D,  C. 

Pear  Senator:  I  am  inclosing  herewith  copy  of  a  resolution  of  the  Council 
of  the  City  of  Wilmington  relating  to  the  pending  revenue  bill  In  the  Congress, 
particularly  that  feature  of  the  bill  which  provides  for  the  levy  of  a  tax  upon 
State  and  municipal  bonds  or  obligations  or  interest  on  such  bonds. 

The  power  of  the  Congress  to  levy  the  proposed  tax  on  State  and  municipal 
securities,  to  my  mind,  has  been  settled  adversely  to  the  Congress  in  the  fol- 
lowing cases:  Pollock  v.  Farmers  Loan  &  Trust  Co.,  157  U.  S.,  429,  654;  same 
case  on  rehearing,  158  U.  S.,  601 ;  Farmers  &  Mechanics  Savings  Bank  of  Min- 
neapolis, 232  U.  S.,  516;  Brushaber  v.  Union  Pacific  R.  li.,  240  U.  S.,  1;  Stanton 
r.  Baltic  Mining  Co.,  240  U.  S.,  103 ;  Peck  v.  Lowe,  38  Sup.  Ct.  Rep.,  432. 

To  say  the  least,  the  cases  cited  certainly  make  the  question  of  the  power  of 
the  Congress  a  very  doubtful  one.  Aside,  however,  from  the  legal  question 
involved,  and  waiving  that  for  the  moment  In  response  to  the  patriotism  of  the 
l>eople  in  the  present  national  emergency.  It  seems  to  me  that  It  will  be  wrong 
in  i)riuclple  and  of  the  most  far-reaching  and  hurtful  results  for  the  Congress 
to  levy  a  tax  upon  State  or  municipal  securities  or  the  income  derived  there- 
from, since  in  the  last  analysis  it  will  amount  to  levying  a  tax  upon  the  States 
or  the  municipalities,  as  the  price  at  which  such  securities  may  be  sold  In  the 
market  or  the  rate  of  Interest  which  the  States  or  munlcipalties  may  be 
required  to  pay  will  be  determined  with  direct  reference  to  the  fact  that  such 
securities  or  the  Income  derived  therefrom  is  taxable.  Not  only  this,  but  on 
long-term  bonds  the  States  and  municipalities  will  continue  to  suifer  the  effects 
of  this  legislation  long  after  the  war  shall  have  ended,  the  time  of  their  suffer- 
ing being  when  the  securities  are  offered  for  sale. 

There  are  certain  works  of  necessity  In  every  State  and  In  large  numbers  of 
municipalities  which  can  not  be  postponed  because  of  the  war;  in  fact,  the 
General  Government  is  vitally  interested  in  the  undertaking  by  the  States  and 
municipalities,  and  pushing  to  completion,  of  certain  public  utilities  and  facili- 
ties which  are  absolutely  essential  to  the  conduct  of  the  war.  This  Is  particu- 
larly true  as  to  many  cities  In  or  in  the  vicinity  of  which  the  Government  has 
located  Industrial  plants,  training  camps,  etc.  This  situation  applies  particu- 
larly to  my  own  city,  where  the  location  of  two  shipyards  has  made  necessary 
the  building  of  many  homes  to  accommodate  the  workmen,  and  the  city  Is 
under  the  necessity  of  extending  water  and  sewerage  and  other  facilities  to  such 
homes,  as  well  as  building  streets  and  roads  In  the  sections  where  such  homes 
are  constructed.  But  few  cities  In  this  day  and  time  are  able  to  do  more  out 
of  their  current  income  than  to  meet  current  expenses,  so  that  additional  utili- 
ties and  facilities  require  the  exercise  of  the  borrowing  power. 
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I  know  the  many  difficulties  which  have  beaet  you  in  your  importaot  office 
as  chairman  of  the  Senate  Finance  Ck)mniittee,  but  I  have  thought  it  not 
improper  to  write  you  this  letter  in  connection  with  the  revenue  bill  and  in 
connection  with  the  copy  of  the  resolution  inclosed. 

I  am  sending  a  copy  of  this  letter  and  a  copy  of  the  i^esolution  to  (^'luiirman 
Kitchin  of  the  Ways  and  Means  Committee  of  the  House. 

With  assurances  of  my  continued  regartls,  I  beg  to  remain. 
Respectfully. 

K«>BKKT   HUAKK, 

City  Attorney. 


Wilmington,  N.  O.,  September  11, 1918, 

I>KAR  Sir:  IucIos^hI  I  beg  to  hand  you  a  copy  of  a  resolution  of  the  council 
of  the  clt>'  of  Wilmington.  N.  C,  having  reference  to  the  pending  revenue  bill 
in  the  Congress  of  the  United  States,  particularly  that  portion  thereof  by 
which  it  is  proposed  to  levy  a  tax  uinm  State  and  municipal  bonds  or  upon  the 
income  derive<l  by  way  of  interest  from  such  bonds. 

This  is  a  subject  of  vital  importance,  and  one  which  would  seem  to  merit 
c<mcerted  action  on  the  part  of  governing  bodies  of  municipal  corporations 
throughout  the  country.  It  is  recognized  that  under  present  conditions  munici- 
pal corporations  should  desist  from  undertaking  any  unnecessary  expenditures, 
but  there  are  many  things  in  the  way  of  public  utilities  and  facilities  which  are 
no  less  necessities  in  time  of  war  than  in  time  of  peace — in  fact,  the  very  exist- 
ence of  the  war  has  put  upon  many  municipalities  the  burden  of  providing  or 
enlarging  certnin  public  utilities  to  meet  the  needs  of  increased  populaUens 
due  directly  to  war  Industry  or  activity. 

If  you  approve  the  views  and  suggestions  in  the  Inclosed  resolution,  we  sug- 
gest the  adoption  of  a  like  resolution  by  your  governing  body,  and  that  the  same 
when  adopted  be  forwarded  to  our  Senators  and  Representatives  In  Congress. 

The  city  of  Wilmington  is  ready  to  cooperate  with  any  other  of  ttie  munlcl- 
imllties  of  the  State  in  such  further  action  as  may  be  proper  in  this 
connection. 

Very  respectfully, 

W.  D.  McCaiq. 
Chairman  Finance  Cam/niittee. 
Robert  Ruask. 

City  Attortiey. 


UKSOLrXION   OK  THK  rOl'NCIL  OF  THE  CITY'   OF   WILMINWTON,    N.    C. 

Whereas  attention  of  this  council  has  been  dire^'tefl  to  the  revenue  bill  now 
pending  before  the  (Vmgress  of  the  Uniteil  States,  and  particuhirly  that  por- 
tion thereof  which  provides  a  tax  ujwn  State  and  municipal  iMinds,  or  income 
in  the  way  of  interest  upon  such  bonds;  and. 

Whereas  serious  doubt  exists  as  to  the  power  of  the  C<»ngn»ss  to  levy  a  tax 
\il)on  such  bonds  or  the  income  derivpil  therefrom ;  and. 

Wlierejis  the  levy  of  the  proposed  tnx  upon  such  bonds  will  have  the  effect 
of  preatly  limiting  the  market  for  such  bonds.  <»r  possibly  make  such  bomU 
unmarketable  within  the  legal  rates  of  interest  provided  by  the  laws  of  the 
si^eral  States,  thus  practically  destroying  the  ability  of  municipal  <*orpora- 
rions  to  exercise  their  borrowing  power,  no  matter  what  i)urpose  (U*  how  great 
tlie  necessity  for  the  exercise  of  such  power ;  and. 

Whereas  In  the  prosecution  of  the  war  the  (tovenuuent  of  the  Unltetl  States 
has  located  In  and  near  various  cities  imlustrles  and  activities  highly  essential 
to  the  successful  conduct  of  the  war.  as  a  re.sult  of  which  the*  population  of 
such  cities  has  been  greatly  increased,  thereby  necessitating  the  enlargement 
and  extension  of  public  utilities  In  such  cities.  In  n»sponse  ti»  which  (lemand 
many  of  such  cities  have  already  undertaken  or  now  ccmtemplate  the  expendi- 
ture of  large  sums  of  money  In  the  Interest  of  the  health  and  safety  of  their 
inhabitants,  and  uidess  such  cities  are  enabled  to  exercise  their  borrowing 
power  such  utilities  mu.st  remain  uncomplete<l  or  plans  to  undertake  such  must 
be  abandoned:  Therefore. 

Renolved  by  this  councU,  That  the  Senators  and  Representatives  fi-om  the 
State  of  North  Carolina  In  the  Congress  of  the  T'nlttHl  States  he  resTjectfuUy 
requested  to  take  such  action  with  reference  to  the  i>endlng  revenue  bill  as 
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will  prevent  any  impairment  of  the  value  or  marketability  of  municipal  bonds, 
especially  such  bonds  as  may  be  issued  for  the  purpose  of  raising  money  with 
which  to  provide  public  utilities  and  facilities  designed  to^ protect  the  health, 
comfort,  and  safety  of  inhabitants  of  such  municipal  corporatloaa 

Resolved  further.  That  -the  finance  committee  of  this  council  and  the  dty 
attorney  of  this  city  be  and  are  hereby  appointed  a  committee  to  bring  the 
matters  referred  to  In  tnis  resolution  to  the  attention  of  our  Senators  and 
Representatives  in  Ck>ngre8s,  and  to  invite  such  cooperation  as  may  be  deemed 
wise  and  proper  on  the  part  of  other  municipalities  within  the  State  of  North 
(^nrolinn. 

AdoptfNl  nt  reKulnr  met^tlnR  held  September  9.  1918. 


Thk  Nkw  Youk  ('lipi»er, 
Xrw  Ynrh\  September  13,  1918. 
Hon.  F.  M.  Simmons, 

Chairman  Finaner  ('ommittrv  of  the  Svuati. 

1>KAR  Siu:  I  WMs  unable  to  be  prt^stuit  at  the  IteurlnK  iliis  \v*»ok,  before  your 
committee,  of  the  theatrical  niauagcM*s*  delegation,  and  wouUl  like  the  privilege 
of  submitting  for  your  oonsid€»ration  the  following  ))hase  pertaining  to  the  pro- 
powHl  increase  of  tax  on  adniissions  (in  the  i)end{ug  war-revenue  bill)  from  10 
ti»  Ut)  per  cent : 

T<»  uiy  mind  such  a  step  would  im  a  grievous  error,  for  the  following  reasons : 

The  (fovernnient  is  deriving  a  large  revenue  from  the  theaters,  under  the 
present  law,  from  the  admissions  to  theatera  The  public  res^xinded  when  called 
upon  to  pay  an  additional  10  per  cent  for  its  amusements  not  because  it  could 
afford  It  but  chiefly  because  amusements,  as  furnished  by  the  theaters,  have 
been  found  a  necessary  diversion  because  of  the  horrors  of  war. 

It  is  the  common  impression  that  because  of  the  abnormal  prosperity  of  this 
country  the  public  can  afford  to  pay  more  for  its  various  pleasures,  of  which 
the  theater  is  the  principal  one.    This  is  an  error. 

I  am  not  certain,  but  I  believe  that  statistics  will  show  that  nearly.  If  not 
quite,  80  iH»r  <*eiit  of  the  breadwinners  of  this  country  are  s^ilaried  liersous.  It 
is  this  big  class  that  is  the  main  sup|)ort  of  the  theaters,  and  tliis  vUms  receives 
the  same  pay  to-day  as  it  did  before  this  war  l)egan.  The  artisan,  the  mechanic, 
the  skilled  laborer  have  been  benefite<l  and  are  given  oppr^rtunity  to-<lay  to  earn 
from  two  to  live  times  as  much  as  they  earne<l  l)efore  the  war.  But  they  form 
a  small  i)er<!eiitag«»  of  those  who  attend  the  theaters.  If  the  theater  Is  placed 
l)eyond  the  rea<'h  of  the  salarieil  man,  who  goes  to  a  place  of  amu.sement  once 
<ir  twice  a  week,  he  will  retrench.  In  place  of  going  once  or  twice  a  week  he 
will  go  once  or  twlc<»  a  month,  and  while  the  tax  will  be  double  what  he  now 
pays,  the  (tovernment  will  only  receive  half  the  revenue  it  does  now,  l>ecause 
the  patron  will  oiil.v  go  on<*e  where  he  used  t<»  go  four  times. 

With  the  decrease  in  attendance  tlie  Government  would  also  receive  less 
income  tax  from  the  managers,  and  the  moral  effect  on  the  public  deprived 
of  the  privilege  of  going  fnnpiently  to  the  theater  l>e<*au.sp  of  expense  would 
be  more  baneful  than  most  persons  dream  of. 

England  and  Canada  both  ctmtemplated  raising  the  amusement  tax,  but  re- 
considered it.  England  at  the  <mtset  of  the  war  (1914)  even  intended  to 
do  away  with  the  theatre  entirely — ^for  the  duration  of  the  war — on  the  ground 
of  being  a  nonesnential.  The  British  Uoveriiment  s<M»n  discovered  its  error  and 
declared  the  theater  an  essential. 

If  the  theater  is  essential  in  England  It  is  essential  In  the  United  States, 
for  we  have  the  sjinie  amusements.  If  the  theater  is  essential  It  should  be 
fostered — ^not  crushe<l — and  I  venture  to  say  that  the  theater  would  be  crushed 
with  a  20  per  cent  tax  on  admissions. 

Many  a  theater  is  keeping  open  to-day  and  making  little  money.  All  of 
these,  probably  50  per  cent  of  the  theaters  In  the  country,  would  have  to 
close  If  their  attendance  fell  even  25  per  cent,  and  the  20  per  cent  tax  is  more 
likely  to  cut  theater  attendance  in  half  in  the  high-priced  theaters  and  down 
to  one-third  or  one-fourth  (of  their  present  business)  In  the  lower-priced 
theaters. 

And  this  because  the  salaried  man  is  the.  mainstay  of  the  theater,  and  the 
salaried  man — in  New  York,  for  instance — receives  the  same  money  to-day  that 
he  did  four  years  ago  and  works  harder  for  it. 
.Respectfully,  yours, 

EuNBST  C.  WnrrroN. 

SieOS— 18 32 
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(The  chairman  laid  before  the  committee,  and  has  made  a  part  of 
the  record,  a  letter  from  the  American  Railway  Express  Co.,  wliich  is 
here  printed  in  full,  as  follows:) 

Amubtcan  Railway  Express  Co., 

Netv  I'oV/c,  Seiitember  20,  1918. 
Hon.  F.  M.  Sim:mon8, 

Chairman  United  States  Senate  Committee,  Washington^  D.  C. 

Dear  Sib:  Referring  to  conference  with  you  on  the  18th,  I  take  the  lil>erty  of 
presenting  the  matter  to  you  in  writing  on  behalf  of  the  American  Railway 
Express  Co.,  which  is  a  company  organized  and  incorporated  for  the  i)urpose  of 
acting  as  the  agent  of  the  Director  General  of  Railroads  in  transacting  the 
express  business  of  the  country,  and  which,  under  appointment  and  contract 
with  the  Director  General,  is  now  and  has  been  acting  as  such  agent  since  July  1 
last. 

I  call  your  attention  to  the  language  in  subsections  A  and  B  of  section  500  of 
H.  R.  12863,  page  80,  which  seeks  to  impose  a  tax  of  3  per  cent  of  the  amount 
paid  for  transportation  by  freight  and  a  tax  of  1  cent  for  each  20  cents  or  frac- 
tion thereof  for  the  amount  paid  for  transportation  by  express  for  such  trans- 
portation within  the  I'nited  States  of  property  transported  from  a  point  with- 
out the  United  States  to  a  poiht  within  the  I'nited  States. 

This  language  applies  to  shipments  from  foreign  countries  which  come  into 
the  United  States  by  sea  at  ports  of  import  and  also  which  come  by  rail  from 
Canada  and  IMexico.  So  far  as  shipments  by  soa  which  come  into  i>orts  of 
import  the  tax  on  part  of  the  transportation  charge  accruing  within  the  United 
States  can  l>e  collected,  but  so  far  as  shipments  which  come  in  by  rail  from 
Canada  and  Mexico  on  through  billing  it  is  impossible  to  assess  and  collect  the 
tax  on  part  of  the  charge  accruing  within  the  United  States.  This  for  the  rea- 
son, speaking  particularly  of  Canada,  that  practically  all  rates,  both  by  freight 
and  express,  from  points  in  Canada  to  points  in  the  T^nited  States  are  through 
rates  which  do  not  break  at  the  border,  and  there  is  no  division  of  the  through 
rate  which  will  show  the  charge  accruing  within  the  United  States. 

It  is  therefore  suggested  that  at  the  end  of  sul)sections  A  and  B  of  se(»ticm  riOO, 
right  after  the  words  "  United  States,'*  the  following  be  added :  "  Provided, 
however,  Where  the  property  is  transported  upon  through  billings  from  an 
adjacent  foreign  country  to  a  prnnt  in  the  United  States  the  tax  shall  be  as- 
sessed and  collected  from  the  consignee  on  the  entire  charge  from  point  of 
origin  to  destination,"  which  will  result  in  the  tax  being  assessed  and  collected 
in  the  United  States  on  the  entire  charge. 

I  am  of  the  opinion  that  the  United  States  Government  has  the  legal  right  to 
assess  and  collect  a  tax  in  the  United  States  on  delivery  of  shipments  upon  the 
entire  charge  from  a  point  in  a  for<»ign  count r;   (o  a  nj'nt  in  the  United  States. 

If,  however,  it  should  be  considered  of  doubtful  legality  to  do  this,  then  I 
suggest  that  the  situation  can  be  cured  by  an  increase  In  rates  from  points  in 
foreign  countries  to  points  in  the  United  States. 
Yours,  truly, 

T.  B.  Habrisox. 

The  Chairman.  This  concludes  the  hearings  for  to-day,  and  the 
committee  will  now  adjourn  to  meet  on  Monday  morning  at  10.30. 
o'clock. 

(Thereupon  at  1.46  o'clock  p.  m.  the  committee  adjourned  to  meet 
at  10.30  o'clock  a.  m.  on  Monday,  September  16, 1918.) 
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MOKBAY,  SEFTEHBEB  16,  1918. 

Unitbd  States  Senate, 
Committee;  on  Finance, 

Washington^  D,  C. 

The  committee  met,  pursuant  to  adjournment,  at  10.20  o'clock  a.  m. 
in  the  committee  room,  Senate  Office  Building,  Hon.  F.  M.  Simmons 
presiding. 

Present:  Senators  Simmons  (chairman),  Smith,  Thomas,  Robin- 
son, Jones,  Gerry,  Nugent,  Penrose,  Lodge,  McCumber,  Smoot, 
Dillingham,  and  Townsend. 

The  committee  resumed  the  consideration  of  the  bill  (H.  R.  12863) 
''to  provide  revenue  and  for  other  purposes." 

The  Chairman.  Representative  French,  from  the  State  of  Idaho, 
desires  to  be  heard  and  the  committee  will  give  him  this  opportunity 
to  do  so. 

STATEHENT  OF  HON.  BUBTON  L.  FBENCH,  A  BEPBESENTATIVE 
IN  COHOBESS  FBOM  THE  STATE  OF  IDAHO,  ON  SENATE  BILL 
4879. 

Mr.  French.  Gentlemen,  I  want  to  ask  the  attention  of  the  com- 
mittee to  Senate  bill  4879,  introduced  by  Senator  Borah.  Xbe  bill 
is  as  follows  (reading) : 

Be  it  enacted  by  the  Senate  and  House  of  Representatives  of  the  United 
States  of  Ann^rica  in  Congress  assembled ^  That  from  and  after  the  passage  of 
this  act.  in  addition  to  aU  taxes  paid  under  existing  laws,  there  shall  be  levied, 
ass<'sstHl.  and  collected  a  gross  sales  (or  transaction)  tax  upon  every  purchaser 
within  the  United  States,  as  follows: 

First.  One  cent  on  each  purchaser  in  a  transaction  aggregating  an  amount 
from  5  cents  to  $09.99. 

Second.  Three  cents  on  each  purchaser  in  a  transaction  aggregating  an 
amount  from  $100  to  $499.99. 

Third.  Six  cents  on  each  purchaser  in  a  transaction  aggregating  an  amount 
from  $500  to  $999.99. 

Fourth.  Ten  cents  on  the  first  $1,000  and  5  cents  on  each  additional  thousand 
or  part  thereof  on  each  purchaser  in  a  transaction  aggregating  an  amount  from 
$1,000  to  $9,999.99. 

Fifth.  Twenty  cents  on  the  first  $1,000  and  4  cents  on  each  additional  $1,000 
or  part  thereof  on  each  purchaser  in  a  transaction  aggregating  an  amount  from 
$10,000  to  $49,999.99. 

Sixth.  One  doUar  on  the  first  $1,000  and  3  cents  on  each  additional  $1,000  or 
part  thereof  on  each  purchaser  In  a  transaction  aggregating  $50,000  or  more. 

Provided,  however^  That  there  shall  be  exempt  from  the  tax  the  following: 
The  Federal  Government;  all  State,  county,  city,  and  municipal  governments; 
all  Governments  recognised  as  allies  in  the  prosecution  of  the  present  war ;  all 
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enlistenl  luen  In  the  military  or  naval  service  of  the  United  States,  in  unlfbnii 
at  the  time  of  purchase,  and  all  officers  and  enlisted  men  when  within  the 
Tnited  States  and  in  uniform  at  the  time  of  purchase,  of  the  naval  or  military 
service  of  countries  that  are  allied  with  the  United  States  in  the  present  war ; 
the  American  Red  Cross  and  other  authorized  relief  organizations  designated 
by  the  Secretn  ry  of  the  Treasury  while  making  purchases  for  actual  relief  w^ork 
under  their  direction ;  entertainments,  fairs,  socials,  dances,  or  other  amuse- 
ments carried  on  to  raise  money  for  authorized  war  relief  work  where  all  of 
the  prcK'eeds  i-ollected  are  to  go  to  such  war  relief. 

Skc.  2.  That  the  tax  provided  for  herein  shall  be  satisfied  by  each  porchaaer 
In  the  transactions  to  which  the  tax  pertains  by  affixing  a  stamp  to  be  known 
as  a  war-purchase  stamp  in  the  amount  Indicated  to  the  thing  purchased  or  by 
paying  to  the  seller  in  the  transaction  a  stamp  or  stamps  equaling  the  required 
tiix.  and  It  shall  be  the  duty  of  the  purchaser  to  cancel  the  stamp  used  by 
writing  his  initials  and  date  uix)n  the  same,  or  by  such  other  manner  as  may 
by  tlie  Conunissloner  of  Internal  RexTpnue  be  prescribed. 

Sec.  3.  That  the  provisions  of  this  act  shall  be  administered  under  the  imme- 
diate direction  of  the  Secretary  of  the  Treasury,  bu^  the  President  »»f  the 
I'nited  States  is  further  authorized  to  call  upon  the  Postmaster  General  or  any 
otiier  officers  of  the  Federal  (rovernment  to  cooperate  in  the  adttiinistnitkin  of 
the  same. 

Sec.  4.  That  the  Secretary  of  the  Treasury,  under  such  rules  and  regulations 
as  he  may  prescribe,  shall  cause  to  be  printed  stamps  in  such  denominations  as 
will  conveniently  meet  the  conditions  of  the  act  and  shall  make  such  rules  and 
regidatlons  as  may  be  consistetit  therewith. 

Sec.  5.  That  war-purchase  stamps  shall  be  sold  at  United  States  post  ofllces, 
branch  post  offices,  and  such  other  places  as  may  be  provided  for  under  the 
rules  and  regidatlons  of  the  Secretary  of  the  Treasury. 

Sec.  6.  That  the  purchaser  and  the  seller  in  e\'ery  transaction  are  made  re- 
sponsible for  any  failure  to  affix  and  cancel  a  war-purchase  stamp  in  the 
amount  require<l  in  any  transaction,  and  whoever  as  purchaser  omits  to  attach 
to  the  thing  purchaseil,  or  the  receipt  or  other  evidence  of  the  thing  purchased, 
or  to  surrender  to  the  seller  the  stamp  provided  for  in  the  transaction,  shall  be 
guilty  of  a  misdemeanor,  and  for  each  offense  shall  be  fined  a  sum  not  less  than 
.$100  or  Imprisoned  for  a  term  not  exceeding  one  year,  or  both.  In  the  discretion 
of  the  court.  Whoever  as  seller  In  a  transaction  completes  the  sale  and  omits 
to  rtHiuiiv  a  war-jjurchnse  stamp  to  the  thing  sold  or  surrendered  to  him,  as 
tlie  case  may  be,  sliall  be  deeme(l  gidlty  of  a  misdemeanor,  and  for  each  offense 
shall  he  fined  in  a  sum  not  less  than  $50,  or  Imprisoned  for  a  term  not  exceeding 
six  ii'oiitlis.  or  both,  In  the  discretion  of  the  court.  Any  person  who  shall  use 
a  war-purchase  stamp  that  has  been  canceleil  In  a  place  where  a  war-purchase 
stamp  Is  required  to  be  used,  or  who  shall  counterfeit  such  stamp,  or  shall 
formulate  any  scheme  or  engage  in  any  propaganda  or  publicity  or  agitation 
against  the  u.^e  of  war-purchase  stamps,  as  herein  provided,  shall  be  deeuoed 
guilty  of  a  misdemeanor,  and  for  such  offense  be  fined  in  a  sum  not  exceeding 
$;■>.( KK),  (»r  imprisonefl  for  a  term  not  exceeding  ten  years,  or  both,  in  the  discre- 
tion of  the  court.  , 

Wlioever  as  a  seller  in  a  transaction  uses  the  pjiyinent  of  the  tax  provided  for 
in  this  act  by  himself  or  his  concern  as  a  means  of  obtaining  business  by  the 
payment  of  tlie  same  by  liini  or  ids  concern,  and  thereby  relieving  tiie  purchaser 
of  the  intent  of  this  act.  will  lie  deemed  guilty  of  a  misdemeainor,  and  for  each 
purchase-transaction  ottens#»  will  be  fine(l  in  a  sum  not  less  than  $100  and  not 
exceeding  .$500. 

Sec  7.  That  for  a  period  of  not  less  than  thirty  days  prior  to  which  the  pro- 
visions of  this  act  become  effective  the  Secretary  of  the  Treasury  shall  cause 
to  be  cnrried  on  throughout  the  United  States,  through  the  Bureau  of  Public 
Information  and  otherwise,  a  ])ubllcity  campaign  of  education,  and  such  cam- 
paign shall  be  deemed  a  sufficient  notice  to  all  persons  touching  the  |>rovi8loiis 
of  the  act.  Tlie  President  of  the  United  States  shall  by  prodamatioti  define  the 
(late  when  such  campaign  shall  begin. 

Sec.  8.  That  the  tenn  "  sale  "as  herein  used  shall  be  held  to  mean  any  trans- 
action in  which  commodities,  services,  or  any  things  of  value  shall  be  exchanged 
for  money  or  other  commodities,  services,  or  any  things  of  value.  The  purclmser 
shall  be  understood  to  mean  the  parties  or  party  to  the  transaction  whose  com- 
modities, senices.  or  any  things  of  value  aside  from  money,  and  when  the  trans- 
action involves  an  exchange  of  commodities,  services,  or  things  of  value,  both 
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|>arti(«  to  the  traiiMaction  sluill  be  deemed  purchasers  to  the  extent  of  the  whole 
trviisactlon,  less  to  the  perstjii  receiving  part  consideration  In  money  the  amount 
of  money  that  Is  received. 


upon 

the  Hiithor  of  the  bill  and  was  called  home  on  important  business  some 
ilays  ago,  after  having  come  to  Washington  to  present  his  idea  to  tl\^ 
Congress.  In  fact,  I  undei^stand  he  was  to  have  addressed  your  com- 
mittee.   Mr.  MarianiV  telegram  is  as  follows  [reading] : 

Twin  Falls,  Idahi),  SrptriHhvr  U\,  JiUS. 
fVmuresMnian  BfirroN  L.  Krknch, 

Hounv  of  Heprraentalirett,  Washington,  D,  C; 

In  my  name,  in  accordance  with  arranj^ements  uiaiie  witli  Cliairnuin  Simmons 
«»f  the  Senate  Finance  Committee,  will  you  kindly  api^ear  before  them  Monday 
or  Saturday  of  thl«  week  with  tlie  f(»llowlng  testinumy  on  Senate  hlU  4879: 

Bill  was  creafeil  by  me  In  Id:.ho  at  the  inntlKation  of  no  one  and  at  the  consid- 
eration of  no  siNH'ial  interests.  It  Is  a  war  measure,  designed  to  produce  large 
revenue.  priN^uriUK  same  where  it  will  do  the  least  financial  harm.  I  estimate 
that  in  retail  purimses  that  if  everyone  in  America,  men,  women,  and  children, 
averajcc*  4  purchases  per  day  each  (which  would  he  a  general  average  of  12 
IHU'cliases  to  the  family),  under  this  tax  the  most  the  individual  (fould  pay  would 
]>e  $12  iM^  year,  and  the  mt>st  the  average  family  would  pay  would  be  $3G  per 
year.  Tlie  clothing  women  wear,  shoes,  tobacco,  patent  medicine,  candy,  soft 
drink,  picture  shows,  ami  club  clauses  alone  of  the  Ilmise  bill  will  very  greatly 
escee<]  this  amount  of  individual  and  total  family  taxation. 

Tnder  House  bill  there  nre  too  many  who  could  escape  their  share  «»f  taxation. 
I'luler  my  bill  every  one  of  the  hundred  ndlllon  residents  of  America  ami  its 
poKttessi(»ns  imys  his  share.  This  bill  Is  more  equitable  than  any  form  of  taxa- 
tion in  existence  in  this  or  any  other  country  at  this  time.  My  tax  as  proj^osed 
on  retail,  wholesale,  manufacturing,  and  all  other  purchases  other  than  individual 
<«onsumers'  purchases,  averages  5J  cents  \wr  thousand  iloUars,  aii<l  althmigh  it 
will  priHlun*  an  eiumuous  auHuint  of  money,  it  is  so  small  on  Individual  siile< 
thai  it  is  the  only  form  of  luxation  that  will  not  1m>  passe<l  along  to  the  consumer, 
t)e<'anse  nn  retail  «h-  wholesule  manufacturer,  and  S4»  forth,  it  is  so  int\nltesimally 
small  in  )M*nvntuge  that  it  is  lost 

l*Ml>ll<'ity  campaign  feature  would  ;»ract it-ally  <oiu|k»I  Ani*»ricai}  purcliaser  t<» 
<*«»mbiitc  sjil»*s.  tli<*rHiy  rt^lucnig  niuouMi  of  i;ix  li«^  wuuld  |my-.  Kvcry  otlier  tax- 
is dehnirc  on  nuKiunt  on  cacli  item  witli  no  esca|K'.  The  individual  under  my 
bill  Clin  daily  i*s4ti)N*  tax  by  coniiMariKliiig  sales  into  oiu"  pun'hnse.  Five-cent 
stiires  .itid  si»ni«»  merHmuts  making  Inilk  siilw  antler  25  ivnts  t^»i)i|>hiin  thai 
this  liill  is  II  hartlsliip.  The  administration  tif  the  bill  will  |)ermit  tl:e  use  of 
tnnisffr  sysicnis  which  will  (^unbine  all  an  Intllvltlnars  shopping  transa<'t1t»ns 
in  a  dtpai'tnit'ut  «»r  .">  or  10  tvnt  .sttav  or  slnnlar  business  nt  i^\w  time  into  <mc 
IHirdiuse.  therefore  tine  tax  uiitier  this  bill. 

Ftir  tlie  l>enetit  tif  the  very  |MM»r  tin*  revenue  department  coultl  autlnirisie  to 
lie  i<siH«  I  b>  •liMilei's  wfH»kly  ndlk,  liv.  t»r  fivsh  vegetable  cards  whit-h  wtMilil 
furry  l-i-»nt  tux  »*at*h  jier  WHi»k. 

This  l>ill  will  stttbiiuce  business  :is  many  merdiants  sufli  as  rest  a  urn  i  its.  ett-., 
will  Ih«  al»le  t«>  tiiuut  a  deliidte  patronage  owing  to  tlie  iiuml)er  of  mejjl  tickets, 
bv  «iir<K  vegetable  fards,  and  milk  cartls  that  iire  ont  still  nnusetl.  Tlic 
wjisti'  s.M\tM|  in  tln»se  iw<»  lint»s  of  buslut^ss  jibuie  wtmhl  Justify  passage  <»f  tliis 
bill.  If  publicity  feature  is  t-arrlwl  tMit  uidversally  In  very  extensive  caiupniirns. 
Tilt'  intlixbluni  cMnsunier  t»ii  rediuvil  prices  «»n  gtNsls  reieivetl  by  combiiiett 
purriians  antl  in  time  savod  In  making  few  c«mibined  against  nmltitutle  t>f  in- 
dlviMuail  Murt'liusi'-  in  uiany  iiistantivs  will  repay  !!»'  imiivitlnnl  the  tnts»l 
:imount  t«f  tnxatltai  ]iiti«l  i»«t  l»y  him  nntier  this  liill'ln  a  year.  In  t>ther  wonl^;. 
this  bin  is  tl«*slt;tii*tl  to  wipi»  out  an  existing  siwial  evil  -the  fost  «»f  iltiiuj;  bus)- 
n(*ss  of  till*  bHlividnai. 

I  cMtlnmto  that  this  bill  will  protluce  4  cents  a  tlay  fnan  every  intllvidual 
In  AiiM»rira  *m  indlvitlual  |airchas<>s  which  is  $],2(IO.<n)0(IO(>  a  year  in  taxes. 
I  further  diN'larc  that  the  Anierf'*an  iiull%idual  wastes  more  tlian  4  cents  ihm* 
day  In  his  uiibusin<»sslike  nitnlc  t»l  pnrt*h.i<lng  In  existence  tt»-(iay. 
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The  retail,  wholesale,  manufacturing,  labor  hiring,  and  miscellaneous  forms 
of  purchasing,  outside  of  the  individuars  purchases,  will  produce  the  big  bulk 
of  taxes  claimed  for  this  lull. 

Notice  the  man-saving  feature  of  the  bill.  The  labor  that  can  be  saved  by 
combined*  purchases  in  the  retail,  wholesale,  jobbing,  and  manufacturing  busi- 
ness. Labor  can  be  saved  to  the  extent  of  the  amount  of  additional  men  re- 
quired under  the  18  to  45  draft  law. 

A  new  argument  that  is  uppermost  in  the  minds  of  all  merchants  to-day  is 
that  under  the  House  bill  as  proposed  .the  impression  prevails  that  the  Gov- 
ernment is  killing  the  goose  that  lays  the  golden  egg  if  we  are  going  to  raise 
twice  the  amount  this  year  by  taxation  that  we  did  under  last  year's  bill. 
The  American  merchant  has  either  got  to  do  a  much  increased  business  or  he 
has  got  to  take  the  increased  tax  out  of  the  consumer  by  fabulous  prices.  A 
woman  goes  into  a  store  under  tlie  new  bill  and  prices  a  dress ;  the  merchant 
says  $45.  She  says,  I'll  take  it.  The  merchant  says  but  there  is  a  $9  tax  on  it. 
This  makes  it  cost  too  much  and  the  merchant  is  out  that  business.  A  person 
goes  in  to  buy  a  5-cent  glass  of  soda  water  and  under  House  bill,  he  must  pay 
a  2-cpnt  tax.  but  the  merchant  is  not  going  to  charge  a  2-cent  tax,  he  is  going 
to  charge  a  100  per  cent  tax  or  10  cents  a  drink  for  the  soda.  This  is  going  to 
cut  down  the  business  where  the  1-cent  tax  on  individual  purchases  will  not 
effect  the  volume  of  the  business  at  all. 

The  only  real  argument  made  against  this  bill  of  mine  is  that  it  is  unhandy, 
which  I  admit,  but  these  are  war  times  and  it  is  also  unhandy  for  5,000,000 
men  to  leave  their  families  and  go  to  France. 

But  this  bill  of  mine  will  not  reduce  the  volume  of  business.  Under  the 
House  bill  many  picture  shows  will  olose,  and  this  is  especially  harmful  to 
business  in  small  communities  where  the  family  drives  Into  town  to  a  pictnre 
show.  They  also  do  a  little  town  shopping  which  makes  business  there  better. 
I  liave  seen  many  tow^ns  where  the  one  little  form  of  amusement  device  was 
closed  and  in  every  Instance  business  was  dead.  The  publicity  being  sent  out 
by  the  National  Council  of  Defense  and  a  number  of  the  orders  Issued  by  the 
War  Industries  Board  on  curtailment  are  having  the  effect  of  generally  reduc- 
ing business;  are  having  too  much  of  an  effect  toward  the  absolute  curtail- 
ment of  business.  War  indnstrles.  manufacturers,  food  producers,  food  brokers 
and  jobbers,  w^holesalers,  and  even  the  farmers  are  all  making  excessive  profits, 
but  the  general  American  retail  merchant,  the  very  backbone  of  American  in- 
dustry, is  not  averaging  7  per  cent 'per  annum  on  his  Investment,  and  many 
of  them  are  going  out  of  business.  In  Idaho  there  is  not  a  retail  merchant 
that  can  not  be  bought  out  for  invoice.  In  the  same  State  a  few  manufacturers, 
all  farms,  all  dairy  products  concerns,  in  fact,  all  big  business,  is  in  the  most 
prosperous  condition,  and  yet  the  House  bill  Is  designed  to  hand  It  to  the 
retail  merchant  harder  than  anyone  else.  I  estimate  under  the  House  bill 
business  continuing  on  the  basis  of  last  year,  that  the  average  American  fam- 
ily will  pay  an  $87  commodity  tax.  Under  that  bill  this  is  going  to  greatly 
reduce  the  output  of  the  retail  dealer. 

The  schedule  of  taxes  presented  In  this  bill  is  only  tentative.  What  we  are 
fighting  for  Is  the  principle  of  the  taxation.  The  penalty  clauses  of  the  bill 
automatically  make  every  seller  in  America  a  compulsory  agent  of  the  Internal 
Revenue  Department. 

This  is  the  first  revenue  bill  where  the  responsibility  for  the  payment  of  the 
tax  Is  put  where  it  was  intended  to  be  put,  namely,  on  the  purchaser  which  in 
reality  is  the  intention  of  every  tax  bill,  but  very  seldom  carried  out. 

Line  5,  page  5,  of  bill  provides  penalty,  which  penalty  prevents  the  use  of 
this  bill  for  advertising  purposes  and  again  puts  the  responsibility  back  on 
the  purchase. 

The  sentimental,  patriotic  features  of  this  bill  put  every  American  actively 
In  the  service.    Every  time  he  makes  a  purchase  he  Is  paying  one-thirteenth  of  • 
a  ration  of  one  of  the  boys  over  there,  and  don't  forget  because  it  is  a  cent 
at  a  time  no  one  will  consider  it  a  hardship. 

In  conclusion,  this  bill  is  only  presented  to  be  used  as  an  amendment  to 
take  the  place  of  the  Ways  and  Means  Ck)mmlttee  bill  on  commodity  taxes 
and  has  no  Intention  of  replacing  the  income  tax,  excess-profits  tax,  or  surtax 
features  of  the  House  bill. 

I  am  of  the  opinion  that  any  man  that  wants  over  6  per  cent  net  on  his  in- 
vestment until  after  this  war  is  won  is  a  pro-German  and  should  be  shot  up 
against  a  stone  wall. 

O.  A.  Mabiani 

Septembkb  14. 
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Mr.  French.  Gentlemen,  the  statement  of  Mr.  Mariani  is  so  com- 
plete that  there  is  little  I  need  to  add.  By  way  of  outlining  the  bill, 
I  will  say  that  it  provides  for  a  tax  upon  gross  sales  or  transactions. 
You  will  notice  in  the  first  section  of. the  bill  that  it  provides  that 
1  cent  shall  be  taxed  upon  the  purchaser  in  a  transaction  aggregating 
in  amount  from  5  cents  to  $9^.99 ;  second,  3  cents  on  each  purchaser  in 
a  transaction  aggregating  in  amount  from  $100  to  $499.99;  third,  6 
cents  on  each  purchaser  in  a  transaction  aggregating  in  amount  from 
$500  to  $999.99 ;  fourth,  10  cents  on  the  first  $1,000,  and  5  cents  on 
each  additional  $1,000  or  part  thereof  on  each  purchaser  in  a  trans- 
action  aggregating  in  amount  from  $1,000  to  $9,999.99;  20  cents  on 
the  first  $1,000  and  4  cents  on  each  addditional  $1,000  or  fraction 
thereof  up  to  $49,999.99 ;  $1  on  the  first  $1,000  and  3  cents  on  each 
additional  $1,000  aggregating  $50,000  or  more. 

Probably  I  should  say,  in  addition  to  this,  that  the  tax  is  to  be 
paid  by  the  purchaser  in  each  transaction,  but  the  purchaser  and  the 
seller  are  both  made  responsible  for  the  payment  of  the  tax. 

It  is  provided  in  the  bill  that  there  shall  be  stamps  issued  which 
shall  be  in  the  possession,  of  the  purchaser,  and  these  stamps  shall 
be  placed  upon  the  commodity  purchased,  on  tlie  package,  or  shall 
be  canceled  by  initialing  or  in  some  way  provided  by  the  responsible 
officers  in  carrying  out  the  provisions  of  the  law. 

The  Chairman.  You  say  the  stamps  must  be  in  the  possession  of 
the  purchaser? 

Mr.  French.  Of  the  purchaser;  yes. 

The  Chairman.  Then  when  I  go  -into  a  store  I  have  to  take  stamps 
along  with  me? 

Mr.  French.  You  would  either  have  to  take  stamps,  or  else  the 
Revenue  Department  would  need  to  provide  a  place  where  stamps 
could  be  acquired  within  the  store. 

Senator  Penrose.  Has  any  rough  estimate  been  made  as  to  the 
amount  of  revenue  that  would  come  under  this  bill  as  it  stands  now  ? 

Mr.  French.  I  was  going  to  speak  of  that  first.  Mr.  Mariani  is 
the  author  of  the  bill  in  principle.  He  is  a  resident  of  Idaho,  a 
man  engaged  in  the  wholesale  business,  and  himself  personally  inter- 
ested, I  believe  largely  as  a  traveling  salesman.  lie  wanted  it  dis- 
tinctly understood  that  the  bill  as  proposed  is  his  own  idea,  that  it 
is  not  backed  by  any  organization  or  by  any  interest.  He  wanted 
that  statement  made  so  that  you  can  understand  how  disinterested 
he  is  in  urging  it  upon  Congress. 

He  has  estimated  that  each  family  will  purchase  possibly  on  an 
average  12  times  during  the  day;  that  transactions  of  that  character, 
under  class  1  of  the  bill,  would  provide  not  less  than  about  one  bil- 
lion and  a  quarter  of  dollars.  He  said  that  it  is  very  hard  to  get  a 
line  on  the  number  of  purchases  that  are  made  in  the  country.  Of 
.  course,  the  transactions  under  the  different  subdivisions — 2,  3,  etc. — 
would  be  hard  to  estimate.  But  as  the  tax, there  is  larger  and  increas- 
ingly larger^  necessarily  a  vast  amount  of  money  would  be  produced. 
Mr.  Mariani  thinks  that  several  billion  dollars  would  be  produced 
by  the  bill.  He  does  not  propose  that  the  measure  shall  be  a  substi- 
tute for  the  entire  revenue  bill,  nor  for  the  feature  of  the  bill  provid- 
ing for  taxation  upon  incomes,  war  profits,  excess  profits,  etc.,  but 
rather  for  the  taxes  provided  through  other  features  of  the  bill  as  it 
has  been  presented  to  the  House. 
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Senator  Townsend.  To  start  with,  let  me  ask  you  this:  Supposing 
a  woman  goes  into  a  grocery  store  this  morning  to  buy  a  dozen 
articles — different  items.  Each  one  of  those  is  to  be  taxed,  or  the 
total  bill? 

Mr.  French.  The  idea  is  that  the  total  bill  is  to  be  taxed  and 
the  author's  idea  sti^  further  is  this,  that  with  respect  to  certain  com- 
modities that  must  be  bought  from  day  to  day — such  as  ice,  milk, 
and  boarding-house  tickets,  etc. — an  arrangement  could  be  made  for 
a  ticket  to  be  sold,  say,  by  the  week  or  by  the  montli,  whatever  would 
seem  most  calculated  to  produce  the  most  equitable  condition  upon 
the  part  of  the  purchasers  who  are  compelled  to  purchase  certain 
commodities  in  a  small  way. 

Senator  Smoot.  Congressman  French,  I  had  Mr.  Mariani  in  my 
office  for  some  time  before  this  bill  was  printed,  and  I  called  his  atten- 
tion to  the  almost  absurdities  of  the  bill  the  way  it  is  drawn.  For 
instance,  you  take  the  first  tax  imposed — 1  cent  on  each  purchaser 
in  a  transaction  aggregating  in  amount  from  5  cents  to  $99.99.  In 
other  words,  that  tax  is  20  per  cent  on  a  5-cent  purchase,  and  one 
one-thousandth  of  1  per  cent  on  a  $99.99  purchase.  Do  you  think 
the  American  people  would  stand  that? 

Mr.  French.  Let  me  come  to  that  in  just  a  little  bit. 

Senator  Smoot.  I  could  go  right  along  with  the  others,  and  diow 
(hat  the  sipall  purchaser  under  this  gets  it  "  in  the  neck,"  so  to  speak, 
and  there  is  a  difference  between  20  per  cent  on  the  one  and  one  one- 
thousandths  of  1  per  cent  on  tlie  other. 

Mr.  French.  Probably,  since 'the  question  is  raised,  I  would  just 
as  well  speak  of  that  point  right  now. 

Senator  Smoot.  I  thought  he  was  going  to  change  his  bill. 

Mr.  French.  Mr.  Mariani  is  engaged  in  a  business  that  brings  him 
into  contact  with  the  retailer  and  with  ihe  wholesaler.  His  estimate 
is  this,  that  while,  of  coiirse,  there  is  that  apparent  hardship  imposed 
upon  the  person  who  purchases  a  5-cent  article  compared  with  the 
person  who  purchases  a  suit  of  clothes  that  costs  less  than  $100,  the 
tax  being  the  same,  the  opportunity  for  combining  purchases  made 
by  the  purchaser  is  such  that  there  will  be  effected  a  saving  in  doing 
business  vastly  more  than  the  tax  itself  imposes. 

Senator  Smoot.  How  do  you  combine  the  purchase  of  clothes  with 
the  purchase  of  a  cigar? 

Mr.  Frfjxch.  The  idea  is  this,  to-day  people  go  to  stores  fie- 
quently,  repeatedly,  the  housewife  and  the  children,  especially  in 
towns  and  cities,  and  will  make  several  or  many  visits  to  the  local 
merchants  to  make  the  purchases.  If  the  housewife  made,  under 
this  bill,  the  same  number  of  purchases,  she  would  need  to  pay  1 
cent  every  time  she  made  a  purchase. 

Senator  Smoot.  She  coukt  not  purchase  the  cigar  at  the  dothinor 
store.  "" 

Mr.  French.  Xo;  but  very  generally  she  would  be  coin|>elled  to 
combine  where  j)ossible.  and  there  woiild  be  an  inducement  offered 
in  the  measure,  foi-  her  to  combine  her  purchases,  so  that  in  the  morn- 
ing when  she  j^urchased  her  groceries,  she  would  purchase  all  the 
staple  articles  she  would  need  possibly  for  several  days  or  for  a 
week,  and  pay  1  cent  in  the  way  of  a  tax  in  making  the  transaction. 

Senator  McCumber.  How  would  you  arrange  a  stiimp  tax  on  a 
sale  over  the  phone? 
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Mr.  French.  That  will  need  to  be  worked  out. 

Senator  McCumber.  That  would  compel  a  housewife  in  this  city  to 
hang  on  to  the  cowcatcher  of  the  car'in  order  to  get  a  ride  downtown 
to  make  a  purchase.    She  has  to  use  the  phone  for  it. 

Mr.  French.  I  do  not  doubt  that  that  matter  could  be  worked  out 
through  the  sales  slips  maintained  by  the  merchant. 

Senator  McCumber.  It  could  easily  be  worked  out  by  having  the 
seller  attach  the  stamps  and  charge  them. 

Mr.  French.  Yes;  that  could  be  done.  A  seller  could  attach  the 
stamps  and  they  could  be  charged.  Of  course,  the  theory  of  the  tax 
is  that  the  tax  shall  be  paid  by  the  purchaser. 

Senator  McCumber.  There  is  another  question  I  want  to  ask  right 
there.  I  notice  that  you  have  exemptions.  How  are  you  goin^  to 
have  exemptions  for  taxes  when  the  stamps  are  attached  on  each  little 
purchase,  and  then  you  make  an  exemption  of  the  taxes  paid  the 
Government,  etc.,  from  the  general  taxes! 

Mr.  French.  The  exemptions  in  the  bill  touch  State,  city,  and 
municipal  governments,  certain  persons  and  employees  in  tne  prosecu- 
tion of  the  war,  the  American  Red  Cross,  etc. 

Senator  McCumber.  What  I  mean  is  this,  you  say  there  shall  be 
exempt  from  the  tax  the  following :  The  Federal  Government  and  all 
State,  county,  city,  and  municipal  government  taxes. 

Senator  Townsend.  Those  are  not  taxed,  are  they?  Those  are 
goods  purchased. 

Mr.  French.  Purchases  that  may  be  made  for  them  are  exempt 
from  bearing  the  tax. 

Senator  Robinson.  Why  is  the  tax  levied  on  the  purchaser  rather 
than  the  seller?  Would  it  not  be  far  more  convenient  to  require  the 
seller  to  attach  the  stamps  and  to  provide  the  stamps? 

Mr.  French.  Let  me  just  finish  up  first  the  question  that  was  asked 
by  Senator  Smoot,  and  then  I  shall  come  to  that  point,  the  question 
of  the  tax  being  large  upon  the  small  purchaser  in  comparison  with 
the  tax  paid  by  the  large  purchaser.  In  the  first  place,  it  is  believed 
that  the  smallpurchaser  would  become  accustomed  to  combining  his 
purchases,  so  that  in  that  way  he  would  save  a  vast  deal. 

Senator  Robinson.  I^et  me  ask  you  a  question  there.  Unless  the 
authority  to  combine  is  implied  in  the  word  "  aggregating,"  I  do  not 
f*ee,  from  a  casual  reading  of  the  bill,  where  a  transaction  might  not 
be  construed  to  be  each  separate  sale,  and  thus  the  purchaser  be  pre- 
vented from  combining  the  sales. 

Mr.  French.  If  there  is  any  question  as  to  the  language  meaning 
what  it  is  intended  to  mean,  undoubtedlv  it  could  be  whipped  into 
shajx^  But  carrying  out  still  further  the  idea  that  I  suggested  a 
moment  ago  with  regard  to  the  purchaser  saving  by  combining  his 
purchases,  I  would  say  this,  the  housewife  who  is  in  the  habit  of  going 
S  or  10  or  a  dczen  times  to  the  store  or  sending  her  children  to  make 
certain  purchases  would  combine  her  sales.  Instead  of  purchasing 
maybe  ?>0  or  50  times  in  the  course  of  the  month  she  would  purchase 
H  cjuarter  of  that  number  of  times,  or  maybe  less  than  that.  Wliat 
wcMild  be  the  first  effect  of  a  community  purchasing  in  such  quantities 
as  to  reduce  the  number  of  sales  from  a  quarter  to  a  sixth  the  number 
of  sales,  the  volume. of  business  still  remaining  the  same?  Of  course, 
it  would  be  obvious  that  the  merchant  would  dispense  with  a  clerk: 
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he  would  dispense  with  a  deliveryman;  he  would  dispense,  possibly, 
,  with  a  bookkeeper.  Maybe,  if  his  store  were  large  enough,  it  would 
give  him  the  opportunity  or  dispensing  with  several  employees  that 
he  has.  The  merchant  could  sell  for  enough  less  to  more  than  make 
up  for  the  tax,  and  in  that  way  would  attain  another  thing  that  I  want 
to  come  to  a  little  later  on  under  this  bill.  There  would  be  a  saving 
of  man  power,  which  is  essentially  needed  at  this  time  in  the  United 
States. 

Senator  Robinson.  Yes;  and  incidentally  expense  to  the  seller. 
And  I  again  ask,  if  that  is  the  case,  why  the  tax  should  not  be  imposed 
on  the  seller  instead  of  the  purchaser? 

Mr.  French.  I  am  just  coming  to  that. 

Senator  Penrose.  Was  this  proposition  submitted  to  the  House 
committee? 

Mr.  French.  It  was  not  submitted  to  the  House  committee  imtil 
after  the  hearings  had  been  closed  and  the  bill  was  practically  pre- 
pared. After  that  Mr.  Mariani  appeared  before  individual  members 
of  the  House  committee  to  present  it  to  them.  Thev  felt  that  it  wa< 
illogical  for  them  to  consider  a  proposition  that  they  had  not  had 
hearings  upon  that  was  of  such  vast  apparent  importance  as  this, 
perhaps,  and  felt  that  it  was  not  the  time  for  them  to  consider  it. 

Senator  Penrose.  I  think  the  proposition  was  formally  submitted 
in  the  Ways  and  Means  Committee  by  one  of  the  members  and  voted 
down  unanimously  as  affecting  too  many  voters. 

Mr.  French.  I  think  the  proposition  that  was  submitted  differ^ 
from  this  in  this,  that  the  gross-sales  tax  submitted  had  to  do  with 
each  particular  sale  and  not  with  combined  sales.  I  can  see  how  if 
the  purchaser,  every  time  he  purchases  one  little  it«m,  whether  it  is  a 
box  of  matches,  a  bottle  of  extract,  or  what  not,  were  taxed,  it  would 
be  a  tremendous  tax  piled  up  on  the  small  producer,  probably  almost 
as  great  a  tax  as  would  be  piled  up  upon  the  wealthy  producer,  but 
if  a  combination  can  be  made  in  purchasing,  as  is  proposed  in  ihi« 
bill,  there  would  not  exist  that  inequality. 

Senator  Jones.  Speaking  of  the  things  which  would  probably  be 
dispensed  with  if  this  bill  were  enacted,  would  it  not  have  a  tendonov 
to  dispense  with  all  stores  except  the  big  department  stores,  wher*- 
a  person  could  go  in  and  purchase  dry  goods  and  groceries  and  boot- 
and  shoes  at  one  place  and  have  but  one  transaction? 

Mr.  French.  I  think  that  the  fact  that  the  tax  is  so  small  upon  th»' 
purchaser,  plus  the  other  fact  that  the  people  do  not  care  to  invest 
so  largo  an  amount  of  money  in  household  goods,  would  probably 
operate  effectively  to  prevent  that  very  condition  from  arising. 

Now,  going  to  the  question  raised  by  the  Senator  from  Arkansn-, 
why  not  let  the  seller  pav  the  tax  and  charge  it  cm  to  the  purchtisorf 
The  reason  is  this,  we  have  that  provision  under  the  pres*»nt  lau. 
For  instance,  you  go  into  a  drug  store  and  buy  a  packa^re  of  tix>t! 
paste.  The  tax  on  that,  as  I  understand  it,  is  2  per  cent  up<m  tli- 
vahie.  If  that  package  of  U>oih  paste  has  a  value  of  :?5  rents,  tho 
tax  would  be  a  quarter  of  a  cent.  The  druggist,  though,  diu's  not 
charge  you  a  quarter  of  a  cent;  he  does  not  charge  you  1  cent, but  he 
charges  you  5  cents  or  10  cents,  and  if  you  raise  a  complaint  about  \\ 
he  ^ays,  **I  have  got  to  nay  the  Fe(h»ral  ('Ov^nMnent  n  tax  \i\h%u  xht^ 
package."'  He  tanes  it  lor  granted  that  the  nuicha^^r  will  not  knou 
that  the  tax  is  a  quarter  of  a  cent,  and  not  the  5  or  the  10  cent?^ 
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Senator  Robinson.  You  have  assumed  to  restate  my  question  and 
embrace  within  it  elements  that  were  not  in  the  question  I  asked. 
You  assumed  I  implied  the  obligation  upon  the  part  of  the  seller 
to  pass  the  tax  on  to  the  purchaser.  I  did  not  do  that.  I  expressly 
asked  you  the  question,  since,  according  to  your  own  statement,  this 
scheme  would  result  in  a  great  saving  to  the  seller,  why  would  it 
not  be  proper  to  let  the  seller  pay  the  tax  ?  I  did  not  ask  you  any- 
thing about  charging  it  on. 

Mr.  French.  The  point  that  the  Senator  raises,  it  seems  to  me, 
is  one  that  must  be  met  as  I  have  met  it.  I  can  not  see  how  you 
can  avoid  it  being  charged  on  to  the  purchaser. 

Senator  Robinson.  For  the  simple  reason  that  the  seller  has,  by 
being  allowed  to  combine  these  sales,  avoided  considerable  expense. 
He  has  discharged  a  lot  of  his  clerks. 

Senator  McCumber.  But  the  purchaser  does  not  have  to  pay  any 
more.  They  will  buy  the  small  packages,  separately.  Therefore 
he  would  be  at  the  same  expense,  and  his  tax  would  be  heavier. 

Mr.  French.  It  seems  to  me  that  if  you  require  the  seller  to  pay 
the  tax,  the  seller,  even  if  he  does  not  have  to  put  the  stamp  upon 
the  particular  commodity,  as  he  does  now  upon  the  package  of  tooth- 
paste that  I  used  as  an  illustration,  the  seller  would  nevertheless 
gradually  raise  the  price  of  his  commodities  so  as  to  take  care  of  this 
tax,  and  thereby  pass  it  on  to  the  purchaser. 

Senator  McCumber.  One  of  the  primary  purposes,  then,  is  to  force 
the  combination  sales? 

Mr.  French.  Yes ;  that  is  one — one  of  the  most  important. 

Senator  McCumber.  And  as  suggested  by  the  Senator  from  New 
Mexico,  that  would  encourage  purchases  from  houses  that  had  a 
great  variety  of  articles  to  sell,  in  other  words,  department  stores, 
and  would  discourage  purchases  from  stores  that  are  dealing  in 
specific  commodities,  like  groceries,  dry  goods,  and  other  businesses 
of  that  sort. 

Mr.  French.  If  people  were  willing  to  purchase  commodities  in 
such  great  quantities,  and  tie  up  their  money  in  that  way,  there  might 
be  a  good  deal  in  that  suggestion.  I  do  not  fear  it  at  all. 
.  Senator  McCumber.  And  if  the  tax  were  made  high  enough,  if 
they  were  resorted  to  as  one  of  the  principal  means  of  taxation,  it 
would  result  in  the  concentration  of  all  the  selling  business  of  the 
country  in  the  form  of  department  stores,  would  it  not? 

Mr.  French.  I  personally  do  not  catch  the  weight  of  that  sug- 
gestion as  emphatically  as  the  Senator  does.  It  seems  to  me  it  would 
not.  • 

Senator  McCumber.  I  say,  if  that  tax  got  high  enough  to  induce 
a  purchaser  to  avoid  the  tax  by  combining  the  sales — ^that  is,  to  avoid 
a  number  of  transactions,  and  pay  a  tax  a  number  of  times,  he 
would  go  to  a  department  store  where  he  could  get  all  his  things 
in  the  one  place,  and  pay  one  tax,  rather  than  go  to  the  other  stores? 

Mr.  French.  Oh,  undoubtedly,  if  the  tax  were  made  high  enough. 
It  seems  to  me,  though,  that  with  the  tax  of  1  cent  on  a  transaction, 
that  is  not  high  enough  to  induce  a  purchaser  to  do  that. 

Senator  McCumber.  I  think  the  bill  is  simply  impossible,  as  sug- 
gested by  the  Senator  from  Utah. 
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Senator  Penrose.  I  would  like  to  ask  the  witness  this  question: 
Would  not  the  rider  on  a  trolley  car,  when  he  would  pay  his  five 
cents,  have  to  pav  an  additional  cent  for  his  fare  under  this  bill  ? 

Mr.  French.  1  suppose  he  would,  under  this  bill. 

Senator  Penrose.  That  would  be  a  very  heavy  burden  on  the 
traveling  public. 

Mr.  French.  Yes;  unless  another  system  were  worked  out  similar 
to  that  already  suggested,  by  which  the  tickets,  even  though  no  re- 
duction were  made  in  the  tickets,  could  be  furnished  to  the  pur- 
chaser, and  if  the  language  of  the  bill  is  not  broad  enough  to  compre- 
liend  that,  of  course,  it  can  be  readily  amended  so  that  it  would  be. 

Speaking  further,  though,  upon  the  tax  being  paid  by  the  pur- 
chaser instead  of  by  the  seller,  under  the  present  law  we  have  a  tax 
that  is  paid  by  the  seller  on,  say,  the  elements  that  enter  into  a  soda. 
As  I  understand  it,  the  cost  to  the  dealer  in  the  commodities  that 
enter  into  a  soda  is  less  than  2  cents,  not  to  exceed  2  cents,  pet  gla^ 
Yet  the  price  of  the  soda  has  gone  from  5  cents  to  10  cents,  and  the 
theory  is  that  it  is  because  of  the  tax,  and  the  excuse  made  by  the 
dealer  to  the  purchaser  is  that  it  is  because  of  the  tax. 

Senator  Thomas.  It  is  the  extra  labor  of  mixing  the  drink. 

Mr.  French.  You  even  go  out  here  to  the  ball  park,  in  this  city, 
and  where  you  have  been  paying  76  cents  to  the  baseball  company  for 
your  ticket  you  now  pay  75  cents  plus  the  tax  of  8  cents  plus  some- 
thing more.  The  ball  club  does  not  limit  the  ticket  to  that  amonnt. 
It  charges  you  2  cents  extra ;  or,  in  other  words,  75  cents  plus  8  cent^ 
and  2  cents,  a  total  of  86  cents.  Of  course,  the  extra  2  cents  you  pay 
does  not  go  to  the  Government.  It  is  not  collected  as  a  tax,  but 
probably  from  the  standpoint  of  convenience.  So  on  a  thousand  per- 
sons who  go  in  at  the  gate  the  ball  club  collects  an  additional  $20, 
made  possible  because  of  the  fact  that  the  tax  is  paid  in  that  way. 

There  is  another  point  that  I  wanted  to  call  attention  to.  The  tax 
is  self-enforcing.  The  burden  of  paj'ing  the  tax  is  upon  the  pur- 
chaser. But  in  the  bill,  as  you  have  noticed,  there  is  a  provision 
that  the  seller  shall  also  be  under  penalty  providing  he  does  not  see 
to  it  that  the  tax  has  been  paid. 

Senator  Robinson.  He  will  raise  the  price  to  the  purchaser  for 
supervising  the  payment  of  his  tax. 

Mr.  FRENCir.  We  have  that  same  principle,  of  couree.  This  is  not 
a  new  principle.  If  you  go  into  a  bank  to  make  a  note  the  hank  i^ 
required,  of  course,  to  see  to  it  that  certain  stamps  are  placed  upon 
that  note,  just  as  the  maker  is. 

Senator  Robinson.  If  the  business  concern  is  penalized  for  failure 
of  some  one  else  to  pay  the  tax,  the  obligation  becomes  so  onerous 
u])on  the  busines  concern  that  it  would  have  to  have  persons  specially 
charged  with  the  duty  of  supervising  the  payment  of  that  tax.  A 
respectable  business  concern  that  was  penalized  for  the  failure  of 
some  one  else  to  discharge  a  duty  Avould  be  compelled  to  have  |>ersons 
to  see  that  the  duty  was  performed,  and  that  would  add  an  additional 
expense  to  the  purchaser. 

Mr.  French.  There  is  another  point  I  wanted  to  speak  of  in  con- 
nection with  the  hill.  It  is  urged  that  the  system  is  unhandy.  So  far 
as  that  is  concerned,  the  paying  for  goods  is  unhandy,  the  collection 
for  goods  is  unhandy,  and  yet  business  could  not  proceed  unlea«  we 
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had  the  transactions.  But  the  payment  of  any  tax  is  unhandy,  and 
I  suppose  that  the  question  of  loyalty  and  patriotism  v^ould  itself 
need  to  be  relied  upon  in  this  country  in  overcoming  the  objection 
that  this  or  any  other  tax  is  unhandy. 

Senator  Jones.  The  purpose  of  this  bill  is  to  have  a  univoi-sai 
consumption  tax  levied,  is  it  not? 

Mr.  French.  It  would  be  a  tax  that  wouhl  reach  evervbodv ;  that 
nobody  could  escape ;  that  it  would  seem  would  be  simple  of  enforce- 
ment ;  that  would  raise  a  vast  amoimt  of  money,  and  also  that  would 
tend  to  conserve  the  man  power  of  the  country  by  driving  the  {)ur- 
chasers  to  make  their  purchases  in  bulk  rather  than  in  many  items. 
It  does  not  take  the  place  of  income  tax,  excess  profits,  and  war- 
pix)fits  taxes. 

Another  objection  is — and  that  is  suggested  by  Senator  Jones — 
that  it  is  a  consumption  tax,  and  therefore,  I  suppose,  carrying  out 
the  idea  of  the  Senator,  it  would  fall  heavily  upon  the  small  pur- 
chaser in  I'elation  to  the  large  purchaser.  But  there  will  be,  in  my 
judgment,  a  tremendous  saving  on  account  of  the  combining  of  pur- 
chases, which  will  offset  the  tax. 

Senator  Jones.  This  would  be  an  income  tax,  too,  would  it  not^ 
All  taxes  are  taxes  upon  incomes  in  one  sense  of  the  term,  the  broad 
sense  of  the  term,  and  this  would  simply  be  a  tax  upon  the  small 
incomes? 

Mr.  French.  You  could  possibly  phrase  it  that  way.  It  is  a  tax 
upon  expenditures. 

Senator  Townsend.  Has  this  principle  been  employed  in  any  other 
country,  do  you  know? 

Mr.  French.  I  think  it  has  not.  The  same  question  I  raised  a 
little  bit  ago — about  compelling  or  inducing  the  small  purchaser 
from  the  retail  store  to  combine  his  purchases — would  also  applj'^  to 
the  retailers  with  regard  to  the  puix*hases  that  they  make  from  the 
wholesalers.  In  that  way  the  wholesaler  w^ould  in  turn  be  able  to 
dispense  with  help.  Instead — foi:  instance,  in  the  city  in  which  a 
business  is  located — of  wagons  supplying  retailers  being  required  to 
make  four  or  five  or  half  a  dpzen  trips  to  a  retail  house  during  a 
day,  the  wagons  would  make  possibly  one  trip  or  a  few  trips^  during 
the  week.  And,  again,  a  saving  would  be  made  there  in  man  power. 
The  idea  can  be  carried  on,  then,  to  the  business  with  the  larger 
wholesaler  and  the  smaller  wholesaler  located  throughout  the  country . 

Unless  there  is  something  further  that  some  Member  would  like 
to  ask,  that  is  all  I  have  to  say.  I  regret  very  much  that  Mr.  Mari- 
ani  was  called  home,  so  that  he  could  not  have  appeared  in  person  to 
have  explained  the  idea  to  the  gentlemen  of  the  committee. 

Senator  Smoot.  I  will  assure  the  gentleman  that  he  has  explained 
it  just  as  well  as  Mr.  Mariani  explained  it  to  me. 

Senator  Townsend.  I  think  it  is  rather  a  serious  matter  myself, 
because  some  of  the  .very  strong  men  of  the  coimtry  are  talking 
about  it.  But  they  have  met,  just  as  the  Senators  have  here,  the 
same  objections  which  they  were  not  able  to  overcome.  I  could  see 
where,  by  relieving  the  numerous  taxes  we  provide  in  the  bill,  by 
putting  some  such  system  in  effect,  it  would  be  a  good  thing;-  but 
nobody  has  been  able  to  explain  to  me  how  it  can  work.  If  you  take 
a  per  cent  tax  on  purchases,  it  might  be  possible. 
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Senator  Kobinson.  It  would  be  unconscionable  to  make  the  man 
who  is  unable  to  buy  a  considerable  amount  pay  the  great  burden  of 
these  taxes.  I  think  it  would  be  positively  reprehensible  to  say  that 
the  poor  woman,  who  earns  her  living,  and  can  spend  only  50  cents 
or  a  dollar  a  day,  shall  pay  more  than  the  man  who  is  able  to  make 
large  purchases.  I  think  that  would  be  absolutely  unconscionable. 
As  far  as  I  am  concerned,  I  could  not  consider  that. 

The  Chairman.  Let  me  suggest  that  we  are  simply  hearing  these 
gentlemen  now.  We  do  not  want  to  enter  into  a  discussion  of  the 
merits  of  the  bill  at  this  time. 

Senator  Penrose.  I  would  like  to  ask  the  Congressman  one  ques- 
tion. This  bill  was  introduced  by  Senator  Borah,  who  does  not 
appear.  Is  the  committee  to  understand  that  Mr.  Borah  advocates 
this  measure,  or  simply  introduced  it  by  request  ? 

Mr.  French.  I  would  not  assume  to  speaik  for  Senator  Borah.  I 
had  gone  over  fhis  matter  so  carefully  with  Mr.  Mariani  that  when 
he  was  called  away  on  account  of  his  business  he  asked  if  I  would 
not  come  before  the  committee  and  make  a  statement  for  him,  and 
also  place  with  the  committee  certain  data  and  a  telegram  he  has  sent, 
and  that  is  my  business  in  coming.  In  no  way  do  I  suggest  Senator 
Borah's  position  on  the  bill. 

Senator  Lodge.  There  is  nothing  to  indicate  that  it  was  introduced 
by  request. 

Senator  Robinson.  I  heard  the  statement  of  Senator  Borah  when 
he  introduced  the  bill,  and  he  suggested  that  it  was  prepared  by 
another  man,  and  he  did  not  assume  responsibility  for  all  of  its 
provisions. 

The  Chairman.  Did  you  introduce  this  bill  in  the  House? 

Mr.  French.  My  colleague,  Mr.  Smith  of  Idaho,  introduced  the 
bill  in  the  House  after  the  hearings  had  been  concluded  in  the  Ways 
and  Means  Committee  and  the  bill  practically  completed. 

The  Chairman.  Mr.  Mariani  is  the  gentleman  who  came  with  you 
to  see  me? 

Mr.  French.  Yes;  Senator  Simmons. 

Senator  Penrose.  Will  this  bill  be  offered  as  an  amendment  on  the 
floor  of  the  House? 

Mr.  French.  I  do  not  know. 

The  Chairman.  Is  it  your  purpose  to  offer  it?- 

Mr.  French.  It  is  not  my  purpose  to  offer  it.  The  author  of  the 
bill  on  the  House  side,  the  gentleman  who  introduced  it,  is  Repre- 
sentative Smith.  Of  course,  it  would  be  for  him  to  determine 
whether  or  not  it  would  be  advisable  to  present  the  bill  as  an  amend- 
ment. 

I  thank  the  gentlemen  of  the  committee  for  their  attention. 

The  Chairman.  Mr,  Pound,  we  will  be  pleased  to  hear  you  now. 

musical  instruments. 

STATEMENT  OF  ME.  6E0BOE  W.  FOTTNl),  GENERAL  COUNSEL  ANB 
MANAGER  MUSIC  INDUSTRIES  CHAMBER  OF  COMMERCE,  NEW 
YORK. 

Mr.  Pound.  Mr.  Chairman  and  gentlemen,  I  desire  to  address  my- 
self to  sections  900,  900,  and  910,  section  900  being  the  excise  tax 
upon  musical  instruments,  and  sections  909  and  910  the  new  floor  tax. 

Senator  Penrose.  What  interests  do  you  represent? 
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Mr.  Pound.  I  am  general  counsel  of  the  Music  Industries  Cham- 
ber of  Commerce,  which  represents  the  musical-instrument  industry 
of  America,  with  the  exception  .of  the  phonograph  interCvSts,  with 
which  we  have  no  concern. 

The  Chairman.  \Vliat  page  are  those  sections  on? 

Mr.  Pound.  The  floor  tax  is  page  137,  and  the  other  tax  is  page 
127  of  the  House  bill. 

In  the  present  act,  of  October,  1917,  the  corresponding  section  to 
section  900  is  section  600,  subdivision  B.  We  were  there  taxed  in  all 
respects  the  same  as  here,  except  that  the  words  '''pianos  or  pipe 
organs  "  were  not  included,  and  the  tax  was  3  per  cent  mstead  or  10. 

1  will  not  attempt  to  discuss  the  amount  of  the  tax  here,  but  con- 
fine myself  purely  to  the  language  of  the  section. 

We  nave  adjusted  our  business,  after  some  considerable  difficulty, 
10  meet  the  wording  of  the  present  law,  "piano  players,  phono- 
graphs," etc.  Many  of  our  concerns  are  manufacturers  both  of  pianos 
and  the  various  forms  of  pianos  and  of  phonographs. 

Senator  Gerrv.  I  thought  you  said  you  did  not  represent  the 
phonographs. 

Mr.  Pound.  No;  I  do  not  represent  the  phonograph  industry  as 
such  in  its  entirety,  and  for  tfee  purposes  of  this  argument  I  am  not 
speaking  ot  that  end  of  it. 

Senator  Thomas.  They  can  speak  for  themselves. 

Mr.  Pound.  So  far  as  I  know,  there  is  no  countrj'  in  the  world 
which  taxes  the  ordinary  or  straight  piano,  what  we  generally  term  in 
,  our  industrj"  as  the  poor  man's  music. 

Senator  Thomas.  There  is  one  in  an  adjoining  apartment  to  mine 
that  I  would  like  to  tax. 

Mr,  Pound.  Probably  that  would  be  the  individual,  rather  than 
the  instrument. 

Senator  Thomas.  I  do  not  know  whether  it  is  straight  or  upright. 

Mr.  Pound.  The  pipe  organ,  so  far  as  I  know,  is  not  taxed  in  any 
country.  It  was  supposed  to  have  been  taxed  in  Canada,  but  I  have 
a  communication  here  which  saj's  that  by  section  6  of  the  special 
war-revenue  act  of  1916  on  musical  instruments,  the  war  excise  tax 
i?  only  payable  upon  pianos  and  organs  in  respect  to  the  player  action 
installed  therein  or  attached  thereto,  and  that  is  substantially  the 
view  which  has  been  taken  of  the  present  act.  It  is  the  ruling  of  the 
Internal  Revenue  Department  here.  In  other  words,  the  simple, 
straight  piano  is  not  of  itself  taxed.  It  .is  taxed  only  when  it  gets 
into  its  playing  form,  the  playing  mechanism. 

The  pipe-organ  business  in  this  country  to-day  is  substantially 
out  of  business,  with  the  exception  of  some  few  hang-over  orders, 
some  few  church  orders.  This  tax  upon  pipe  organs  would  be  sub- 
stantially a  tax  upon  the  churches  of  the  countrj\  Such  places  as 
public  halls  or  places  of  public  amusement  are  not  buying  pipe 
organs.  They  use  the  other  forms  of  instruments,  mostly,  and  at  the 
present  time  are  largely  using  orchestras.  The  substantial,  and 
almost  without  exception,  the  entire  pipe-organ  business  of  the 
country  is  now  that  which  is  being  furnished  to  churches.  The  units 
of  value  are  very  large  of  the  pipe  organs,  the  ordinary  church  pipe 
organ  running  from  $10,000  up,  and  a  tax  of  10  per  cent  on  them 
would  be  absolutely  prohibitory.    The  pipe-organ  business  is  not  a 
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large  element  of  the  business  in  this  country.  From  the  very  nature 
f)f  the  business  it  is  highly  specialized,  and  a  man  must  devote  his 
life  to  the  trade.  The  employees  are  few  in  a  factory,  and  it  is  an 
jirt  rather  than  a  trade. 

Senator  Thomas.  That  being  the  case,  the  tax  upon  pipe  organs 
would  not  hurt  the  business  much,  would  it,  if  the  business  is  prac- 
tically suspended  during  the  war? 

Mr.  Pound.  Except  as  to  churches. 

Senator  Thomas.  If  a  church  can  at  this  time  afford  to  buy  a 
$50,000  or  $100,000  organ,  why  should  it  not  pay  a  tax  ? 

Mr.  Pound.  A  great  many  of  these  instruments  have  been  con- 
.  tracted  for  a  year  ago.  It  takes  two  years  to  make  the  average  large 
organ.  This  practically  would  put  a  tax  not  only  upon  any  large 
purchase  but  upon  matters  where  bids  have  been  made  and  where 
contracts  have  been  drawn,  but  where  there  have  been  no  payments 
made.  That  is  in  a  large  sense  the  business  the  pipe-organ  people 
have  to-day.  If  this  tax  could  be  left  as  it  is,  the  words  "  pianos  and 
pipe  organs  "  being  removed  and  "  organ  and  piano  players  "  substi- 
tuted, as  in  the  present  law,  with  the  exception  of  the  word  "  organ,'' 
which  is  not  there,  the  business  could  adapt  itself  to  that  condition 
and  could  meet  it. 

Our  industry  is  an  industry  which  'Is  not  profiting  by  the  war. 
We  are  not  at  any  time  what  might  be  known  as  a  profitable  business 
in  the  sense  of  big  business  of  to-day. 

Senator  Dillingham.  Before  you  leave  the  question  of  pipe 
organs,  you  have  referred  mostly  to  the  large  organs  of  the  large 
churches? 

Mr.  Pound.  Yes,  sir. 

Senator  Dillingham.  Is  it  not  true  that  the  country  churches  all 
over  the  Nation  are  giadually  installing  pipe  organs — not  of  the 
expensive  character,  but  those  costing  from  $1,500  to  $3,000 — and  is 
not  that  in  every  instance  done  by  private  subscriptions,  by  the 
work  of  the  women's  societies  of  the  churches,  and  various  similar* 
methods  ? 

Mr.  Pound.  As  to  the  methods  of  raising  the  funds,  of  course,  I 
can  not  tell.    We  do  not  know. 

Senator  Dillingham.  I  ask  the  question  because  I  placed  in  the 
record  here  a  letter  from  Col.  Estey,  of  the  Estey  Organ  Co.,  in 
which  he  says  that  the  majority  of  their  sales  are  made  under  those 
conditions,  after  a  real  struggle  on  the  part  of  churches  to  raise  the 
money  by  subscription,  and  by  holding  fairs,  and  by  one  thing  and 
another,  to  get  a  pipe  organ  for  their  churches.  I  did  not  know  but 
what  yoii  knew  something  about  that  from  the  manufacturer's  stand- 
point. 

Mr.  Pound.  There  is  no  question  at  all  but  what  the  pipe-organ 
business  is  perhaps  the  least  profitable  business  there  is  in  the 
country.  The  phonograph  is  the  large  and  profitable  end  of  our 
industry. 

War  conditions  have  very  seriously  affected  us.  We  have  prac- 
tically at  the  present  time  no  men  under  draft  age.  They  have  all 
gone,  and  those  who  have  not  gone  to  the  Army  have  gone  to  muni- 
tion plants.  We  are  using  the  women  as  fast  as  we  can  use  them,  and 
in  the  eastern  factories  a  percentage  of  blind  tuners — as  much  as 


4mg  UJWR  a  very  ciirtfl'iJM  t««W-    Tfo^  W%F  l<Mi^6t*?i<^B  Bo»f4  ., 
before  yesterday  granted  us  a  sapply  of  iB#tf4i  ^p4^  ^A§  fMt$  W^l... 

t»ila4  |3^i§  of  a^i  pei?  G^t  of  wr  ftprmM  pr^^uctM^fi.  U  is  ^^iflapljr 
a  question  with  us  of  not  attempting  to  make  any  profit  m  tki§ 
business  of  ours  during  the  balanc^i  gf  ^  wm?.  bi|j(  ^  p^^s^ve  9\^- 
Qient  Qi  l^hft  orgwi;MU:i#nr-rrtbje  ffl^ciU>ry  '^,^d  th^  bw§W#s8  x^fgftW^a- 
tion — to  exist. 

S^Qgtor  Tffp3f  A».  Why  cau  w<;  /CPWPPIW  wfeic^  y W  rep^ftswt  tern 
out  ^i.rplii«ia3? 

Mr.  rouND.  We  would  gladly  ^  it^  W^  WJ^  iQ  it>  b^W^r,  ura  f^ 
4p  it  qwick«r,  w^  i3^n  4q  it  cfe^apr  tban  tjie  f^t4^rm  ^h^  j^W  wipg 
it,  J  FWt  to  tb^  Gpvernwe^  tfte  4r^  ^5^«e|(  ^fter  the  Qpefting  pf  U» 
W*r  ajid  t^^r^d  ^VQry  oft^  of  /our  f^ctpri^.  fbe  tpQW^le  is  Jft**  WP 
Gx)veTOi^iept  b^  »  femiijrea  f  J^ptories  wl^r©  it  b^  »^  fop  »hwt  Q^s 

Uvr  ?op>'P-  Y^s,  sir;  mnmhvljf  witfi  woo4wp^lriftg  fia^ton«s, 

Se^atQr  T»QAi4«..  We  hsft^d  j|U  py/er  th^  poy^jrjr  duf^ig  PV  ^/acepjfc 
ejWniA^tiQQ  th^t  pi^W)  mmn^^^^^vs  g^d  ynj^p^fiw^Wr^r?  pf  ©tfer 
iftwsic^j  instrume^  b^Ffi  tiw5  b|B§l^  fi^^Wies  for  tb§  ffM^ijwf^ciain^  pf 
pji^nes.  .an4  t^B  qmvj  ^  W  e^pr«^.sp4  *s  to  why  tb^  fipyemflWftt  ha4 
4Pt  enUste4  tj)^ir  s^^yices  nftd  their  orpfiiif^tipn,  J  thinU  itt  otfgW 
to  be  4pBe. 

Mr,  Pppjj'p.  ft  shojjW  be  don^. 

Senator  Thomas.  We  h^v^  urgfB4  it  ^  h^T^  as  w^  l^no^y  Ijpw,  |jftV 
tbR3  f*;:  with  PO  s^pceg§, 

Mf.  Poufirp,  JLet  ff^  gjyp  ypw  .^  jco.Qppete  iUwstr^tjpn.  perh^p§f  jbb^ 
most  marked  example  of  housing  co^gos^ipp,  pf  feeding  CQ^^sj^j^^, 
of  street  car  jbr#n^pprt;^tion  CDngesfcip^.  pf  labpy  tj-.wbfe,  is  |;hj^i  at 
Bwff^to,  vitji  tlwi  greq4;  ai^pjap^  pfop^s  Jwre,  15ief  op^  tfep  Wj^;*  .^taftfid 
sQfl^  pf  ppr  fovctories  w^re  4joip/K  tb^  Wjorlj;  by  svbppptrj^t  fpr  Jb^e 
Curtiss  iiirpUnjB  planjt.  Tb#  mpxpient  tbi^  idpsjirplys  JO  pr  Qepjt  .cpn.- 
tract  business  was  installed  in  the  construction  pf  ftirpl^pig^  P^^ 
minute  these  great  airplane  contracts  wei)^  gi^iBf)  oy^,  p^f  ^r4l^  T^l^re 
c^RQfBkd,  ♦nd  gpB*t  npjjT  f«*ories,  ^w^W  Jfepg,  wew  built,  iCfie^ti»g, 
as  J  say,  j^  bpiisijig  prpbkWf  A  f ^e4ang  prpWei»,  »  FPowp^  prpil;^J«»i 
a  street  car  probfew  vbi^b  b»6  ^l|npik  fuipie^  i|^  ^tP^t  <^V  PJft?* 
of  Buffalo,  and  every  other  pDj^sibJp.prpjblew,  We  Aoul4  k^Y9  .ds^^e 
the  FOFk.  W^  bagged  for  tJ^  priyjlegp  pf  ^o)ng  it.  But  lyiB  (caij  j>ot 
get  the  wovkr 

I  k^Y&  h^^^  9  letter  to  the  W^r  Iji4^?ie§  B.o«^4  frp^i  0^?  Fjiel 
Adnjipistration,  saying  itba*  Jtji^y  f^lt  tjj^t  p»r  in^nsfyry  ^^s  »nt^ded 
to  sQTf^  sp^eciaj  .copsiaer'i^itlQn  by  vfi^on  of  jtb.e  wt  fb».t  F^  P9fJ 
t^pdepe4  our  fa^ctopie^  for  tbi§  wprfc  Bjut  w  wierft  W*W©  tp  ^et;  Jjiis 
work  for  some  reason. 

Sepiatpr  Tpo^^s.  You  mishP  *44  tbf  t  witlj  regard  Jto  tb©  Curtiss 
factory,  with  the  exception  of  training  planes,  tbey  b^V^  turj^ed  put 
no  planes  for  the  war  up  to  this  time. 

Mr.  Pound.  Thajt  is  true.. 

Senator  S^QOT.  Tberc  is  np  incentiye  to  do  it  as  long  as  tbey  get 
10  per  cent. 
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Mr.  Pound.  Surely  the  factory  that  can  turn  out  the  Steinway 
piano  or  an  Estey  organ  or  an  Austin  organ,  or  any  of  these  great 
mstruments,  can  turn  out  an  aeroplane. 

Senator  Townsekd.  Do  you  know  whether  the  Gk>vemment  is  pay- 
ing more  now  for  manufacturing  these  things  than  it  was  paying 
you? 

Mr.  PoxTND.  It  is  more  expensive. 

Senator  Thomas.  You  were  doing  the  work  for  the  Curtiss  CJo.,  not 
for  the  Government? 

Mr.  Pound-  No  ;  not  for  the  Government.   We  were  subcontractors. 

The  Chairman.  When  the  Curtiss  Co.  got  these  contracts  on  the 
cost-plus  bases  they  discharged  you? 

Mr.  Pound.  Absolutely  and  immediately,  and  they  built  miles  of 
factories  there.  Any  man  familiar  with  industrial  problems  knows 
that  you  can  build  four  walls,  you  can  put  in  some  machinery,  but 
you  can  not  organize  and  create  a  factory  in  less  than  a  year,  or 
maybe  two  years.  The  problem  of  coordination  of  labor,  the  problem 
of  getting  the  material  mto  and  through  your  factory  in  an  economic, 
constructive  manner  can  not  be  worked  out  in  a  few  weeks  or  a  few 
months  no  matter  how  skilled  or  how  expert  the  men  may  be.  The 
result  is  that  those  plants,  hurriedly  built,  conceived  in  hysteria,  and 
built  merely  in  answer  to  a  proposition  that  they  could  get  these 
large  contracts  and  could  hold  them  within  themselves  ana  not  let 
them  get  out  have  disorganized  the  entire  industries  of  the  com- 
munities in  which  they  are  and  have  retarded  Government  work, 
and  usually  have  done  practically  nothing. 

Senator  Thomas.  Do  you  think  if  your  organization  had  been  given 
these  contracts  to  assemble  these  planes  they  could  have  put  them 
right  side  up  and  right  end  to? 

Mr.  Pound.  Yes,  sir.  We  have  some  20  factories  which  are  doing 
some  Government  work — ^whatever  we  can  get.  We  are  making 
some  munition  boxes ;  we  are  making  some  shell  cases ;  we  are  mak- 
ing some  powder  containers;  w^  are  making  some  airplanes,  some 
airplane  propellers. 

Senator  Thomas.  Where? 

Mr.  Pound.  The  Star  piano  plant  in  Indiana,  I  believe,  has  a  very 
large  airplane  contract,  and  several  others  oi  our  factories  have. 
Hallett  &  Davis,  of  Boston,  have  airplane  contracts. 

Senator  Smoot.  Granted  to  them  lately? 

Mr.  Pound.  No;  some  time  ago.  They  are  mostly  small,  sub- 
sidiary contracts.    I  think  quite  largely  they  are  subcontracts. 

Senator  Lodos.  But  in  Buffalo  they  did  not  use  your  factory  at  all? 

Mr.  Pound.  Not  one  moment,  Senator  Lod^e.  After  war  was  de- 
clared they  immediately  notified  us  they  did  not  need  our  factory 
space  any  longer,  and  they  did  need  it,  because  they  built  miles  of 
new  factories  there. 

The  Chairman.  Did  the  Curtiss  people  have  similar  contracts 
with  other  concerns? 

Mr.  Pound.  I  believe  so. 

The  Chairman.  Did  they  cancel  all  their  contracts  ? 

Mr.  Pound.  As  I  understand  it,  they  canceled  everything  and  built 
new  buildings. 

Senator  Thomas.  You  probably  know  that  the  Government  pro- 
vided a  great  part  of  the  money  for  the  building  of  those  structoresf 


TO  FBOYIDE  EEVEKUB  FOB  WAB  PUBPOSES.  515 

Mr.  Pound.  I  have  understood  so.  These  are  the  facts.  We  can 
not  get  Government  work.  We  have  our  factories;  we  have  all  our 
eggs  in  this  basket.  We  can  not  get  sufficient  Government  work  to 
live.  We  are  curtailed  through  lack  of  material,  of  course.  The 
War  Industries  Board  has  allowed  us  33^  per  cent  of  our  necessary 
metal.  We  are  not  large  users  of  metal,  but  of  course  we  have  to  have 
some.  The  departments  of  the  Government  which  are  interested  in 
exports  have  particularly  asked  us  to  expend  our  product  as  much  as 
possible  for  purposes  of  export.  The  mules  of  Spain  for  Pershing's 
army  were  paid  for  by  American  pianos,  and  nitrates  from  South 
America  are  coming  in  likewise.  Australia  would  be  a  very  large 
buyer  of  musical  instruments  to-day  if  we  could  manufacture  and 
ship  them.  The  thought  that  appeals  to  the  various  Government 
bureaus  upon  the  shipping  question  is  that  our  tonnage  of  steel  is 
so  little  in  proportion  to  the  selling  value  of  the  unit  of  commodity 
that  it  makes  a  desirable  article  for  export  and  for  the  preservation 
of  that  trade  and  gold  balance  which  went  behind  $632,000,000  the 
last  fiscal  year.  I  do  not  mean  went  on  the  red-ink  side,  but  went 
behind  the  former  year. 

In  shipping  we  occupy  only  80  cubic  feet  of  space,  and  our  instru- 
ments are  compact  in  tneir  cases,  and  make  a  good  shipping  proposi- 
tion, so  that  every  department  of  the  Government  to-aay  is  asKing 
us  and  urging  us  to  produce  goods  that  will  go  out  for  export. 

Senator  Lodge.  Do  you  know  anything  aoout  the  English  trade, 
whether  they  have  not  been  keeping  up  their  export  industry? 

Mr.  Pound.  Yes,  Senator  Lodge,  I  can  tell  you  that,  and  it  will  be 
an  interesting  side  light  upon  the  question.  The  English  Government 
has  requested  the  English  piano  manufacturers  to  export,  if  possible, 
60  per  cent  of  their  products.  We  have  to-day  upon  the  wharves  in 
New  York  City  300  pianos,  which  are  purchased  for  shipment  to 
Australia,  and  we  can  not  get  the  British  commission  here  to  let  us 
have  them  go  forward.  We  can  to-day  supply  85  per  cent  of  the  de- 
mands of  Australia,  and  of  the  entire  east  coast  of  South  America, 
and  the  West  Indies,  and  of  New  Zealand,  and  of  China,  which  is  be- 
coming a  good  market.  We  are  in  a  position,  if  we  could  be  per- 
mitted to  do  business,  to  supply  85  per  cent  of  that  business.  But 
the  English  manufacturers  nave,  with  the  sanction  of  the  English 
Government,  formed  a  corporation  of  some  $13,000,000.  Germany 
has  done  identically  the  same  thing.  Sweden  has,  with  the  exception 
of  the  fact  that  the  amount  is  only  $1,300,000.  Those  associations 
are  for  the  express  purpose  of  controlling  the  export  business  of  the 
world  in  musical  instruments  after  the  war.  It  appeals  to  all  govern- 
ments that  the  piano  proposition  largely,  the  musical  instrument  in- 
dustry in  its  entirety,  is  peculiarly  adapted  and  beneficial  for  export 
purposes,  because,  as  I  say,  the  amount  of  material  entering  into  it  is 
so  comparatively  small  in  proportion  to  the  selling  value  of  the  unit 
that  it  becomes  an  export  proposition  that  is  favored  by  all  govern- 
ments. England  gives  every  possible  encouragement  to  the  manufac- 
ture and  export  ol  English  pianos. 

The  Chairman.  Mr.  Pound,  I  understand  you  to  say  to  the  com- 
mittee that  it  is  the  policy  of  the  English  Government,  with  refer- 
ence to  these  musical  instruments  and  other  like  things,  not  to  in- 
terfere with  or  curtail  in  any  way  the  manufacture  of  nonessential 
things  for  which  there  is  an  export  market  i 
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Mr.  PoxjKD.  I  do  not  know  that  I  will  caake  it  so  strong  9s  that. 
I  mean  to  say  that  our  reports  from  the  English  trad^  ar^  that  the 
Government  very  much  approvei^  of  thft  export  of  musical  instru- 
ments, and  makes  the  request  thMij  if  possiqiQ,  thoy  try  and  export 
60  per  cent  of  their  product. 

The  Chairbian.  It  is  for  the  purpose,  you  siaid.  of  trying  to  stabil- 
ize and  expand  their  ei^port  business  in  musical  ipstrumei\ts? 

Mr,  Pound,  I  should  bejieve  that  ^oul^  he  a  fair  stateoient. 

Th^  Chairman.  So  as  to  try  and  control  the  foreign  market? 

Mr.  PoijND.  Yes,  siv. 

The  Chairman.  That  is  a  policy  with  reference  to  music^  instm- 
ments.  t)o  you  kuQw  whether  it  is  a  policy  with  reference  tp  any 
other  articles  of  exportation? 

Mr.  PouNP.  I  can  not  tell  you  that. 

Senator  Smoot,  W©  know,  however,  that  their  exports  hjive  greatly 
iiicreased  since  the  breaking  out  of  tne  war,  J  do  not  knov  of  wiy 
particular  items, 

Senator  Thomas.  When  you  say  "their"  you  certainly  <io  not 
mean  Germany? 

Senator  Smoot,  No,  England, 

Senator  TH0]vf  as.  He  included  Qerniany, 

Senator  Smoot,  I  meant  England. 

The  Chairman.  The  point  he  wag  making,  a&  I  understood  l\im, 
was  that  England  did  not  interfere  with  the  manufacture  of  non- 
essential thing?  where  those  things  went  largely  into  the  export 
trade  of  the  empire* 

Mr.  Pound,  t  understand  they  give  every  encouragement  to  the 
e^iport  of  musical  instruments^  an4  I  know  we  get  every  discourage- 
ment here  from  the  British  mission  in  our  endeavors  to  export 

Senator  Smoot,  They  get  every  encouragement  for  nonessentiij 
articles  of  every  kind.  In  fact,  England  ifs  building  up  her  manu^ 
facturing  industries,  essential  as  well  a9  nonessential,  ^ith  all  the 
power  she  can  brine  to  bear,  and  it  is  a  vise  poUcy  to  follo^w. 

The  CpAiR^iA^i.  I  ou  Bftid  a  little  white  ago,  Mr.  Pound,  thjit  yog 
kiad  a  large  ^cumulation  of  instruments  ready  for  ^xp^rtfitiQo  to 
Australia  ? 

Mr.  PouNp,  Ye^,  siip. 

The  CpAwi>fAN..  But  that  you  could  not  get  traMportfttioiif 

Mr,  PouNu,  The  British  pnasion  holds  us  o^ck. 

The  CuAiRMAn,  That  niean*  you  are  dependwt  upon  th^  Brftisb 

for  transportation? 

Mr,  Pound,  No,  sir.  We  hftve  to  hftv©  their  approval  of  OW  ex- 
port license. 

The  Chairman.  To  one  of  their  dependencies? 

Mr.  Pound.  Yeg, 

Tho  Chairman.  And  they  decline  to  give  that  ? 

Mr.  Pound.  Th^y  fritter  it  p-long  9.  Uttle,  i3ut  they  hold  us  back. 

The  Chairman.  Is  that  on  account  of  »ny  laok  or  transportatioiv 
or  for  the  purpose  of  monopolizing  the  market  in  this  dependency 
of  theirs? 

Mr.  Pound.  In  our  belief,  it  is  the  latter. 

Senator  Tho>ias.  You  think,  then,  there  is  no  problem  of  ocean, 
tonnage  involved? 
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Mr.  Pound.  I  think  there  is  a  problem,  but  it  is  getting  better 
every  day,  and  onlj^  the  other  da^  the  Ship  Control  fioard  told  me 
they  had  hwed  to  giv^  ujs  more  space  to  tTl*Uguay  and  South  America 
generally.  Our  pianos  are  going  down  thete  and  paying  f Of  nitrates 
and  for  hide  and  for  beef  and  for  ottier  supplies.  And  the  i)epart- 
menl  of  t'oreign  Commerce,  through  Mi*.  Burwell  S.  Cutlel*,  director^ 
has  been  very  much  interested  in  The  export  ot  oUf  cointaodities  f  6f 
tlut  purpose.  We  are  told  all  the  time  that  we  will  hd.V6  more  ski'^- 
ping  faciUliBS.  but  we  do  not  seem  to  be  afele  to  get  them  "^heft  it 
i«  to  go  bo  an  English  depeladency.  We  can  send  it  to  Sweden.  Only 
the  otlier  day  We  got  permission  to  send  4,000  actions  to  Sweden. 
The  German  manufacturers  are  making  pianos  to-da^  in  lafge  (Jlid-Yi- 
tities.  They  lack  certain  elements  in  them,  and  they  give  tiA  agi^ee- 
Bcien  with  these  pianos  which  th^  are  sending  to  northern  heulrale — 
Norway.  Sweden,  and  t)enmark — that  after  the  wat  they  will  replace 
any  pari  of  ihe  instruments  that  do  not  hold  up. 

Behator  Thomas.  Then  the  tjondition  ot  Sweden  is  that,  while  she 
has  organized  a  corporation  ot  $1,300,000  lo  promote  the  expott 
trade,  she  is  buying  ours? 

]Mtr.  Pound.  She  is  buying  the  internal  actions.  She  has  always 
bought  them  in  Germany,  and  we  w^e  able  to  get  that  away.   Sweden 

a68€NQabl(i3. 

Senator  Smoot.  The  trant^orls  have  been  taken  off  betweiMi  our 
country  and  Australia^  and  fingland  and  Australia,  ih  order  to 
carry  our  troops  to  Prance. 

Senator  Thomasv  That  is  my  understanding. 

Senator  Smoot.  In  fact,  t  understand  that  they  have  been  simply 
robbed  of  all  transportation,  and  I  rather  think  that  is  the  nuiin 
reason  why  you  have  not  gotten  your  orders  to  allow  the  shipment 
of  pianos. 

Mr.  PouNix  It  may  be.  There  is  a  gentleman  from  Australia  in 
New  York  to-day.  He  is  representing  the  retailers  of  Australia, 
who  have  entered  into  an  agreement  that  for  10  years  they  will  not 
buy  any  Oerman-Hiade  goods.  He  has  an  order  for  merchandise 
which  includegi  900  pianos^  among  other  things.  He  said  last  week 
that  he  believes  he  is  absolutely  unable  t-o  get  these  goods  from 
America^  and  he  is  going  to  Japan.  Japan  has  lately  commenced 
to  imitate  in  our  inductry  due  producti(xi  of  our  goods,  something 
tliat  «he  never  has  done  before.  While  she  has  been  a  successful  imi- 
tator of  many  American  manufactures,  she  has  never  been  able  to 
produce  good  musical  instruments.  Her  harmonicas  even  are  very 
cruder  Outside  of  their  own  musical  instruments,  they  have  been  un- 
successful in  competing  in  musical  instruments  with  the  rest  of  the 
world.  They  have  just  made  their  initial  shipment  of  pianos  to 
South  America. 

So  it  soems  to  me  that  it  m  vital  to  our  Government  and  our  organi- 
sation to  encourage  preparation  for  bui^ness  in  the  days  coming  after 
the  war,  that  we  should  be  p^mitted  to  exist  and  to  get  along  now 
and  to  preeei'ye  our  business  and  factory  oi'ganizBtion. 

Senator  Smoot.  What  you  want  to  do  is  to  strike  out  the  w  ords 
"  pianola  and  pipe  organs  "? 

Mr.  J\)UNo.  Y««,  sir. 

Senato>!L*  Smoot.  And  ina^it  ^'  oligHn  and  piano  players,^'  as  the 
present  law  provides? 
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Mr.  Pound.  Yes,  sir. 

Senator  Smoot.  You  do  not  object  to  the  10  per  cent! 

Mr.  Pound.  No,  sir ;  we  believe  that  we  should  meet  that,  and  we 
have  organized  our  business  along  those  lines  to  do  it. 

Oil  the  floor  tax,  I  direct  your  attention  to  the  fact  that  this  floor 
tax  is  a  very  radical  departure  from  the  present  floor  tax.  That  is 
on  page  137,  sections  909  and  910. 

The  Chairman.  I  do  not  take  it  that  you  mean  to  suggest  that  this 
Government  ought  to  adopt  the  policy  of  permitting  manufacture  of 
nonessential  articles  for  export  if  it  would  in  any  way  interfere  with 
our  ability  to  get  labor  and  materials  for  the  manufacture  of  essen- 
tial war  products? 

Mr.  Pound.  Certainly  not. 

The  Chairman.  Your  suggestion  is  that  if  it  can  be  done  without 
materially  interfering  with  the  manufacture  of  such  things  as  are 
necessary  in  these  conditions  for  war  purposes,  that  policy  ought  to 
be  adopted  and  that  kind  of  manufacture  and  trade  ought  to  be 
encouraged? 

Mr.  Pound.  Yes,  sir.  And  that  is  the  view  that  has  been  taken  by 
the  War  Industries  Board,  and  that  question  has  been  decided  in  our 
favor  by  them.    The  formal  order  was  entered  on  Saturday. 

I  might  say,  in  that  direction,  taking  the  other  view  of  this  matter, 
that  perhaps  there  is  no  industry  which  has  profited  less  from  the 
war  and  has  suffered  more  from  it,  and  we  have  done  a  great  woric 
here  to  help  the  Government.  We  gave  Mr.  McAdoo  in  the  last 
liberty-loan  drive  over  $3,000,000,  which  was  276  per  cent  over  our 
(][uota.  I  venture  to  give  the  assertion,  strong  as  it  mav  be,  that  the 
liberty-loan  drives  of  this  country  depended  m  a  very  large  measure 
for  their  success  upon  the  support  and  the  help  which  our  industry 
gives.  We  furnish  community  choruses  all  over  the  land;  we  are 
sending  music  everywhere.  We  are  maintaining  in  my  office  a 
bureau  which  does  substantially  nothing  but  send  music  to  the  sol- 
diers— free  always,  of  course.  We  are  sending  pianos  and  phono- 
graphs and  guitars  and  all  kinds  of  instrument  mto  the  campe  and 
mto  the  trenches  in  France.  France  has  just  asked  for  2,000  pianos 
to  go  "over  there,"  and  we  are  making  a  small  trench  piano  that 
can  absolutely  gp  into  the  trenches.  There  is  not  a  single  effort 
made  throughout  the  country  in  behalf  of  these  liberty-loan  drives 
and  these  t&ift-stamp  drives  but  what  receives  the  active  supiK>rt  of 
our  organization.  We  are  doing  our  part.  This  bureau,  I  will  say 
incidentally,  cost  us  something  over  $16,000  this  past  year  to  main- 
tain, with  a  bureau  chief  at  i£  head,  simply  to  assist  m  this  propa- 
ganda and  to  help  along  with  music  these  various  things. 

The  Chaibmak.  Do  you  suggest  that  the  tax  imposed  in  the  House 
bill  is  too  high  ?    "^ou  do  not  want  any  tax  at  all  ? 

Mr.  Pound.  No  ;  I  do  not  object  to  the  tax  at  all.    We  will  meet  it 

Senator  Eobinson.  He  wants  to  strike  out  the  words  "  pianos  and 
pipe  organs  "  and  insert  the  words  "  organ  player  ". 

The  Chairman.  I  understood  that.  You  are  suggesting,  however, 
that  pianos  should  not  be  taxed  ? 

Mr.  Pound.  Yes,  sir ;  pianos  or  pipe  organs,  as  such,  should  not  be 
taxed.  The  pipe  organ  absolutely  can  not  stand  the  tax.  It  would 
mean  an  utter  discontinuance  of  the  business,  and  it  would  be  a  Teiy 
serious  proposition. 
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Senator  Smoot.  Did  you  present  this  to  the  Ways  and  Means  Com- 
mittee of  the  House  ? 

Mr.  Pound.  Very  briefly.  Senator. 

The  Chairman.  Did  3rou  present  your  views  before  they  formulated 
the  bilL  and  included  this  tax,  or  after! 

Mr.  Pound.  Before.  But  I  did  not  present  it  as  fully  at  all  as  I 
am  doing  here  to-day. 

A  letter  from  our  JPresident  says  (reading) : 

What  I  fear  is  an  unnecessary  curtailment  and  destruction  of  the  less  essential 
industries,  and  this  may  be  brought  about  by  the  accumulation  of  material  which 
it  Is  not  possible  to  use  as  fast  as  it  is  received. 

And  Mr.  Wilson  said  to  Mr.  McCormick,  when  he  wrote  and  asked  • 
what  he  should  do : 

I  would  far  rather  have  you  as  a  singer  for  the  war  than  as  any  other  kind  of 
a  soldier.  We  can't  all  do  the  same  thing.  And  some  one  must  keep  the  foun- 
tains of  sentiment  flowing. 

Speaking  of  the  floor  tax,  in  section  602  of  the  old  act,  which  was 
the  floor-tax  section,  these  exemptions  were  contained.    Exempting  : 

First,  a  retailer  who  is  not  also  a  wholesaler;  and,  second,  on  a  manufac- 
turer, producer,  or  importer  thereof. 

The  manufacturer  and  the  producer  and  the  importer  thereof  has 
to  pay  a  tax  when  he  sells  the  commodity.  There  is  no  reason  for  pay- 
ing a  tax  when  it  stands  upon  his  floor  before  he  sells  it.  A  sales  tax 
is  provided  for  in  this  new  bill,  and  the  sales  tax  in  the  act  of  1917 
especially  exempted  the  manufacturer  from  the  floor  tax,  because  he 
has  to  pay  the  tax  when  the  instrument  goes  out. 

This  present  bill  does  not  give  an  exemption  for  the  retailer.  I 
would  like  to  plead  his  cause.  The  average  piano  merdiant  is  an  ex- 
clusive merchant,  from  the  very  nature  of  his  business.  He  does  not 
carry  a  supply  of  groceries  or  shoes  or  other  commodities.  He  has  a 
business  which  is  entirely  specialized.  He  has,  we  will  say,  a  few  in- 
struments upon  his  floor,  aggregating  possibly  $10,000.  A  floor  tax 
of  10  per  cent  upon  that  man,  which  must  be  a  ca^  payment  with  him, 
is  a  very,  very  serious  burden.  Those  instruments  which  he  has  have 
now  paid  the  present  manufacturer's  tax.  That  tax  has  been  paid 
upon  them.  He  has  bought  them  under  that  assumption,  and  to  put 
this  floor  tax  upon  him  now — and  there  is  no  exception  in  this  present 
tax — ^imposes  a  burden  on  him.  In  sections  909  and  910  the  retailer 
is  not  exempt.  I  say  that  most  particularly  in  the  South  and  West, 
where  the  element  of  profit  in  our  business  seems  to  be  lower  than 
it  is  in  some  other  parts,  it  would  be  a  very  serious  hardship  to  the 
merchant,  who  is  not  ordinarily  a  man  of  lar^e  means.  It  seems 
to  me  that  sections  909  and  910  should  contain  the  exemptions  which 
are  contained  in  the  corresponding  sections  of  the  present  act. 

Senator  Smoot.  You  would  be  content  with  the  provisions  in  section 
€01  and  section  602  of  the  present  law  in  lieu  of  sections  909  and  910  ? 

Mr.  Pound.  Yes,  sir;  absolutely.  Our  industry  is  not,  as  I  have 
said,  a  largely  profitable  industry,  and  in  these  war  days  we  are  having 
a  terrific  struggle  to  keep  our  business.  It  is  only  by  the  most  carefm 
management  and  only  by  going  into  the  highways  and  byways  and 
getting  old  men  and  women  and  cripples  into  our  factories  that  we  can 
even  keep  going.   We  can  not  compete  with  war  products  in  the  wages 
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thkt  Btt^  |)«idj  tthrt  w«  (*tth  hot  g^t  w«i»  t^c^fk,  ©tefepi  Ift  «  t|fy  email 
quantity.  It  is  therefore  a  problem  with  us ;  ahd  this  is  ftll  -#«  IMk 
of  you— to  simply  let  us  exist  durilig  this  Wftt.  We  d6  n^  A^  f  ot  ftny 
Ifti'J^  <»it^!9i&ii  df  foU^iiiei^d.    W6  can  tidS  tet  it. 

Senator  Thomas.  Do  you  lidt  thi«k  tfiA*  ll  f<(f^f  ^diliiaiiolij  as 
feii^A,  yotil-  ohgitnl«ed  cdpftcJtJ'j  shoilld  Apply  to  the  Air(<rttfl  Preduc- 
tion  Board 

Mr.  Pound.  I  have  dohe  th^t  rcJtJedt^ly  Und  W{W*ftt«dly  ttttd  re- 

SmubfT^OMA^i  As  ah  dfgsltliMfitiori  f 

Mr.  Pound.  As  an  organization. 

Scmiiim-  Tudhah.  Thttt  is  iMsplit^bte  to  iiiei 

Mr.  Pound.  I  have  gone  to  every  department  df  this  O^oriittient 
trying  to  get  work<  In'metal-workiBg  plants  there  is  plenty  iif  work. 
But  m^TQ  is  not  sufficient  w6rk  fdi*  the  wdodiforkinff  plltnts  erf  the 
country.  As  the  Hon.  P.  B.  Noyes,  the  Chief  dt  Fti^l  UDtHSertnlioti, 
has  pointed  out  to  the(  Waf  Industries  Boards  we  ate  an  induMry 
K^hitih  is  fiith^r  to  be  favored  in  times  of  fuel  congestion,  bebansd. 
as  a  woodworking  plant,  we  use  but  little  fuel.  Our  waste  very 
largely  takes  care  of  our  plants.    We  are  not  a  fuel  menace. 

The  Signal  Corps  told  me  a  while  ago  that  they  had  four  times  as 
much  factory  space  as  they  had  use  for.  I  said,  "  ts  it  hot  triie  that 
you  have  a  hundred  times  as  much  factory  space  offered  you  as  Jrou 
nave  use  for?  "   I'hey  did  not  know  but  what  I  was  right* 

There  is  to-day  in  woodworking  only  one  shortage  of  Government 
needs,  and  that  is  handles — ax  handles,  pick  handles,  and  such  things. 
So  far  as  I  can  ascertain,  thdt  is  the  only  shortage  there  is,  atid  tiiat 
is  being  provided  for.  They  prescribe  for  that  hickory  largely,  with 
some  ash.  ^ere  are  some  concerns  in  the  South  which  are  nirnishing 
hickoryj  and  some  can  be  obtained  from  the  foothills  of  the  ttockv 
Mountams  and  in  California,  but,  as  a  general  proposition,  there  if 
not  enough  woodworking  for  the  plants  of  the  country,  and  such  a  tax 
as  is  provided  in  section  900  here  wOuld  be  exceedingly  disastrous  U> 
us.  t  do  not  se^  how  we  could  operate.  I'do  not  belie Ve  we  could,  and 
we  are  doing  our  full  part  in  every  way,  and  we  are  anxious  to  do  it. 
\Ve  will  do  anythingthat  can  be  pointed  out  to  us. 

The  Chairman.  The  committee  will  now  hear  Mr.  S.  L.  Swarts. 

inventories. 

&3!AT£H£H¥  of  ]t&.  S.  L.  SWAXtS,  dOtTHSEL  tO&  tfi£  iTATtOlfAL 

1)RT  GOODS  ASSdCIA'flbltf. 

Mr.  SwARTH.  Mr.  Chairman,  I  will  ask  that  Mr.  Watts,  the  pi-ea- 
dent  of  the  Third  National  Sank  of  St.  Louis,  who  carries  a  mes- 
sage from  the  clearing  house  of  the  St.  Louis  banks  addressed  to  this 
subject,  may  have  a  rew  minutes  at  the  close  of  my  remarks* 

We  appear  in  behalf  of  the  National  Wholesale  Dry  Goods 


ciation,  an  association  which  includes  in  its  membership  practically 
all  of  the  wholesale  houses  throughout  the  tJnited  States.  We  ap- 
pear here  with  respect  to  section  202  of  the  proposed  bill,  on  page  5, 
and  if  t  may  file  at  tins  time  and  have  circulated  a  brief  which  1 
have  prepared  and  \N'hich  contains  these  sections  and  Hie  tnatters   1 


pr&p4m  i6  ttdvifH  to  f rdtti  lime  to  tltn^^  t)^Mt)fl  it  ftifty  i^^i'tci  th^ 
convenience  of  the  members. 
Rettdlng  hom  pAge  I  6f  th^  htiet  [riding] : 

Se(*tlon  202  of  the  ^top6U^  bill  bf dvldefe : 

"  ft«6:  000;  /rtrmoHM.-'-flirtt  Wneh^vef  in  the  oplrttofi  of  the  wwiiiiiissiaiie^ 
the  use  of  itit^tdftes  to  ne^^Hatf  m  dfde^  cl^ari)^  to  d«l«rttlne  th^  lii«;mile 
of  Any  tax|>tty^E',  Intehtoties  shall  be  tak&n  bgr  siicli  t«xpa|rer  upm  stitth  bafllB 
as  the  commissioner,  with  the  approval  of  the  secretary,  may  tkppfoy^  or  p]%> 
scribe  as  most  clearly  reflecting  the  Income  of  the  taxpayer.'* 

To  ihttt  sdction  ^e  dsk  thrit  the  following  provision  be  added  J 

A  f^Mnikbl^  ttlloWfthc^  hiiihg  mm^  tor  the  iddf^flSda  cdSt  Ot  mefdlaHdl^  so 
Inventoried  over  the  average  cost  of  like  merchandise  during  the  prewar  pi^ldd. 

The  question  that  I  propose  to  discuss  is  one  that  is  not  peGltliar  to 
dry^goMs  iMtdhMldf  but  ii  apolicAbld  to  wi^ty  indUtiitry  iii  this 
(Jcrtiiitfy  i^htm  ifieotne  is  feflet^fed  by  invelltdries.  the  ftiftrtlon  of 
cm  inventory  is  perfectly  pleari  apd  the  need  of  providing  lor  sUch 
inventory  is  the  occasion  for  section  202  in  the  bill.    It  is  per feotly 

ol^ftr  fchdt  ytndet  nimnAl  dOhdliims  tbe  vm  of  iiii  iiiv«htwy  is  to 

accurately  set  forth  the  income  which  the  buisltid^  ediideftl .  hdS 
eiijoyed  dtirihg  the  year.  Whether  it  h&s  made  money  or  has  lost 
money  is  reflected  in  its  annual  inventonr.  We  submit  that  in  ab- 
normal business  times,  to  Mrlt,  dutiftg  the  abrlOrmAlly  high  prices 
pr*evallilig  to-day,  an  invetitdty  bottomed  on  cost  in  iio  s^hse  reflects 
the  actual  income  of  a  business,  and  in  no  sense  reflects  a  pfoAt 
actuallv  realised  01*  6nJoyed  by  that  business  ill  thdt  taxable  yeat". 

So  that  the  itiatter  may  be  clear,  reflectitig  the  facts  that  we  are 
d^alifig  \vith,  1  have  endeavoted,  so  that  the  mattet*  may  be  befofd  you 

concretely,  to  take  the  rise  in  prices,  and  you  kill  flttd  them  tfathered 
on  bagc  I  of  mv  brief  t  am  gort*y  to  say  the  brief  was  fathet*  hur- 
riedly prepafed^  and  may  not  be  easily  followed  iii  some  of  these 
things. 

You  will  hote,  for  e^cample,  the  flfst  group  of  ai*ti<*leB  referred  to 
have  to  do  With  the  dfy-ffioods  tfade  exclusively.  Vou  will  notice 
whetl  you  tufn  yout  eye  from  the  present  prices  of  1918  and  com- 
pare them  with  those  of  191&  that  there  is  an  average  of  over  300 
pet  cent  ditference.  Irt  going  down  the  parallel  colunins,  if  you  will 
coitipare  I9l8  With  1917^  yoU  will  find  that  the  largest  increase  has 
occurred  during  this  present  year. 

Senator  To^vksekd.  Are  you  talking  about  retail  prices  there! 

Mr.  Sw^ARTs.  l^^o,  Senator;  I  am  addressing  myself  to  inventory 
prices.    This  is  the  cost  to  the  wholesale  merchant. 

Senator  I'owNSEKb.  I  Was  out  Wheh  you  started,  and  I  did  not  get 
that. 

Senator  Smoot.  These  are  all  staple  articles? 

Mr.  SwAKi's.  These  are  all  staple  articles. 

The  Chairman.  Vou  mean  the  cost  he  paj^s  to  the  factory? 

Mr.  SwAkTs.  This  is  the  cost  at  Which  the  wholesale  jobber  takes 
his  inventory  at  the  close  of  the  year.  It  is  the  cost  to  him.  It  is 
what  is  represented  by  his  invoices  from  the  factory  of  the  manufac- 
turer. So  you  will  notice  We  have  taken  hats  and  caps  and  gloves. 
The  figures  themselves  haVe  apparently  been  the  subject  of  study  by 
Senator  Gore,  of  this  committee,  t  noticed  an  article  by  him  in  thife 
month^s  l^orum,  and  the  prices,  as  he  finds  them,  are  substantially 
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the  prices  as  we  set  them  out  in  the  schedule.   We  find  he  covers  some 
of  the  same  things  we  do. 

An  interesting  side  light  on  this  situation  is  contained  in  the  com- 
parative cost  prices  that  have  been  fixed  by  the  Government.  It  is  a 
price  which  tne  Government  has  established  for  the  manufacturer. 
These  came  to  me  after  I  had  prepared  the  brief,  and  there  are  only 
eight  of  these  artices  that  have  been  fixed,  and  I  should  like  to  state 
them  (reading) : 

Four-yard  56/60  BheeUng:  Prewar  price,  6i  cents;  1918  Government  price, 
17i  cents. 

Hope  4/4  bleached:  Prewar  price,  7i  cents;  1918  Government  price,  22i 
cents. 

Pepperell  sheeting,  10/4  bleached ;  Prewar  price,  21i  cents ;  1918  Government 
price,  58i  cents. 

Six-yard  plaids :  Prewar  price,  4i  cents ;  1918  Government  price,  15  cents. 

Amoskeag  staple  ginghams:  Prewar^ price,  6  cents;  1918  Government  price, 
19i  cents. 

Amoskeag  utility  dress  gingham:  Prewar  price,  6i  cents;  1918  Government 
price,  21i  cents. 

Nineteen  hundred  and  twenty-one  outings :  Prewar  price,  7}  cents ;  1918  Gov- 
ernment price,  25i  cents. 

Nineteen  hundred  and  twenty-one  dark  outings :  Prewar  price,  7|  cents ;  1918 
Government  price,  27|  cents. 

The  Chaibbcan.  Is  that  in  your  brief? 

Mr.  SwARTS.  No.  I  got  these  figures  too  late  to  incorporate  them 
in  my  brief. 

The  Chairman.  Have  you  more  than  one  copy  of  that? 

Mr.  SwABTs.  I  shall  be  glad  to  leave  that  with  you,  so  that  it  will 
go  into  the  record  in  that  shape  if  that  complies  with  your  request. 

The  Chairman.  Yes ;  that  is  all  right. 

Mr.  SwARTs.  So  that  the  situation  can  be  before  you,  and  if  I  may 
be  permitted  to  show,  if  you  please,  assume  these  few  briefs  which  I 
hold  in  my  hand  represent  the  amount  of  merchandise  at  cost  price 
which  the  merchant  has  on  hand  at  the  beginning  of  the  year.  If 
you  please,  he  sells  that,  and  he  sells  it  at  more  than  it  cost,  and  he 
repurchases  and  again  sells  at  more  than  it  costs,  and  he  repurchases. 
The  result  of  his  operations  during  the  year,  if  you  please,  are  that 
he  has  a  stock  of  merchandise  on  hand  at  the  end  of  the  year  which 
to-day  is  in  fact  no  larger  in  quantity  than  that  which  he  had  on 
hand  at  the  beginning  of  the  ^ear,  but  which  in  aggregate  value,  at 
these  abnormally  high  prices,  is  fully  33^  per  cent  higher,  if  not  50 
per  cent  higher,  than  the  cost  to  him  at  the  beginning  of  the  year. 

That  is  the  result  of  his  operations.  In  other  words,  a  quantity  of 
merchandise  that,  if  you  please,  represented  a  cost  to  him  at  the 
beginning  of  the  year  of  $6,000,000,  at  the  end  of  the  year,  by  reason 
of  the  sale  and  repurchase  and  sale  and  repurchase,  represents  to 
him  a  cost  of  $9,000,000.  So  that  vou  gentlemen  will  perceive  that 
what  he  has  really  at  the  end  of  tne  year  is  a  profit,  if  he  is  com- 
pelled to  take  up  this  merchandise  at  cost  on  paper  of  $3,000,000  as  a 
result  of  these  transactions. 

It  is  perfectly  clear  that  the  merchant  in  fact  has  made  no  money 
on  these  goods  that  he  has  on  hand  at  the  end  of  the  year,  that  he 
can  not  be  said  to  have  made  a  profit  on  them  until  he  sells  those 
things,  and,  so  far  as  his  statement  for  the  year  is  concerned,  it  cer- 
tainfy  can  not  be  maintained  that  he  has  made  a  profit  unless  and 
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until  he  has  actually  sold  those  goods  at  not  less  than  what,  under 
the  present  regulations,  he  has  been  compelled  to  take  up  those  goods 
for  at  the  end  of  the  year. 

Senator  Nugent.  Would  he  not  have  made  an  enormous  pirofit  on 
the  goods  he  had  on  hand  at  the  beginning  of  the  year  and  that  he 
sold  during  the  year! 

Mr.  SwABTS.  That  is  taken  up  as  part  of  his  entire  balance  sheet. 
As  I  suggested,  if  you  please,  he  had  some  gingham  which  he  bought 
at  whatever  you  please,  and  he  sold  it  at  an  average  of  6  or  7  per 
cent  profit.  He  has  taken  the  proceeds  of  that  sale  and  invested  it  in 
gingham,  but  it  is  constantly  increasing  in  price,  and  it  is  perfectly 
clear  that  if  this  merchant  can  take  this  inventory  at  the  end  of  the 
year,  representing  $9,000,000,  and  it  should  be  proven  that  that  is 
the  same  as  $9,O0u,(KX)  in  cash,  then  he  has  actually  in  hand  a  profit 
of  $8,000,000.  But  the  difficulty  is  with  respect  to  treating  mer- 
chandise which  represents  a  value  300  times  over  prewar  or  normal 
prices  as  cash  in  hand.  He  has  undoubtedly  made  a  profit  on  sepa- 
rate transactions  during  the  year,  but  that  profit  is  reflected  in 
goods  which  he  has  bought  and  bought  again  at  these  increased 
prices. 

Senator  Thomas.  In  other  words,  before  your  supply  is  exhausted 
of  some  particular  article,  you  are  going  to  replenish  it? 

Mr.  SwARTs.  We  not  only  have  to  do  that,  but  we  have  to  have  our 
orders  and  commitments  out  so  that  we  may  have  these  things  on 
hand  to  sell.    But  I  will  come  to  that  presently. 

Senator  Smoot.  Or,  in  other  words,  the  sales  you  make  are  never 
made  at  a  higher  percentage  of  profit  during  these  times  than  they 
are  in  ordinary  times,  and  when  the  turnover  is  made,  it  is  based  on 
what  the  goods  cost  at  the  time  of  purchase? 

Mr.  SwARTS.  Exactly. 

Senator  Townsbnd.  Is  that  a  fact?  Would  you  make  a  larger  per- 
centage of  profit  on  the  goods  you  handle  than  you  did  before 
the  war? 

Mr.  SwAHTs.  That  involves  two  propositions.  So  far  as  I  have 
been  able  to  understand  the  situation,  the  profit  that  the  wholesale 
merchant  is  making  to-day  is  made,  first,  out  of  a  profit  on  the  selling 
of  the  thing  which  he  has  at  hand  and  is  selling,  then  an  additional 
profit  over  what  he  made  in  prewar  periods,  depending  on  the 
astuteness  of  the  merchant  in  having  anticipated  this  increased  value 
of  merchandise.  In  other  words,  if  you  had  your  commitmente  in  six 
or  eight  months  ahead,  then  you  may  have  obtained  the  benefit  of  a 
much  greater  increase  in  this  cost  than  some  competing  merchant  may 
have  done ;  in  other  words,  depending  upon  the  astuteness  or  willing- 
ness of  the  merchants  to  go  ahead  and  do  business  in  that  way. 
There  is  where  an  additional  profit  has  come  to  him  over  prewar 
conditions. 

Senator  Joniss.  Do  you  try  to  have  your  commitments  equal  your 
sales:  or«  in  other  words,  do  you  make  arrangements  as  you  are 
selling  these  goods  to  replace  them  in  your  stock? 

Mr.  SwARTs.  The  answer  that  I  would  make  to  you.  Senator  Jones, 
would  be  this:  That  business  would  have  to  stop  it  the  merchants 
did  not  have  the  distinct  commitments  out  in  the  hands  of  factories. 
As  a  matter  of  fact,  the  factory  would  come  and  say,  ^^  I  wrote  you 


m      § 


HuBd  gix  or  eight  million  doUa9>6'  worth  of  f^t^^  on  hflii4  %i  t^be  end 
of  the  3^%r,  and  has  fximmitix^enta  out  for  n.  Hk^  Amowt  q|  m^roHw^ 
4iw  te  be  delivered  dwinj?  the  aeuwe  ef  th§  WJ^ce^dipg  J'wr.  h^  i» 
in  the  peaitien  of  heviiig  contracts  lor  9^  te>ta|,  let  u$  saj,  of  $^,QQQ,^ 

000  of  merchandise,  with  this  danger,  owing  to  the  laot  that  th|.t 
merchandise  to-day  ia  three  timed^  what  it  ^fa^  worth  in  th^  prewar 
period,  that  a  decline,  depending  on  the  amount  of  th9  d§oUlie,  is  a 
verv  dangerous  factor  with  which  he  bee  tq  deel* 

SeRftter  JoNsaL  Lot  me  interrogete  yeu  e  litU^  with  reference  to 
your  proceeding  when  you  come  to  the  falling  market.     Yoi>  my  it 

takes  about  11  months  to  get  theae  goqda  aft^r  yoM  order  them*  There 
era  ne  excess  supplies  in  the  ooun^y  at  tbQ  pr^s^nt  time,  fire  there  ? 

Mr.  SwABTS.  I  can  not  answer  th^t  guaation ;  I  do  not  know* 

Senator  Jqke&.  Is  not  that  an  important  thii\g  for  you  to  l^now 
in  order  to  make  your  point,  whether  there  ia  an  esoesu  supply  in  the 
country,  and,  when  the  war  ends,  and  whether  or  not  thei-e  will  bft 
a  largB  quantity  of  goods  dumped  on  the  market  at  a  ehefiper  prioe? 

Mr.  SwAws.  It  is  my  underatanding  tbet  it  is  very  diffleult  to  get 
theaa  goods,  and  that  there  is  net  an  e^tcess  ^pply. 

Senator  JoKva,  That  wai^  my  idea^ 

Mr.  SwABTs.  But  I  have  hesitation  in  st^vting  th^t  as  a  f ^ct,  bectmse 

1  am  not  sure  of  it. 

Senator  Jones.  That  is  an  important  fact  to  be  known,  and  what 
you  have  just  stated,  I  believe,  is  the  underetending  of  all  of  us.  It 
takes  you  11  months  to  get  in  n^w  goods.  Wf  .w^l  ^ssun^a  you  are 
going  to  get  new  gooda  at  a  r^uof  a  pri^^,  WiU  not  thet  give  you 
eawpte  time  to  sell  qff  th^se  ^oqda,  of  which  ther#  is  %  limited  qum- 
tityt  at  the  preveilimr  prieei 

Mr..  SwAWa.  We  think  not.  It  hftB  been  the  pa^t  bnainegs  experi- 
enee  thet  when  ft  decline  eoniee,  it  comes  prai?tically  overnight ;  th^t 
it  wimld  h^  refl^ed  in  this  ^^j\  thet  all  th^  seles  that  we  bi^vQ 
mede  from  mor^bMdiae  on  bund  will  go  throngb  at  the  n^w  pricea 

and  not  at  the  prices  at  which  we  held  thenx  at  ill, 

Senator  Jo^na*  But  you  mak^  the  prioe,  do  you  not? 

Mr.  SwAtTi,  Ymi  but  tbt  pri^e  tmt  ip  n\aw  by  the  wbolesfilw  to 
the  retailtf  ii  not  »  firin  priw  at  «U.  If  there  is  a  decline,  the  re- 
tailer »n)ply  t$kM  thwi  •*  th^^  n w  pric^  and  not  at  the  pld  on©  at  fill, 

Senntor  Joit n^.  How  ,^uld  therf  he  a  de<;line  if  thw©  is  a  limited 

quantity  of  goods  and  it  will  require  some  months  to  replenish  the 

enpply  at  a  r^u<»d  price? 

Mr.  SwARTS.  That  may  work  out  in  that  way.    But  it  seems  to  me 

it  will  take  considerable  coumga 

Senator  Jonrs,  Pq  yon  not  beliave  that  the  wholesftlsra  of  thi» 
<sonntry  will  hitv^  thiit  eourage  s^nd  do  jnst  that  thing  ftft^r  this  war 
is  oyer? 

Mr.  SwAOTs,  It  woqld  be  my  best  opinion  and  edvice  that  the 
whole^lers  will  not  be  able  to  do  that  thing,  and  that  they  will  be 
glad  to  get  rid  of  their  merchandise  at  the  inatant  of  the  very  first 
decline,  beeeuae  th^y  feel  that  a  very  much  heayier  decline  is  com- 
ing. They  have  never  yet  been  able  to  control  that,  and  •*  is  some^ 
thing  that  seems  to  be  beyond  their  control. 

Senator  Jones.  But  these  times  are  different  from  ordinary  peace 
times,  and  every  line  of  such  an  industry  as  vQu  soem  to  represent 
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finds  it  very  difficult  to  replenish  its  stock,  and  there  will  not  be  any 
large  amount  of  these  goods  to  dump  on  the  market.  The  retailers 
of  the  country  are  not  stacked  up  with  goods,  and  why  will  you  not 
hav^  an  outlet  for  your  products  at  these  prices  at  the  conclusion 
of  the  war? 

Senator  Smoot.  May  I  tell  the  Senator  why  ? 

Mr.  SwAHTs.  Yes. 

Senator  Jones.  I  would  prefer  to  have  this  gentleman  answer. 

Senator  Smoot.  Let  the  gentleman  answer,  and  then  I  will  tell  the 
Senator  why. 

Mr.  SwABTS.  It  is  the  experience  of  our  clients  in  past  years 
where  there  has  been  a  situation  which  has  brought  about  a  decline 
that  they  have  not  been  able  to  control  it.  There  was  a  20  per  cent 
decline  in  1908,  in  a  period  of  a  very  short  time,  and  that  came  veiy 
nearly  bankrupting  a  great  many  of  the  mercantile  houses  of  this 
country. 

Senator  Smoot.  I  will  say  to  the  Senator  also,  now,  if  the  gen- 
tleman is  through,  that  these  goods  that  are  manufactured  for  ddiv- 
ery  are  not  all  manufactured  at  once ;  they  are  manufactured  during 
the  12  months  of  the  year,  and  they  are  delivered  as  they  are  manu- 
factured; and  a  merchant  that  buys  them  from  the  manufacturer 
gets  them  in  about  the  same  proportion  as  he  delivers  the  goods  from 
his  store  to  the  trade. 

Senator  Jones.  I  will  say  to  the  Senator  that  I  am  not  wholly 
without  some  information  on  this  subject  myself,  but  I  wanted  to 
get  the  statement  of  the  witness  in  the  record. 

Senator  Smoot.  It  is  in  the  record.  Now,  I  have  put  this  much 
more  in  the  record.  And  I  know  that  if  a  merchant  can  countermand 
all  of  his  orders  it  is  often  done  to  a  manufacturer,  and  then  he  has  to 
rely  on  the  goods  in  his  own  store,  and  they  will  not  last  very  long. 
If  that  stock  does  last  very  long  he  is  never  very  piuch  of  a  merchant, 
because  be  has  to  make  a  great  many  turnovers  to  make  any  money 
in  these  days,  during  the  year. 

Senator  Gerry.  In  order  to  sustain  the  prices,  would  you  not  have 
to  have  a  very  strong  combination  among  the  dealers  in  these  goods! 

Mr.  SwARTS.  I  do  not  believe  that  even  that  could  be  done.  Senator. 
I  think  you  would  have  to  have  almost  a  Government  regulation  or 
stabilizing  of  prices  to  stop  what  I  believe  will  amount  to  a  pimic  in 
this  country. 

Senator  Gerry.  In  other  words,  a  question  of  competition  comes  in 
there? 

Mr.  S WARTS.  I  think  so.  The  situation  appeals  to  them  so  seri- 
ously and  the  danger  to  them  is  so  plain,  as  they  see  it,  that  it  woidd 
take  more  than  an  agreement,  if  such  an  agreement  is  lawful,  to  hold 
them  to  a  situation  of  that  kind.  I  do  not  see  how  you  could  contrcd 
it  in  any  way  except  by  a  Government  regulation  of  prices. 

Senator  Gerry.  1  was  not  suggesting  that.  I  was  ]ust  asking  that 
question  to  bring  out  the  point. 

Senator  Lodge.  They  could  not,  under  the  law,  make  such  an 
agreement. 

Senator  Gerry.  They  could  not  under  the  law;  no.  I  simply 
wanted  to  bring  out  the  point  that  there  was  a  question  of  competi- 
tion there;  that  was  all. 
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Senator  Lodqe.  Oh,  yes. 

Senator  Smoot.  My  experience  as  a  manufacturer  has  been  that 
whenever  there  is  a  marked  decline  in  goods,  countermanding  the 
orders  is  the  general  rule.  I  do  not  care  what  kind  of  a  contract  you 
have  with  the  buyer,  he  will  find  some  way  or  other,  either  by  claiming 
damaged  goods  or  something,  to  make  up  that  decline,  or  else  you 
will  simply  have  to  sell  your  goods  to  other  partiea 

Senator  Lodge.  You  mean  as  a  manufacturer? 

Senator  Smoot.  As  a  manufacturer.  I  have  had  it  happen  to  me 
a  great  many  times. 

Mr.  SwARTs.  In  his  speech  made  in  the  House  with  respect  to  this 
bill,  Mr.  Kitchin,  on  September  6,  according  to  the  record,  is  credited 
with  the  saying  [reading]  : 

Have  you  looked  beyond  the  war  to  the  days  of  peace,  when  the  reaction  that 
follows  every  war  Is  sure  to  come,  when  the  prices  of  everything  are  bound  to 
fall  one- third  and  one-half  of  what  they  seU  for  now? 

It  is  my  understanding  that  a  decline  of  merchandise  values  has 
followed  after  every  large  war. 

Senator  Thomas.  But  not  immediately. 

Mr.  SwARTs.  It  is  very  difficult  to  prophesy  whether  it  is  going  to 
be  immediate  or  violent  or  spread  over  a  period  of  time. 

Senator  Thomas.  One  can  not  prophesy ;  one  can  draw  conclusions 
from  similar  events  in  history. 

Mr.  Swarts.  It  is  our  feeling  that  the  first  definite  intimation  of 
peace  will  bring  about  an  immediate  and  considerable  decline  in 
these  values,  which  to-day  represents  three  times  what  they  were 
worth  in  prewar  prices. 

Senator  Thomas.  That  will  affect  the  stock  market,  of  course. 

Mr.  SwARTs.  And  may  I  sa.j  this,  if  you  will  observe,  the  Govern- 
ment itself  has  fixed  the  price  of  a  great  many  staple  articles; 
that  is,  has  fixed  the  manufacturer's  price.  As  soon  as  this  war  is 
over,  or  whenever  it  may  please  the  Government,  it  may  withdraw 
those  prices,  and  as  soon  as  those  prices  made  by  the  manufacturer 
to  us  are  withdrawn — and  those  pnces  are  very  much  larger,  as  you 
see,  than  prewar  prices — ^there  will  be  a  shrinkage  in  values  that  it 
is  our  best  opinion  is  sure  to  follow,  from  the  fact  that  the  Govern- 
ment has  withdrawn  those  prices.  We  see  no  escape  from  that.  We 
think  that  is  inevitable. 

If  it  be  true  that  a  decline  is  inevitable,  let  us  take  a  concrete 
case  and  see  what  would  happen.  If  you  please,  here  is  a  corpora- 
tion. We  will  say  it  has  $5,000,000  capital  and  $2,500,000  surplus. 
That  is  its  condition  at  the  beginning  of  the  taxable  year.  It  has 
an  inventory  of  merchandise  at  the  beginning  of  that  taxable  year, 
let  us  say,  of  $6,000,000.  At  the  end  of  the  year  it  has,  let  us  say, 
an  invoice  of  $10,000,000,  which  you  will  observe  represents  less, 
really,  in  quantity,  than  the  increased  cost  to  it  of  the  merchandise 
in  that  year;  and  let  us  say  that  it  has  commitments  outstanding 
for  $10,000,000  more.  Let  us  say  that  it  has  made  this  year  on 
paper  a  profit  of  $4,000,000  by  reason  of  taking  this  invoice  at 
$10,000,000  at  the  end  of  the  year.  That  is  approximately  one  and 
one-half  million  more — and  these  are  real  figures  I  am  giving  you — 
than  that  corporation  made  last  year,  and  you  see  that  is  at  once  re- 
flected in  this  increased  cost  of  merchandise,  because  I  think  it  is  all 


related  to  that  and  is  governed  by  that.  I|  i^e  piVBrabnnt  q^Uflt  PfJ? 
according  to  th^  Im^Mg^  ot  this  prppps^d  |)iU,  18  m^  oeiii  p^pwal 

tn%  %iwl  oO  per  c^»t  w^rrprofits  t*?f,  h^  wiU  my  tQ  um  <Jpvi?TOw«<, 

in  round  figweg,  $3^OOJ)0D  of  t^  $i,000,OQO  h\§  iwmt^ry  i4i^§ 

biin  to  h^vp  mjwip  during  tb^  y^^v^ 
Aiwl  right  bene  J^t  xm  sjiy  tTuM^  thp  poi^t  tlwit  pay  cli^t  is  ^i^^ng 

has  no  relation  to  th^  peri^eQtAgQ  of  t]^  tax  at  ^}lh  We  «^re  ep4AI(^<^'- 
ing  to  argue  that  w«  sb/>Hl4  not  b^  tw^d  UWtil  that  pfxjftt  b«§  bM^ 

realised  or  is  in  Hftndr   Npv,  let  u*  §iiy  tbw©  i^  P'  dwU^e  of  tmll  9^ 

per  cent  within  the  next  six  months,  or  next  eight  op  ^ina  ^^Qntp^s,  'm 

ih^PQ  valu^is,  Wb^bftsbwp«n^d?   Thi«  wj^r^bpmt,  pn  bis  ip¥e^torJ' 

tnd  ou  bi«  eopmito^oats,  b^«  «u^ored  a  loss  of  ^5  por  cent,  wHicb  m 
$5,000,000 ;  he  has  merchandise  of  ten  million  movih  ^^  OQimnitpofP^ 
of  ten  million,  and  a  drop  of  25  per  .cent  is  a  loss  of  $5,000,000.  WhM 
bAs  happened?  Tbi§  $?,00O^OO.  jj^st  like  the  $4,000,000  supppg^  to 
be  profit,  is  not  really  fmk  in  b*nd  jut  the  md  pf  th«  y^ftP»  Vm 
prQperty  is  represented  by  jpftrpbajxdi^p  on  band  and  accppnts  re- 
ceivable, and,  of  course,  some  cash  in  b^|k,  X%  is  n^rgod,  in  Qti^f 
words,  with  all  of  his  assets. 

He  h^s  bgrrow^d  TOQ^t  of  the  $3,000,000  n^Cfi§99iT  to  paj  tbi§  i#x. 
Six  or  eight  months  l»ter  tb^rfj  i^  9,  deplin^  in  Fames  nm  b«  Icis^ 

$5,ooo/)00.    What  bAs  happened?    lEIi?  gnrpln«  of  two  land  »  b*K 

million  dollars  has  been  wiped  out  and  bis  ip^pil^il  b^  been  deleted 
to  the  extent  of  tO  per  .cent. 

Seni^tor  JoifP3..  t  W)tiee  the  proposed  ren^^dy  ypw  suggest  ?;$  tP 
ejiminate  from  the  inventpry  the  inerease  in  the  vfiim  Qfknj  ftss^t 

upon  the  original  cost  until  such  increase  is  activity  re^izf^  by  8$d^, 
Does  thi^t  nieet  your  diffieujtyl?    An  I  wwjerstand  it,  yp^  l^v^  pipr- 

chitted  theee  gpods  at  these  inprea^ed  priees,  and  if  yon  wly  w»nt 
to  hpld  them  until  ypn  re^JiT^e  the  origwal  cost,  bpw  dioe^  tb^  laert 
the  gituatipn  if  you  e^i^peot  to  seU  tbe^e  good*  *t  co.st  w  fii  ^  pi7» 
below  the  ori^n^^l  po^l 

Mr.  JS^y^RT^.  The  r^midy  wbipb  we  muggiest,  I  think,  i»  ti^;  Wm 
Are  spying  that  in  taking  w  ^pponnt  witb  1^  mm  wbo^  in^cmc^  i9 
iJepenaent  wpon  iny  wtoiy^  aiid  vh^m  in?wtojy  c^r-wwrtP  in^wohw- 
di;5ei  if  yon  pJe^^^,  iil^  tbrei?  tim^  itf?  fi9pn»#J  pr  pi?ewar  ^^  m^^v 
r«i}es  And  regnUtipnsf  pr^spribod  bjr  tb^  ^ppininJwion>  «•  foi^ofi^ki 

deduction  shall  be  made  from  vtbat  inventory,  bp^yi^g  ^  fnip4  H^ffH^ 

inereftsed  eo^§.  Jn  other  wwds,  if  I  wfiy  t^i^  m  jm^^tio^^  ^ke 
the  cfi^  I  pnt  where  tb«  pi^pchunt  bwf  a*  the  ©nd  of  tM  yw^^  if  y^ 

plaasA,  a#  iw^ptpr^  *t  cost  of  $9/M)0/)0O,  The  TiOfm^is^^^ner  ot 
Internal  B^vjeniie,  with  tb^  AS9if3t^Ace  of  th^  ]i^Afd  pf  T^x  B^eweip 
provided  for  in  this  bill*  IMB  t  ^cpaceive  the  pp^ppse  pf  tbis  «(»Qp4fi^B4| 

would  sit  in  »nd  deaj  with  the  f  wJte  ^»d  wgupej?  pwl^ting  to  this 

particular  industry  m4  ^ay  tb^Mt  b^e  they  haro  m  iByeotory  a#4 
we  are  askixig  thein  to  pay  a  tax  on  an  inyentory  pf  p^rehafidipe 
that  repre^ients  thrae  times  ii^  norinai  or  prewar  prices.  Wb  wfU  fu)^ 
as  to  that  industry,  inctead  of  treating  this  $9/)00,Q00  m  being  a^ 
njuch  money  in  band,  or  ^casb  in  h«,nd,  tbat^  if  yoH  please,  we  wiU 
tre^t  thgat  fts  $8,000,000,  and  we  will  ajlow  a  deductioB  of  $i/)W,OQb, 
And,  mind  you,  that  is  not  a  deduction  which  will  »Mi)le  thp  m^r- 
chant  to  escape  the  tax,  for  he  has  no  desire  to  do  th^.  That'  allow- 
ance runs  elong  And  if  during  the  succeeding  year  the  pri^cee  ^^s^ 
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maintained  tliat  tax  is  absolutely  paid  to  the  Government,  every 
ponny  of  it 

Sotiator  S^iooT.  iThat  is,  the  following  yearl 

\^r.  StvARTfl.  t^aicl  at  the  end  of  tlie  following  year.  Then,  if  at 
tlia't  time  prices  have  eitlier  goiie  up  or  havfe  decreased  a^ain,  the 
commissioner  and  the  Ward  of  tax  reviewers  will  regulate  this  allow- 
ance, depending  on  whether  tlie  prices  have  gone  up  or  have  I'eceded, 
so  antomaticauy  that  will  talse  care  of  this,  to  the  end  tliat  ulti- 
niatoFy  the  taxpayer  will  have  paid  a  tax  only  on  'the  profit  lliat  he 
has  actually  made,  a*nd,  as  we  see  it  an<J  intend  it,  certainly  the  Gov- 
ernment win  not  have  been  deprived  of  one  penny  of  tax.  Nothing, 
in  other  words,  is  tax  free. 

Senator  Jones.  Yes ;  but,  as  1  understand  k,  the  goods  have  been 
purchased  at  these  high  prices.    Is  that  eol 

"Mr.  SwARTS.  Yes,  sir. 

Senator  Jonks.  If  they  have  been  purchased  at  the  high  prices, 
then  how  would  this  exemption  here  give  you  any  relief?  You  say, 
"  The  increase  in  the  value  of  any  asset  upon  the  original  cost." 

Mr.  SwARTs.  M^  I  ask  from  what  page  you  are  reading? 

Senator  JTones.  From  page  10  of  your  brief,  where  you  propose  to 
add  this  to  the  present  law. 

Mr.  SwAirrs.  No.  The  provision  1  am  proposing  to  add  is  on  the 
first  page  of  my  brief.  I  have  the  proposed  law  and  tlie  amend- 
ment 

Senator  Smoot.  That  that  section  be  amended  by  adding : 

A  reasonable  iiHownnce  beiiiK  made  for  the  iucreaHetl  cost  of  merchandi^  eo 
lnvpnforle<l  over  the  average  oost  nf  like  merchandise  during  the  prewar 
perl<Kl. 

Senator  JoNfis.  I  see.  Yo«  wairt  to  go  back  to  the  prewar  cost; 
or,  in  other  words^  you  want  to  exempt  at  the  present  time  the  differ- 
ence between  the  prewar  cost  of  like  articles ; 

Mr..  SwARi«.  No,  Senator — if  you  will  permit  me  to  interrupt 
you — i  Want  an  allowance  as  affain^  that,  whatever  the  conmus- 
sionerV  office  may  c(»isider  an  allowance  on  account  of  tiiat  condi- 
tion. In  other  words*  if  I  may  put  it  this  wav,  the  merchants  of  this 
country  have  tot  the  last  two  x>r  three  years  Been  endeavoring  to  set 
asidi?  t^*hat  th^y  huve  called  reserves,  because  they  have  not  treated 
a  profit  that  I  insist  is  largely  a  paper  lpiy)fit  <ts  an  actual  profit  in 
hand,  and  so  against  the  isevitable  day  they  have  set  aside  a  reserve. 
That  reserve  the  departraent  has  refused  to  i^ognisse  as  a  deductitfti. 

Senator  Jokes.  How  rnudi  of  a  reserve  have  you  set  aside? 

Mr.  SwARTs.  As  I  oAdei^taad,  tMie  concern — ^I  do  not  know  of  all 
of  them,  but  I  ha)>p^  to  know  about  one — set  aside  two  y«ars  ago 
approximatdy  10  per  cent,  and  attempted  to  do  that  last  3rear,  too. 

Senator  Jones.  Would  you  have  te  leave  it  to  the  Treasury  officials 
to  fix  the  amount  of  the  allowance? 

Mr.  SwAHTS.  Yes,  Senator.    I  have  that  ^topositiom  to  urge  here. 

Senator  Jones.  Would  you  ikot  <k8k  that  yotor  business  be  placed  in 
the  same  category  to  otter  hajsardous  Imsinesses  may  be  placed  in; 
or,  in  otlier  word»,  tlo  yoU  think  that  in  a  business  of  this  kind  there 
is  an  unusAal  hazard  atifd  that  some  )>rovi$ion  shotdd  be  mlule  for 
that  class  of  business. 
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Mr.  SwARTS.  We  think  there  is  a  distinct  hazard,  and  that  some 
provision  should  be  made  as  against  that  condition  and  whatever 
it  is — ^not  for  us,  but  for  every  merchant  whose  income  return  is  bot- 
tomed on  an  inventory — and  that  the  allowance  should  be  appor- 
tioned upon  the  way  in  which  the  prices  in  that  particular  industry 
represent  an  increase  over  prewar  or  normal  prices. 

Senator  Smoot.  Under  that  plan,  if  the  Commissioner  of  Internal 
Revenue  allowed  a  million  dollars  allowance  in  the  case  cited,  and 
during  the  next  year  the, fall  in  the  cost  of  the  goods  did  not  equal 
the  million  dollars,  it  would  immediately  show  in  the  next  inventory, 
whatever  it  may  be— $500,000,  $200,000,  $100,000— or,  if  the  millioB 
was  represented  in  the  decline,  it  would  show  then. 

Mr.  SwARTS.  Precisely. 

Senator  Smoot.  If  that  did  not  show  the  full  million  dollars  auto- 
matically the  taxes  that  would  have  applied  this  year  upon  that  allow- 
ance— ^whatever  the  difference  would  be — ^would  apply  the  following 
year  upon  the  amount? 

Mr.  SwARTS.  Precisely. 

Senator  Thomas.  May  I  ask  whether  under  the  section  as  it  ap- 
pears in  the  bill  the  commissioner  has  not  the  identical  power  to 
grant  what  you  want  in  this  amendment? 

Mr.  SwARTS.  I  am  very  glad  you  asked  that  question,  Senator 
Thomas.    Under  the  present  act  there  is  a  broad  provision  which 

E'ves  to  the  Commissioner  of  Internal  Revenue  power  to  enact  regu- 
tions  as  may  be  needed  to  carry  out  the  provisions  of  that  act. 
Under  that  provision  it  was  urged  a  great  many  times  by  a  great 
many  merchants  that  the  reserve  which  they  set  upon  their  books 
against  these  abnormally  high  prices,  because  of  what  they  conceived 
to  be  the  inevitable  day,  should  be  recognized  by  him  as  a  proper 
deduction  to  make  before  paying  the  tax.  It  was  recognizea  tnat 
every  sane  merchant  should  set  up  a  reserve  and  should  not  treat  that 
as  a  profit.  It  was  recognized  by  every  certified  accountant  in  the 
country  worthy  of  the  name  of  a  certified  accountant  that  it  was  es- 
sential to  the  merchant  to  set  up  a  reserve.  It  was  recognized  by  tie 
Commissioner  of  Internal  Revenue  and  his  experts  that  the  setting 
up  of  such  a  reserve  was  the  proper  safeguard,  but  the  commissioner 
made  the  point  that  there  was  no  authority  in  the  bill  which  per- 
mitted him  to  allow  that  deduction. 

Senator  Thomas.  This  is  not  the  identical  provision. 

Mr.  SwARTS.  No.  This,  I  think,  is  a  very  much  wider  provision. 
But  in  order  that  the  commissioner  may  know  that  he  has  the  power 
to  do  that,  we  think  a  specific  provision  should  be  put  in  there.  In 
other  words,  we  do  not  want  that  matter  to  be  left  in  doubt. 

Senator  Thomas.  You  want  it  absolute  instead  of  discretionary? 

Mr.  Swarts.  Yes.  If  the  condition  is  one  as  we  feel  exists,  ii  the 
danger  is  real,  if  the  situation  is  one  that  deserves  the  consideration 
we  ask,  we  think  it  should  not  be  left  to  the  doubtful  language  in  the 
bill  but  should  be  specifically  provided  for. 

The  Chairman.  Mr.  Swarts,  what  you  are  saying  would  apply  to 
every  business  in  the  country  equally,  would  it  not? 

Mr.  Swarts.  It  would  apply  to-  every  business  in  the  oonntiy 
whose  return  of  tax  and  assessment  of  tax  is  bottomed  on  an  inven- 
tory and  whose  business  is  affected  by  these^  abnormally  high  war 
prices.    Where  it  was  not  affected,  this  condition  would  not  apply. 
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The  Chaibman.  It  would  apply  to  all  business  engaged  in  the 
purchase  and  sale  of  merchandise  and  other  similar  products? 

Mr.  SwABTS.  Yes :  and  probably  manufacturers,  too. 
.  The  Chaibman.  So  far  as  corporations  are  concerned,  and  so  far 
as  the  excess-i)rofits  tax  and  the  war-profits  tax  are  concerned,  if 
these  corporations  were  permitted  to  retain  a  part  of  their  earn- 
ings without  distributing  them,  and  without  them  being  subject  to 
any  tax,  they  could  provide  themselves  for  that  condition,  could  they 
not? 

Mr.  SwARTS.  I  do  not  see  quite  how  they  could  do  that. 

The  Chaibman.  By  not  distributing  a  part  of  their  profits. 

Mr.  SwABTs.  The  point  that  I  would  make  in  answer  to  that  is  this, 
that  there  is  no  pront  until  that  profit  is  earned. 

The  Chaibman.  I  am  speaking  about  where  a  profit  is  earned  in  a 
particular  year  in  the  case  of  corporations  under  the  present  law. 
A  corporation,  under  the  present  law,  earns  a  profit  during  the  year. 
It  ascertains  definitely  what  that  profit  is,  and  it  distributes  a  part 
of  its  earnings  by  way  o  f  dividends  to  its  stockholders. 

Mr.  SwABTs.  1  es,  sir. 

The  Chairman.  Under  the  present  law  it  is  permitted  to  retain 
a  part  of  those  eamines  for  reinvestment  in  tne  business,  or  for 
any  other  purpose  that  they  may  see  fit  to  do  with  them  in  connection 
with  the  business.  Why  does  not  that  afford  ample  opportunity,  if 
that  condition  is  allowed  to  exist,  and  who  would  not  that  afford 
ample  protection  to  the  corporation?  I  am  speaking  now  only  of 
corporations. 

Mr.  SwARTS.  May  I  answer  that  in  this  way,  that  the  corporation, 
in  the  first  place,  is  not  sure  that  it  has  actually  made  any  money  at 
all.  After  it  pays  its  taxes  of  $3,000,000,  may  I  be  permitted  to  say 
that  I  do  not  see  where,  or  out  of  what,  they  could  set  aside  any  re- 
serve, unless  they  were  permitted  to  set  off  an  allowance  on  account 
of  merchandise.    They  have  nothing  to  set  out  or  safeguard. 

The  Chairman.  That  would  probably  be  true  of  a  corporation  that 
has  not  made  any  money  at  all.  But  I  am  speaking  of  the  cor- 
poration that  has  made  it.  If  it  has  not  made  any  money,  it  will  not 
nave  to  pay  any  tax. 

Mr.  SwABTS.  I  know  I  am  very  dense,  but  my  difficulty  is  this,  that 
I  put  a  case  of  a  corporation  that  has  made  $4,000,000,  and  it  is  a 
paper  profit. 

The  Chairman.  I  understand  what  you  mean.  You  mean  that 
there  are  corporations  that  have  made  no  profits,  as  a  matter  of 
fact,  but  they  have  what  you  call  a  paper  profit,  as  shown  by  the 
inventory  that  they  are  required  to  make. 

Mr.  SwARTS.  The  inventory  shows  a  profit,  and  if  those  prices  are 
maintained  they  have  unquestionably  made  that  money,  and  in  the 
ensuing  year  they  have  to  pay  that  tax. 

The  Chaibman,  We  will  go  to  another  phase  of  it.  As  I  under- 
stand you,  if  you  are  permitted  by  the  law  to  build  up  a  reserve  for 
the  purpose  of  protecting  you  against  a  contingency  of  falling 
prices,  that  reserve  would  not  be  permanently  free  from  the  exac- 
tions of  the  Government? 

Mr.  SwABTS.  It  is  a  deduction  from  the  inventory  which  is  not 
free  from  taxation  by  the  Government ;  no,  sir. 

The  Chaibman.  It  is  temporarily  relieved  from  taxation? 
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Mr.  SwAR*cs.  Yes :  for  that  time,  tttktjufestionably,  atid  it  is  reftected 
again  in  your  in^^tory^  during  tU  next  year. 

The  Chairmak.  Biit  if  in  the  n^xt  year  it  is  made  to  appear  that 
yoii  have  not  sustained  that  anticipated  loss  by  reason  of  failing 
prices,  then  that  reserve  filnd  becomes  snbject  to  u  tax? 

Mr.  SwARTs.  Exactly. 

Senator  Townsend.  Of  the  year  in  which  it  was  accumulated  ? 

Mr.  SwARTs.  Yes,  sir. 

The  Chairman.  Now,  with  reference  to  the  inventory  you  have 
spoken  about,  have  you  carefully  considered  the  i^egulations  promul- 
gated by  the  Treasin-y  Depai-tment,  No.  S3,  which  prescribes  the  way 
in  which  these  inventories  shall  be  taken! 

Mr.  Swarts.  Regulation  33,  affecting  the  present? 

The  C^ATBMAX.  Yes;  the  present  law. 

Mr.  Swarts.  I  have  not  that  regulation  in  mind'  but  I  have  pre- 
pared a  great  many  returns  for  corporations. 

The  Vhaii?max.  I  am  going  to  read  it  to  you  in  a  minute.  Sec- 
tion 202,  as  I  understand,  is  simply  for  the  purpose  of  making  clear 
and  definite  the  authority  of  the  Conmiissioner  of  Internal  Eevenue 
to  do  what  substantially  he  has  done  here  before  by  regulation.  Here 
is  the  regulation  [reading]  : 

For  the  purpose  of  returns  gross  income  of  mercantile  companiee  shall  cob- 
fiist  of  the  total  sales  plus  the  Inventory  at  the  end  of  the  year  less  the  Bam  of 
the  cost  of  proorts  purchased  during  the  yenr  and  the  InrentiWy  at  thip  beginning 
of  the  year. 

Mr.  Swarts.  Yes,  sir. 

The  Chairman.  As  I  understand  this  section  is  to  make  definite 
the  authority  which  promulgated  a  regulation  of  that  sort.  Would 
that  regulation  accomplish  the  purpose  you  have  in  mind? 

Mr.  Swarts.  Oh,  no ;  not  at  all.  We  have  had  this  matter  up  re- 
peatedly for  various  companies  that  have  been  affected  by  this  pres- 
ent tax,  and  enforcing  the  present  act.  You  will  find  that  the  mer- 
chant is  compelled  to  take  nis  inventory  at  cost,  or  at  value,  which- 
ever.  if  you  please,  is  lower,  and  as  the  prices  have  gone  up,  of  course 
he  has  taken  them  at  cost,  but  never  below  cost,  except,  of  course,  as 
to  a  few  shopworn  things,  or  tiling  which  have  lost  m  value. 

The  Chairmax.  You  say  this  is  the  total  salos  made  during  the 
year,  plus  the  inventory  at  the  end  of  the  year,  and  then  you  sub- 
tract, less  the  sum  of  the  cost  of  the  goods  purchased  during  the 
3'ear  and  the  inventory  at  the  beginning? 

Mr.  Swarts.  We  feel  that  the  language  of  section  202  might  be 
construed  to  give  the  commissioner  the  power  which  we  are  asking 
him  to  exert  in  the  event  that  he  believes  an  allowance  would  be 
proper;  but  I  have  ^oen  certain  experts  connected  with  the  depart- 
ment, and  I  think.  Senator  Simmons,  that  they  woyld  say  to  you 
that  under  the  language  of  section  202,  as  now  drawn,  they  doubt 
very  much  whether  they  would  dare  to  give  us  this  relief  if  they 
thought  we  were  entitled  to  it. 

The  Chairman.  Did  you  present  this  to  the  Ways  and  Means 
Committee  ? 

Mr.  Swarts.  Xo,  sir;  I  was  asked  to  take  this  matter  up  juet  about 
a  week  ago. 

The  Chairman.  Have  you  conferred  with  the  Ti-eamry  Depart- 
ment about  this  matter? 


Mr.  SwAKTs,  I  endeavored  ta  meet  Mr.  Leffing^veU,  but  te  was 
so  Uusy  about  a  mattejr  that  bje  had  before  the  Ways  and  Means  Com- 
mittee- of  the  House  that  I  was  aslced  to  see  Dr.  Adams,  and  I  saw 
Dr.  Adams  for  about  3a  or  40  minutes.  May  I  state>  in  view  of  the 
question  having  been  asked — otherwise  I  would  not  state  it — what 
I  understand  Dr.  Adams's  igiosition  to  be? 

The  CHAiBM.Aji.  I  wa&  gomg  to  suggest  that  there  might  be  some 
danger  of  misconstruing  his  view  about  it.  We  are  g[lad  to  hava 
your  view,  and  we  win  ourselves  ask  Dr.  Adams  and  the  other 
authorities  of  the  Treasury  Department  for  their  views  when  we 

come  to  that. 

Ma\  SwABjs.  Thje  question  was  asked  whether  the  commissioner 
should  be  vest^  with  such  power.  Ma^y  I  call  attention  to  sections 
22,  212,  214,  217,  222,  228,  2^4,  252,  603,  1201, 1202,  and  120a  of  the 
proposed  bill,  which,  we  think^  gives  as  large  if  not  larger  discre- 
tioaaayy  powers  to  the  commissioner;  and  may  I  add  that  the  com- 
missioner's office,  fcogethex'  with  tbje  board  of  tax  reviewers,  as  oontem- 
pl9,.ted  in  the  present  tax,  are  amjp^tj  able  to,  and  we  feel  confident  that 
they  will,  work  out  a  rule  which  wiD  be  Just  to  the  industries  of 
this  Qoutntyy  whose  incomes  are  affected  and  just  to  the  Government 
in  such  matters  ?  We  are  perfectly  confideivt  that  we  will  get  a  very 
fair  deal  in  this  matter  from  that  department. 

And  may  I  call  attention  to  section  326  of  the  proposed  bill,  which* 
deals  with  inverted  capital?  Itj  i^  section  32i(i,  subsection  3,  where  the 
bill  provides  that  there  shaU  npt  be  injshided  as  surplus  or  undivided 
p]?onte  ''  the  increase  in  tjie  value  of  ai^r  asset  above  the  erigiaal 
aost  iwtU  suc^  itiievease  is*  aoitually  resized  by  sale.'^ 

In  Qii)Mv  words,  li  a  nmv^  ha^  eiwer  boughil;  (x  e^chang.ed  a  piece  of 
Ileal:  es^aW  dujRiv^  tfo»>  year,  aod  has  oq.  hjand  a  piece  of  veal  estate 
wUcji^  at  the  e<¥i  Qf  tbe  year  W  might  be  able  to  seU  at  an  advance 
oi  $XOlQ)O0ia»  ibsi  $liOO>OQa  is  w>t  ta^ip^d  to  him  as  inco«ie  becau3e,  h^^  ia 
f^et,  has.  «iot  irwizedl.  And,  just  so,.  i£  there  were  a  depreciatiou 
i^,  tfi^  reai  estate  he^  ceuld  n^et  clam  it  a&  a.  loss  until  he  bad  actually 
sold.  th(^  i:^  estate  and  sustained  the^  loss ;  and  we  respectfuJUy  con- 
test that  tiUQ  |^o.\i¥ri(m  we  are^  a^ng  lor  is  on  aU  fours  with  tlie. 
verv  W^flfu^^  <4  sQctioi^  32|&  oi  the  pirOfosed  biJL 

$ew.^Qr  S-icooTj-  That  is  paiagrapl)-  3  o|  section  326.* 

Th^  C*4WM?AN.  Yes. 

]S&.  Smv4R1[;&.  Tha^nk  you  v^ry  nvucb.  I  think  I  lia^ve  esJxau^ted' 
myseV  ai^di  th^  memhers  of  tbas  commiJtteei  Ma.y  X  ^^  that  Mi.. 
Watts  be  fti\;en  n0t  o^er  fiv«  naiiuites?. 

'?he  CiiAaaMAN.  We  ha.ve  been  veiyy  libwal  with  you.  becaiiee  you 
have,  been  discussii^g  a  very  important  and  imterestmg  q^]3stiQn.  I£ 
Mr.  Watts,  desires  to  be  bea^d  foil  ftve  winutep 

Mr.  SwARTs.  I  do  not  think  h^  wiU  ta^.  thajb  long,  He  13  here  with 
the  Fedeval  Reserve  Board  Advisory  Councit  a4;tending  a  m^eeting. 

The.  CHATRAibAj^-  We  wili  hear  Mr.  Watt^r* 

SXAJVintWi  OF  KB,.  I.  0.  W4TT&  fRESIDENr  OF  THE  THIEF 

JfATNVJKU  BAOTC^  OT  ST.  lOTTIS,  MO. 

Mr.  Watts.  I  am  president  of  the  Third'  National  Bank  of  St. 
Lpuis,  and  am  representing  the  St.  Louis  Clearing  House  Associa- 
tion. 
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Mr.  Chairman  and  gentleman,  I  merely  desire  to  present  to  you  a 
conmiunication  to  your  honorable  committee  from  my  associates  in 
the  St.  Louis  Clearing  House  Association  a  document  signed  by  the 
president  of  every  bank  in  the  city  of  St.  Louis  which  is  a  member  of 
the  St.  Louis  Clearing  House. 

I  desire  to  add  that  it  is  a  matter  of  great  concern  to  the  banks  of 
St.  Louis,  and  I  believe  to  the  banks  generally  of  the  country,  par- 
ticularly of  those  banks  that  are  the  purchasers  of  commercial  paper 
in  large  quantities.  I  speak  of  the  bank  that  I  represent,  and  say  that 
we,  amon§  our  bills  of  approximately  $30,000,000,  carry  from  five 
to  ten  million  dollars  of  so-called  commercial  paper — ^brokers' 
paper — paper  of  the  larger  concerns  of  the  country,  having  credit 
upon  the  general  market  and  not  having  at  hand  sufficient  banking 
facilities  in  the  locality  in  which  they  are  located. 

In  a  situation  such  as  arises  out  of  this  question  those  concerns 
would  be  the  ones  first  to  feel  the  injury  of  the  impaired  credit  that 
might  follow.  It  has  been  noticed  by  the  men  in  charge  of  the  credit 
affairs  of  these  institutions  that  during  the  past  two  years  every  stat^ 
ment  coming  to  hand  showed  a  constantly  mcreased  amount  of  mcr- 
chandise^  and  a  constantly  decreasing  ratio  between  the  quick  assets 
and  the  indebtedness  of  the  concern. 

Senator  Townsend.  Do  you  mean  the  amount  of  merchandise  or 
the  price  of  merchandise? 

Mr.  Watts.  The  ag^gate  of  merchandise  on  hand. 

Senator  Townsend.  In  value  or  in  bulk? 

Mr.  Watts.  In  value.  There  is  a  point  at  which  danger  lurks.  In 
the  case  of  our  customers  we  might  look  somewhat  to  the  personnel 
of  the  customer,  we  might  decide  that  he  would  be  able  to  take  care 
of  himself  in  any  emergency,  and  that  our  obligations  from  that 
customer  we  should  carry  on ;  but  that  is  not  true  of  that  part  of  the 
assets  of  every  one  of  the  larger  banks  of  the  country  which  is  com- 
posed of  the  paper  purchased  on  the  open  market.  There  it  is  merely 
a  matter  of  rule;  it  i3  fi  matter  of  established  principles  of  credit. 
It  is  a  well-known  fact  that  there  should  be  a  certain  ratio  of  quick 
assets  to  liabilities,  and  that  varies  with  the  different  lines  of  busi- 
ness. In  the  case  of  the  organization  which  has  brought  this  mat- 
ter particularly  to  your  attention  to-day  it  ha3  been  found  from  ex- 
perience that  that  ratio  should  be  two  to  one ;  there  should  be  $2  of 
quick  assets  to  each  dollar  of  liabilities;  and  for  that  concern  to 
have  the  best  credit  in  the  .open  market,  to  have  such  a  credit  as  tiie 
institution  that  I  represent  and  the  other  institutions  carrying  from 
20  to  30  per  cent  of  their  assets  in  this  class  of  paper,  we  will  readily 
purchase  the  name  when  offered  to  us.  We  find  that  that  ratio  has 
gradually  declined  in  the  dry-goods  business  until  we  are  receiving 
statements  showing  1.85, 1.76,  and  1.70. 

Senator  Thomas.  Is  that  the  only  business  you  notice  it  in? 

Mr.  Watts.  No,  Senator;  I  am  merely  using  that  as  an  illustration. 
The  same  principles  exist  with  all  lines  of  business  where  the  mer- 
chandise has  been  at  a  constantly  ascending  price.  We  had  one  of 
our  larger  customers,  who  borrows  from  ten  to  twelve  million  dollars, 
who  has  bills  outstanding  at  present  of  approximately  $11,000,000. 
come  to  my  office  recently  and  say  to  me  that  he  hoped  that  we 
would  not  be  unduly  alarmed  if,  in  his  forthcoming  statement,  his 
assets  showed  a  ratio  of  1.60 — ^a  man  whose  ratio  of  two  yeais  ago 
was  2.10  to  1. 
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« 

The  question  is  not  whether  I  am  unduly  alarmed,  the  man  who 
carries  with  his  other  banker  one-third  or  50  per  cent  of  his  obliga- 
tions, but  the  material  point  is  whether  those  men  who  buy  paper  on 
the  open  market  will  be  alarmed  and  will  withdraw  from  him  that 
credit  which  is  absolutely  essential  for  him  to  carry  on  the  business 
which  he  is  carrying  on  at  present!  That  situation,  gentlemen,  is  one 
which  I  believe  is  well  worth  your  deep  concern;  and  it  is  not  a 
question  of  taxation,  it  is  not  to  my  mina  that  the  dry-goods  man  or 
tne  shoemen  or  the  hardware  men  desire  to  escape  any  taxation,  but 
it  is  a  question  of  enabling  them  to  continue  their  business  in  such 
a  form  that  the  business  ofthis  country  will  continue  to  prosper,  and 
they  will  be  able  to  continue  to  carry  on  the  business  of  this  country. 

I  can  conceive  of  no  more  unfortunate  thing  in  the  commerce  of 
this  coimtry  than  to  have  the  credit  of  the  country  broken  down. 
It  so  happens  that  we  are  working  under,  now,  a  great  system  of 
finance,  the  Federal  Seserve  System ;  but  it  is  necessary  for  them  to 
have  fixed  standards,  and  in  the  banks  presenting  the  paper  to  the 
Federal  reserve  bank  for  sale  to  the  Federal  reserve  bank,  they  are 
faced  with  exactly  the  same  principles  of  credit  that  our  customers, 
in  turn,  are  faced  with  when  they  present  their  paper  to  us.  Unless 
the  paper  is  backed  by  an  efficient  ratio  of  quick  assets  to  current 
liabilities,  we  find  it  returned  from  the  Federal  reserve  bank;  and 
for  the  business  of  this  country  to  be  put  in  such  a  position  that  those 
<iuick  assets  will  decline  because  of  rising  inventories  and  expand- 
ing debts  to  such  a  point  that  the  Federal  reserve  banks  of  the 
country,  that  the  paper-buying  banks  of  the  country,  will  feel  that 
the  cuedit  risk  is  hazardous,  it  seems  to  me  that  no  more  unf  ortimate 
condition  could  arise  in  this  country.    Gentlemen,  I  thank  you. 

Senator  Townsend,  What  is  your  remedy? 

Mr.  Watts.  The  remedy,  Mr.  Senator,  it  seems  to.  me  is  to  have 
discretionarv  powers,  as  has  been  suggested,  so  that  these  concerns 
may  set  aside  sufficient  reserves. 

^  Senator  Smoot.  A  year  ago,  when  the  present  law  was  under,  con- 
sideration, I  made  the  statement  that  so  lar  as  I  was  personally  con- 
cerned I  would  rather  compel  every  corporation  in  the  United  States 
to  keep  a  reserve  than  to  tax  every  dollar  that  is  earned  in  order 
to  force  it  out;  and  I  think  if  that  had  been  followed,  the  country 
would  be  in  a  very  much  better  position. 

Mr.  Watts.  I  agree  with  that  position  of  the  Senator,  and  it  seeiQS 
to  me  we  should  rather  insist  upon  the  commercial  and  manufac- 
turing institutions  of  this  country  keeping  themselves  in  such  a 
shape  that  at  the  end  of  this  war  we  will  be  prepared,  that  our 
credit  will  be  such  that  the  merchants  and  manufacturers  will  be 
strong^  enough  30  that  we  can  instantly  rush  in  whatever  the  foreign 
trade  is  open  to  us. 

Senator  Townsend.  You  agree  with  the  suggestion  that  has  been 
made  by  others  that  if  you  are  exempted  from  taxation  on  this  re- 
serve at  present,  and  the  future  should  determine  that  that  was  not 
necessary,  then  the  taxation  of  the  deferred  years  should  be  imposed 
upon  the  exempt? 

Mr.  Watts.  Yes.    Mr.  Chairman,  I  thank  you. 
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(The  letters  submitted  by  Mr.  Watts  are  here  printed  in  full,  as 
follows:) 

Ti^^  ^T.  L0U1&  CLEA&iJ^a  House. 

^'t.  Loui9,  September  13,  19IS. 

Ch.vibman  of  Senate  Finance  Commitxtee, 

Washington,  D.  C. 

Dear  Sjb:  We,  the  unclersigned,  comprising  aU  of  the  members  of  the  St. 
Loulfi  Clearing  House  Asso<«iation,  desire  to  rail  to  your  attentioH  a  matter  tliat 
is^  in  our  opinion,  of  vital  importance  to  the  large  commercial  ioatlliitlonH,  as 
well  as  to  the  baulking  Interests  of  this  country .  It  is  that  of-  is^kio^  ^iome 
provision  in  the  new  revenue  bill  that  wiU,  in  a  mea.sure.  yrovi^e  protection 
against  the  decline  in  Values  of  merchandise,  etc. 

Profits  for  the  current  year  will  be  arrived  at  by  inventorying  merchaDdi«e 
and  factoi:y  matecials  at  present  prices,  whicb^  as  is.  well  kuown,  are  lat^ely 
in  excess  of  a■verag^  values,  and  beyond  question  these  priceR  will  decUoe  greatly 
in  the  event  the  war  should  end. 

It  seems  proper  and  desirable  that  the  law  should  ajuthorize  the  setting  aside 
of  some  equitable  percentage  of  the  value  of  merchandise  and  materials,  or 
alJbow  a  reaaonable  dj^uctloa  fiqom  the  inventory  before  arriving  at  tihe  taxable 
profits.  In  this  w^ay  making  sonoie  provislQU  for  depi?ecia^iofi  in  value  which*  is 
sure  to.  follow  the  announcement  of  the  end  of  the  war. 
Respectfully, 

St.  houis  Union  Bank,  by  N.  A.  McMillan,  president;  State  National 
Bank,  by  K.  B.  Pryor.  presMeiit;  l?nited  States  Bank  of  St. 
^ttSs,  bar  Otto  Pell^mann,  ptesideat;  Fraiiktiii  Bank>  bgr  Gec^ge 
T.  ai^l^*  president;  Oentr^L  National  Bimk  of  ^,  Loaia^  l« 
B^  T-  EdwardQ4  preshljpnt ;  Bpatrnen's.  B;*^,  5i  ^-  ^  t-ft^^^^t  vice 
president;  Mississippi  Valley  Trust  Co.,  by  W.  G.  Lackey,  vice 
ppesMent;  International  Bank  of  St.  Loais,  A.  J.  Riesmeyer^  Jr., 
presftdeal};  Tba  NaHoaal  Q^ak  of  Ootpnerce  in  St.  l<o«lB.  h»' 
Jao.  Q^  tonsdiQJOt  pre^di»at;  The  Merch^nj^-l^l^e^e  I^^tional 
Ba^k  of  St.  lipuis,  by  W.  M.  iLee,  presi(J^nt;  Ajijjiierlcai^  Tru^t 
Co.,  J.  P.  yrankford,  president ;  IJi^ty  Bank  of  $t.  touls,  J.  L. 
.lohnston,  presi^lent;  Mercaatile-  Trust  Company,  h^  Faafeas  J. 
Wade«  piresidant ;  Ibaflftyette  ^uth  Sldie.  Hank,  H.  Ql  BrUikman. 
vio^  lirefiideOkt ;:  Thiri};  NaUop^  Vaiibk,  F.  Q*  W^tt^  praal^BiiA; 
McH^'hanicH  American  Nation^  ^APJjU  l>y  W^JJ^er  BiJl\»  presi4jei^t 

TliQ  Chaikman.  Tile  committor  wiH  pow  hej\v  Mr.  McMackin. 
Please. try  tOibe  l^ricf^Mr.  McMacfein.. 

luiv,  McMaci^in.  I  will  do  SO.  Ajr.  C^irman  a^id  ^en^m^p.  I 
have  come  here  to  represent  Qjur  association^  tlve  feasiern  So4|i  Wkter 
Battlers'  Association  and  the  American  Bottlcjrs'  Protective  Assoqii^- 
tion  and  the  Vir^nia  Battlers'  ^l^rotcctive  As^ciation,  wl\o  hjE^ve  Just 
h^ld  a  conference  at  the  Hotel  Raleigh  thij^  yiorni^ff,  and  ^.  th^t  con- 
ference it  was  agreed  by  all  pi^esent  that  we  covila  not  *sk  tor  %©y 
reduction  in  the  proposed  20  per  cent  tax  on  our  industrv^  biit  we 
felt  that  thev^  should  be  aiT\eivdnients  made  in  certain  sectipijs  of  the 
proposed  tax. 

We  are  taxed  on  nonbeverage  alcohol  froni  $2.20  to  $4.40,,  an  in- 
crease of  IQO.  per  cent.  We  do  recommend*  how^ve?",  that  scjotion  628 
be  amended,  on  line  8,  page  115,  where  it  reads  "a  tax  e<]^\vvajent 
to  20  per  cent  of  the  piice  fQr  which  so  sold."  We  f^x^  scwn^uichat 
afraid  that  the  revenue  department  might  construe  that  to  mean  that 
they  should  levy  a  tax  on  our  containers.  By  that  we  mean  on  the 
deposit  system  that  we  have  on  our  bottles  and  cases.     Invariably 
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when  we  sell  our  products  g  great  Hiany  of  the  bottlers  charge  so 
much  for  the  coRtai»ers  and  the  goods — so  much  iov  the  coRtainere 
and  the  case — and,  of  course,  whei»  the  oontainers  are  retuwie<l  the 
deposit  price  paid  on  the  containei:s  is  refuncjed  to  the  custoiner. 

S)enator  Thomas.  Do  you  sell  the  containeFs  with  the  beverage  ? 

Mr.  MoMackin.  Some  of  the  large  bottlers  do.  Most  of  them  do 
not.  *Vnd  generally  whefi  the  containei:s  are  returned,  as  is  usually 
the  case,  the  refund  is  made  always  to  the  customer  who  returns 
them. 

SeBator  Bcmiinson.  In  those  cases  yo«  charge  the  price  of  the  con- 
tainers against  the  customer  to  insure  prompt  return  of  the  con- 
tainers ? 

Mr.  McMaciun.  Yes;  exactly ;.^the  actual  cost.  We  do  not  makr 
any  profit  oq  the  contai&ere. 

In  line  S,  in  that  same  p^rag^aph,  if  the  word  "so"  was  stricken 
out  and  the  words  **  the  beverage  is  '*  were  inserted,  so  that  it;  would 
I'ead  ''  SO  per  cent  of  the  price  for  which  the  beverage  is  sold,"  that 
would  obviate  any  objection. 

The  Chairman.  You  want  to  make  the  same  change,  then,  iB  line  9. 

Senator  Smoot.  I  think  you  could  put  it  in,  line  f  ,  aiid  then  there 
would  not  be  any  difficulty. 

Iftp.  McMAGHiN.  Yes;  that  would  be  spfendid.  That  pe?  cent 
clause  stakes  the  near  beers,  and,  we  are  i^ot  holdiin^  any  brifef  for 
them,  It  is  the  aoft-drink  indlistFy  We  are  here  asking  cohsidei>atioi[i 
f^r. 

The  (^AIRMAN.  Wh^Jt  would  we  do  about  th^  Qi^^es  whe^  tiiese^er 
never  intended  that  the  container  or  botJtle  shouhi  be  retur^iedf 

Mk  IMEoMackik.  We  wouM  recommend  ^a(  t^a^  shotiM  be  made 
to  read,  "  The  selling  price  for  which  tjjte  contestte  are  so  soW."" 

Senator  Smoot.  **  For  which  the  beverage  is  so  sold  *n 

Mr.  McMackin.  That  would  cover  it. 

Senator  Smoot.  But  that  would  not  cover^  tb,e.  case  Senator  l^im- 
mons  5peq^ks  of.  What  are  you  goine  to  <Jo  wi^ix  a  case  ^he^e  yoii  do 
not  expect  th^  container— %he'  bQ(itfe«,  op  whatever  i%  is — ^to  be  re- 
turned— Where  you  do  not  expect  the  coi^ainer  ^ver  to  be  retuwfi.^? 

Mr.  McM-vcKiN.  Mr.  Martin,  of  Baltimore,  tejls  me  that  He  ships 
his  l)everage  to  Texas,  and  the  fi'eight  charges  on  the  return  of  the 
containers  are  so  bi^  that  it  do^s  ^ot  pay  hmi  to  have  ^hem  ahij^ped 
V>ack  to  him.  At  the  same  time,  in  bilnng  to  the  customers,  they  are 
)>ijled  at  the  actual  cost  to  the  factory,  the  bottles  so  much  and  the 
l>oxes  so  much,  and  there  is  no  profit  made  on  th^  containers;  ai4d  we 
feel.,  of  course,  that  it  would  be  an  inju.8tice  to  ask  i^s  to  pay  a  20  per 
cent  tax  on  the  container  on  which  we  make  no  profit.  On  the  contents 
we  are  perfectly  wilKng  to  assist  the  Government,  and  we  want  to. 

The  Chairman.  But  where  yoi|  do  not  expect  the  container  to  be 
returned,  ever,  you  charge  thatas  a  part  of  the  price  of  the  beverage, 
do  you  not  ? 

Mr.  McMackik.  The  actual  coat  of  that  particular  item,^  yes,  sir. 

The  CHAiR^tAN.  And  you  want  to  be  reeved  fk*om  taxation  on  that 
container  ? 

Mr.  McMackik  .  Yes,  sir. 

The  Chairman.  Do  you  keep  separate  accounts  of  the  value  of  the 
l)everage  and  the  value  of  the  container,  where  you  do  not  expect  the 
container  to  be  returned  ?  * 
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Mr.  McMackik.  No,  sir.  They  are  generally  billed  out  together, 
and  then  refunded  for  on  a  certain  basis.  .If  we  allow  some  bottles 

The  Chaibman.  I  am  talking  about  a  case  where  you  do  not  expect 
any  refund. 

Mr.  McMackin.  In  Texas  we  simply  bill  it  out,  and,  of  course,  we 
do  not  expect  them  ever  to  come  back,  and  we  figure  to  lose  just  the 
actual  cost  of  what  we  paid  for  that  merchandise. 

Senator  Smoot.  You  invoice  it,  then 

Mr.  McMackin.  At  the  actual  cost. 

Senator  Smoot  (continuing).  At  the  actual  cost  of  the  containers? 

Mr.  McMackin.  Yes. 

Senator  Townsend.  You  charge  that  cost  up  to  the  customer? 

Mr.  McMackin.  Yes. 

Senator  Townsend.  You  do  not'lose  anjrthing  on  that? 

Mr.  McMackin.  We  do  not  lose  anything  on  it,  and  at  the  same 
time  we  do  not  make  any  profit  on  it.  We  bill  it  at  actual  cost,  and 
we  feel  that  it  should  be  put  so  that  the  department  would  not  expect 
us  to  pay  a  tax  on  the  containers. 

Senator  Townsend.  I  can  see  that  very  plainly ;  but  suppose  you 
<X)nclude  to  charge  some  dealer  a  profit  on  the  containers  which  you  do 
not  expect  to  get  back  ? 

Mr.  McMackin.  That  has  never  been  done,  to  charge  a  price  on  the 
-containers  so  as  to  make  a  profit.  We  are  anxious  to  get  the  business 
on  the  beverage  alone,  without  making  a  profit  on  glass  or  boxes.  It 
is  the  beverage  end  of  it ;  and  we  believe  if  your  committee  will  take 
that  into  consideration,  to  change  line  8  so  that  it  would  read,  'Hhe 
selling  price  at  which  the  contents  are  sold,"  it  would  eliminate  the 
jrevenue  department  from  interpreting  a  tax  on  the  gross  sales  cover- 
ing^the  boxes  and  the  bottles. 

The  Chaibman.  I  think  ^ this  very  point  has  been  suggested  to  us 
by  some  other  gentleman. 

Mr.  McMackin.  It  has ! 

The  Chaibman.  *Yes.- 

Mr.  McMackin.  Oh,  well,  then^  I  will  not  pursue  that  further. 

There  is  another  question!  will  take  a  minute  of  your  time  on. 
On  line  12,  section  b,  on  the  same  page,  covering  natural  mineral 
waters,  line  12  reads,  "  at  over  10  cents  a  gallon,  a  tax  of  2  cents  per 
gallon." 

We  feel  that  a  great  many  of  the  mineral  and  table  water  con- 
cerns throughout  the  country  to-day  are  escaping  a  tax  on  that  in- 
dustry, and  we  have  recommended  that  in  Une  12  it  be  provided 
that  on  all  waters  selling  from  5  to  9  cents  or  less  per  gallon,  a  tax 
of  1  cent  per  gallon  be  levied,  and  that  at  or  over  10  cents  a  gallon, 
2  cents  a  gallon  be  levied,' as  written  in  the  bill  now. 

Senator  Thomas.  In  passing  such  a  tax  on,  is  not  the  tendency  to 
add  something  to  it  and  then  collect  double  profits  from  the  con- 
sumer, universal? 

Mr.  McMackin.  I  can  say,  safely,  for  the  soft-drink  industry,  that 
it  has  not  been  the  policy  to  do  so. 

Senator  Thomas.  You  speak  for  the  wholesalers  only  ? 

Mr.  McMackin.  For  the  wholesalers  it  has  been  generally — in  our 
line  of  industry,  it  has  not  been  done. 

Senator  Thomas.  It  is  very  largely  the  case  that  the  tax  has  been 
made  the  basis  for  an  additional  profit. 
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Senator  Robinson.  The  statement  was  made  here  this  morning  by 
one  witness  that  that  practice  had  prevailed  in  the  soft-drink  indus- 
try, and  he  mentioned  what  he  said  were  specific  instances  of  it, 
particularly  referring  to  drinks  made  of  soda  water;  that  a  tax  of 

2  cents  would  just  imply  an  increase  in  price  of  5  cents. 

Mr.  McMackin.  At  this  time,  as  you  gentlemen  are  probably 
familiar  with,  we  have  been  cut  down  50  per  cent  on  our  sugar  allot- 
ment, and  we  expect  that  the  War  Industries  Board  is  going  to  con- 
serve all  the  lumber,  glass,  and  tin  and  fuel,  and,  of  course,  that  will 
save  freight  a  great  deal,  and  if,  Mr.  Chairman  and  gentlemen  of 
the  committee,  we  have  permission,  we  would  like  to  me  our  brief 
later  in  the  day,  containing  the  amended  suggestions  that  I  have 
just  offered,  as  we  have  not  had  time  to  submit  those,  which  I  have 
in  brief  form  for  the  committee's  consideration.  I  would  like  with 
your  permission  to  file  that  later. 

The  Chairman.  You  have  that  permission. 

Mr.  McMackin.  Thank  you.  That  covers  all  I  have  a  right  to 
say.  and  I  thank  you. 

The  Chairman.  The  committee  will  now  take  a  recess  until  3 
o'clock  this  afternoon. 

(Thereupon,  at  1  o'clock  p.  m.,  the  committee  took  a  recess  until 

3  o'clock  p.  m.) 

AFTEB  RECESS. 

The  committee  reassembled  at  3  o'clock  p.  m.,  pursuant  to  recess 
taken.  Senator  F.  M.  Simmons  presiding. 

Senator  Townsend.  I  would  like  to  have  you  call  at  this  time,  Mr. 
Chairman,  if  you  will,  for  a  brief  statement,  a  representative  of  the 
Burroughs  Adding  Machine  Co.  who  has  asked  to  be  heard  on  the 
excess-tax  provision,  page  129  of  the  bill — ^Mr.  Dodge. 

The  Chairman.  How  long  do  you  want  to  be  heard  ? 

Mr.  Dodge.  Not  over  15  minutes. 

The  Chairman.  It  is  not  exactly  in  the  order  of  our  program  to 
call  him  now,  but  if  there  is  no  oDJection  to  that  we  will  hear  him 
first. 

STATEMENT  OF  ME.  E.  H.  SODOE,  BEPBESENTINa  THE  BTTBr 

BOUGHS  ADDING  MACHINE  CO. 

Mr.  Dodge.  Mr.  Chairman  and  gentlemen,  as  Senator  Townsend 
says,  I  appear  here  to  speak  for  the  Burroughs  Adding  Machine  Co., 
a  Michigan  corporation,  engaged  in  the  manufacture  and  sale  of 
adding,  machines,  calculating  machines,  and  bookkeeping  machines. 
We  are  represented  throughout  all  parts  of  this  country  and  most 
foreign  countries. 

My  connection  with  the  company  is  that  of  director  of  sales.  I 
am  also  a  director  of  the  company. ' 

What  I  wish  to  speak  about  is  the  excess  section  of  the  new 
tax  bill,  page  129,  line  8,  referring  to  the  10  per  cent  tax  on  adding 
machines,  until  this  bill  appeared  we  did  not  know  that  it  had  been 
proposed  to  place  a  tax  on  adding  machines.  When  we  learned  this 
we  made  some  investigation  to  £md  out  what  other  countries  in  the 


(^oe^applianipe  lim  wePQ.  co veiled  in  this  hiiX.  W^  £ou^d  ^vm  arti- 
cles had  boen  Ia  the  I^Ul  ii^hich  are  darecti  competitors  o£  oui;  prod- 
Ujpts,,  but  those*  artofcle^  badf  beei^  taken  out. 

Senator  Smoqx.  Wl)4t  airticles  have  you,  refereiice  to.  as  having 
been  taken  out? 

]^i  PoD0£.  Typeiwriters  with  adding  attaichm^nts,  co^l^inalion 
typewi^iters  and  adding  machos,  computing  machines,  and  tabulat- 
ing machines. 

The  Chai9m;an.  They  have  all  been  tal^ie^  out,  l^avin^  only  adding 
n^achines? 

Mr.  DoDGi^.  That  is  my  understands^. 

Senator  Thomas.  What  is  a  tabula^trng  machine?  Is  not  that  a 
mecha^issm  ol  somewhat  similar*  usefulne^Sr— I  meaja  diBpendix^  for 
its  patronage  upon  the  same  line  6t  tr ad^  ? 

Mr.  Dodge.  Tabulating  machines  and  duplioatii^  machines;  yes, 
sir.    Likewise  the  combination  typewriter  and  adding  machine. 

Last  Tuesdivy  I  aj^peared  before  the  Ways  and  Means  Committee 
for  the  first  time,  and  for  the  first  time  stated,  iixB  position  of  om: 
opnipany  and  the  belief  that  we  had  tha4^  an  iiMiocent  mistake  had 
been  made  in  including  adding  machines  in  the  fonn  i^ey  ha^.  be^)> 
having  later  taken  out  competitiiv^e  airticles. 

Senator  Smoot.  The  mistake  was  made  in  dropping  the*  others, 
was  it  not? 

Mr.  Dodge.  Well,  that  is  for  you  gentlemen  to  judge.  After  ap- 
pearing before  Judge  Hull  he  asked  thajt  I,  put  briefly  the  main  joints 
in  a  letter,  and  T  think  if  I  read  from  thfe  Ifetter  ajii  then  talk  from 
thAjb  for  a  minute  or  two  I  can  coisrei:  the  ground  in  ttte  best  way. 
With  youj;  permission  T  will' read  tJ^ls  letter,,  which  is  d^ted  S^tefn- 
ber  11' [reading]': 

Judge    CORDKLL    HlTLL, 

Maya  and  Means  Committee j 

HQu$e  of^  UsepvesentatUaes. 

Mr  Ukab  .Tvdgh:  Tbe  Miar.-rev«ntte-MU*haa  sm  for  Qxetnptod.typftwritBis.witii> 
adding  attaehment-s,  combination  typewriters  and  adding  machines,  compq||ii||p[ 
and  tabulating  machines,  and  a  proposed  tax  of  10  per  cent  Is  scheduled  for 
addi^iK  matJiiaes^ 

About  one-half- of  the  pi*oduct  of  the  Burrou^is  Adding  Machine  Co.  is  known 
as  bookkeeping  machines  which  comft  in  direct  ocMnpelltion  with  the  above 
classification  now  exempted. 

We  Itelieve  th<it  the  Qommitjtea  are  notiaw^r^  of,the  fi^  that  tl4a..]^rtiMiof 
our  prtKluct  is.  sold  fi)r  the  same  use  as  the  tl^ree  types  exempted..  We  fl^l 
certain  that  tliere  is  no  intention  on  their  part  to  show  dls^criminattoti  agaipst 
any  mie. 

The  Chairman.  If  we  should'  include  those  other  articles-  in  the 
bill,  would  you  have  any  objection? 

Mr.  Dodge.  I  be^  vour  pardon. 

The  Chairman.  I  say,  if  tlie  committee  should  concludej  to  iticlude 
the  articles  which  you  say  have  been  eliminated;  albng.  with  addjng 
mai^hines,  would  you  hav^  any  objection,? 

Mj\  DpDOE.  That  would  meet  tjie  situatipn  partly..  My  personal 
opinion  is  that  it  might  be  improved  even  beyond  that.  I  wul  touch 
upon  that  phase. 


Tlie  CHAiR^lA'N.  You  wet6  basing  your  •argnm^rit  Hipom  the  jgrdtad 
that  yonv  laachine  caine  in  Cottipetittoflfi  tvitti  trtAtet  iiHides  which  Yikei 
been  ill  th^.  Ibill  aYid  whi<Ai  hud  been  t^ken  owt. 

Mf.  t)(M)(3fc.  V^^^  that  fe  pei*teetly  t-hie. 

Hie  CitAiRMAx.  And  on  the  gityun:d  that  it  milght  'affect  yoHit  busi- 
ness. 

Mr.  Dodge.  Yes. 

"Senator  S:»rooT.  You  are  petfcctly  right  on  thnt.  Now,  come  to 
the  tax. 

Mr.  iDoDG^  (contintiing  reading) : 

If  addittff  machines  ^re  toxable,  then  (lertaiuly  typewriters  witli  adAiug 
attachments,  combinutfen  typewriters  and  actdln^  iVihchlnes,  and  coin'piitlng  and 
tabulating  machines  are  ali?o  taxa'ble,  as  tiiey  tr^  so^d  i^r  the  *a«e  pui^wi^s  as 
boofclceepifig  n)a<!hit)es. 

*    It  the  ab<A'>e  dnKsUleatioii  ^Aionid  \*e  «xeini>t,  then  tiddiHig  B^achines  should  Also 
be  exempt 

We  herewith  place  before  you  certiiin  information  sbowing  the  essentinllty  of 
tlie  addine:  inachiue  in  the  Inishiess  world. 

First.  About  72  p»er  K-^xt  of  our  ^iro^uct  is  soTd  to  the  frovemmeut,  xmr 
industries:,  and  financiol  iBstitutionis. 

Second. — The  whole  accounting;  system  of  the  banking  institutions  is  built 
up  around  the  adding  machine.  This  c;in  readily  be  ascertained  by  investip^a- 
tion  at  Goveriunent  ofllces.  financial  iustitut^ohs,  ahd  manufactm-inig:  Indus- 
tries. (Note  copies  of  letters  attached.^  Fort>'  per  cent  of  t>ur  pwduct  as 
represented  in  money  value  is  purcha.sed  by  the  financial  institutions  who  at 
present  are  assuming  mate**ial  i^esponSibiJities  in  handling  Liberty  loan,  Red 
Cross,  War  Chest,  and  Y.  M.  C  A.  accounting  for  the  Government  interests, 
which  relieve  the  Government  of  considerable  expense  in  this  Connection,  fttenre 
the  banking  llrati  tut  ions,  ^var  indu^ries,  Oovernment  and  Govermttent-con- 
ti\>lled  institutions  would  be  paying  about  72  per  cent  of  tbe  tax.  Is  It  desir- 
able to  Impose  this  burden  on  theni,  t?Onsldering  that  the  tax  collectible  would 
not  compensate  for  the  hardship  entailed? 

Third. — We  estimate  that  this  year's  output  of  Burroughs  machines  will 
take  the  place  of  24,000  Individuals  who  would  be  necessary  if  adding  machines 
were  not  In  existence.  A  larpp  jiroportion  of  the  machines  are  now  operated 
by  women,  thereby  wleasiJig  thousands  of  men*  for  war  \vx)rk  and  othet*  duties. 

The  adding  machine  is  in  no  sense  ti  luxury.  It  is  n  gi*eat  conserver  of  mun 
power. 

fourth. — The  development  of  mechanical  figuring  Is  so  extensive  that  it  re- 
quires the  services  of  accountants  and  highly  specialized  experts  to  negotiate 
die  sale  with  the  users,  such  as  banks,  railroads,  and  mercantile  institutions, 
in  adapting  the  muchinew  to  their  accounting  problems. 

Fifth. — Many  large  industries  have  been  so  affected  by  the  draft  that  tlieir 
accounting  departments  would  be  absolutely  demoralized  without  the  Use  of 
bookkeeping  machines.     (See  letter  attached.) 

We  place  the  above  Infornrntion  before  >'ou  for  your  earnest  conslderntiouj 
believing  that  it  Is  your  desire  to  Impose  taxation  that  will  be  fair  and  just  to 
all. 

Very  truly.  yoin*s. 

K.  tt.  DoncE, 
Direclor  of  sales;  also 
Director  hf  Burrvnph.9  Ad&ing  Machine  Co. 

If  I  have  your  permission^  I  would  like  to  refer  to  tlu-ee  short  let- 
ters, one  representing  the  Federal  reserve  bank 

Senator  Thomas.  Is  it  your  purpose^  in  referring  to  these  letters, 
to  injprcss  us  with  the  usefulness  of  this  device?  If  so,  I  am  willing 
to  concede,  so  far  as  I  am  concerned,  that  it  is  one  of  the  most  useful 
devices  wu  have  to-day  in  business. 

Senator  Smoot.  All  you  have  aaid  I  can  testify  to. 

Senator  Ronix.sox.  T  do  not  think  there  is  any  question  about  that. 
Just  put  in  the  letters. 
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Mr.  Dodge.  I  have  here  three  letters,  one  representing  the  Federal 
Reserve  Bank  System  from  the  Federal  Reserve  Bank  of  Cleveland^ 
Ohio.  It  is  hot  the  only  letter.  Several  others  are  on  file  with  us. 
There  is  another  letter,  representing  the  national  banks  of  the  coun- 
try, and  here  is  a  copy  of  a  letter  from  the  Bethlehem  Steel  Co.  stat- 
ing how  their  entire  accounting  system  is  built  around  the  machine^ 
and  to  what  extent  they  are  dependent  upon  it. 

Senator  Robinson.  They  would  be  able  to  pay  a  reasonable  tax,  I 
think. 

Mr.  DoDGt.  I  think  they  would,  sir.  I  do  not  question  it  for  a 
moment. 

Senator  Thomas.  They  could  charge  it  to  cost  plus. 

Mr.  Dodge.  I  desire,  also,  to  refer  to  the  fact  that  early  in  the  war 
our  factory  at  Nottingham,  England,  was  t^endered  to  the  British 
Government  for  war  purposes  on  the  ground  that  we  would  be  glad  to 
furnish  them  with  such  machines  as  they  needed  from  our  American 
factory.  The  Government  there  has  had  the  use  of  our  factory  since 
the  beginning  of  the  war.  The  British  Government  has  conceded  or 
granted  our  company  20  tons  monthly  of  shipping  space  to  carry 
machines  to  Great  Britain  for  use  of  the  British  Government,  and 
in  the  British  war  industries. 

France  has  already  granted  30  tons  of  shipping  space  for  the 
same  purpose. 

So  those  few  developments,  coupled  with  the  information  you  have, 
coupled  with  the  information  about  the  dependency  of  the  business 
world  on  these  machines  to  take  care  of  the  labor  shortage,  I  think 
establish  the  fact  that  we  do  not  belong  in  the  classification  where 
we  were  put  when  this  taxation  bill  was  drafted. 

Senator  Smoot.  You  are  classed  as  a  luxury  and  you  are  not  a 
luxury  ? 

Mr.  Dodge.  That  point  I  want  to  establish  beyond  any  doubt.  We 
are  put  in  the  same  class  as  articles  such  as  motion-picture  films, 
tennis  rackets,  golf  clubs,  baseball  bats,  lacrosse  sticks,  fishing  rods 
and  reels,  chess  and  checker  boards,  chewing  gum,  candy,  dirk  mives, 
bowie  knives,  daggers,  etc.,  electric  fans,  thermos  bottles,  cigar  or 
cigarette  holders  and  pipes,  photographs,  automatic  slot  devices, 
weighing  or  vending  machines,  liveries  and  livery  boots  and  hats, 
bathing  suits,  etc. 

Senator  Robinson.  Have  you  taken  that  matter  up  with  the  au- 
thorities that  make  these  classifications?  You  understand  that  we  do 
not,  primarily,  make  these  classifications.  We  did  not  assign  you  to 
the  nonessential  or  luxury  class. 

Mr.  Dodge.  I  think  my  ideas  are  quite  clear  on  that,  Senator,  and 
I  think  I  have  established  the  fact  that  the  article  made  by  our  com- 
pany is  in  no  sense  a  luxury ;  that  the  business  world,  and  financial 
establishments  particularly,  are  very  much  dependent  on  those  ma- 
chines at  the  present  time. 

Senator  Smoot.  What  were  you  selling  the  machine  at  in  1914  ? 

Mr.  Dodge.  What  were  we  selling  it  for? 

Senator  Smoot.  Yes. 

Mr.  Dodge.  With  the  exception  of  about  one-tenth  of  our  line,  the 
same  price  as  we  are  selling  them  at  now. 

Senator  Smoot.  And  what  is  that  one-tenth  that  has  increased  in 
price;  what  line  of  machines? 
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Mr.  Dodge.  Bookkeeping  machines,  on  which  we  discovered  that 
we  made  the  wrong  price  in  the  beginning,  when  we  put  the  article 
on  the  market. 

Senator  Thomas.  Did  yon  charge  too  much  for  them  ? 

Mr.  Dodge.  We  did  not  charge  enough  for  them,  although  the 
raise  in  price  was  not  very  great. 

Senator  Thomas.  This  is  not  the  only  type  of  adding  machine? 
There  are  other  manufacturers? 

Mr.  Dodge.  There  are  other  manufacturers ;  yes,  sir. 

Senator  Smoot.  This  is  the  machine? 

Senator  Thomas.  Oh,  of  course. 

Mr.  Dodge.  I  believe  our  company  is  providing  about  60  per  cent 
of  the  total  number  of  adding  machines  used  in  tne  country. 

Senator  Bobinson.  It  is  a  necessary  machine  in  all  accounting 
now.  w 

Senator  Nugent.  Are  those  machines  made  now  which  divide  and 
subtract? 

Mr.  Dodge.  Yes;  those  machines  are  in  this  class. 

Senator  Nugent.  Are  machines  manufactured  that  divide  and 
subtract? 

Senator  Thomas.  They  will  do  everything  now  except  wipe  out 
your  overdraft. 

Senator  Nugent.  I  was  just  wondering  whether  or  not  they  would 
be  included  under  this  general  head  of  adding  machines. 

Senator  Eobinson.  It  ought  to  be  "  computing  machines." 

Mr.  Dodge.  They  are  the  ones  that  run  in  direct  competition  with 
the  articles  that  have  been  taken  off  the  bill. 

Senator  Townsend.  I  think  there  is  no  question,  if  Mr.  Hull  makes 
that  suggestion,  that  the  classification  is  wrong,  and  they  knew  noth- 
ing about  it  at  the  time,  and  not  until  this  complaint  was  made  did 
they  get  onto  it. 

Senator  Jones  of  New  Mexico.  You  do  not  object  to  the  tax  you 
are  called  on  to  pay,  but  to  the  company  you  are  made  to  keep;  is 
that  it? 

Mr.  Dodge.  I  think  you  will  agree  that  if  the  Burroughs  machine 
must  be  sold  under  a  tax  while  other  competing  machmes  and  so* 
called  necessities  of  the  business  world  are  sold  without  a  tax,  it  puts 
a  handicap  on  the  production,  not  only  now  but  after  the  war. 

Senator  Robinson.  He  makes  two  points — first,  that  it  is  a  neces- 
sity and  that  it  ought  not  to  be  taxed  in  that  way;  and,  second,  that 
if  it  is  taxed  other  competing  articles  ought  also  to  be  taxed. 

Senator  Townsend.  He  puts  it  right  the  reverse,  as  I  understand. 
He  does  not  want  to  complain  about  his  competitors  or  anything  of 
that  kind,  but  he  wants  it  put  so  that  if  they  are  exempt  he  will  bei 
exempt.    The  necessary  inference  is  drawn. 

Senator  Robinson.  That  is  the  same,  of  course.  It  is  a  fair  propo- 
sition, that  if  he  is  not  exempt  and  they  are  exempt  it  will  affect  his 
business. 

Senator  Townsend.  He  is  not  asking  you  to  attack  some  other 
item,  so  far  as  that  is  concerned. 

Senator  Robinson.  It  is  a  fair  proposition. 

Senator  Townsend.  It  is  a  fair  proposition. 

Mr.  Dodge.  I  suppose  every  man  around  this  table  agrees  that  it 
is  not  fair  to  leave  the  discrimination  in  the  bill  as  it  is  at  present. 
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I  top0  ytm  wiffl  see  tiiat  k  is  fair  to  «x«Bpt  ii;dd$^  )iiaditites  as  an 
edaefttial  <x)iiimodky. 

If  there  is  anything  else  we  can  add  to  what  I  have  wti^  we  will 
be  glad  to  fumi^  aliy  inlormatkm.  lAcid^dftiaUy-,  I  wfemt  yoe  to 
know  that  the  company  h^as  just  t^^nle^ed  about  -206.000  sq^Tare  f^et 
of  floor  space  to  the  Government  for  its  iise  i«.  a  most  stringent 
einei'gency. 

Gentlemen,  I  thank  you. 

(The  letters  submitted  by  Mr.  Dodge  are  here  t^iVted  in  full,  as 
follows:) 

FEDEBAL  {{dEfiEBVE  BAXK  OF  Ol£VELANf>» 

June  12,  J 9  IS. 
Kir.  F.  S.  Crane, 

Manager  VfeV^kmd  Agency,  Burroughs  Adding  }^uch\n*'  Co. 

'Dea'r  '&!»:  I  am  i^U^tl^'  (H^tnrbed  over  ydur  stattemeM  ^at  "OertMii  ibUbov 
draft  officials  hjive  hnzardefl  the  conjecture  that  yoiiF  repair  men  are  doing  n<m- 
^pentiitl  w6rk. 

I  do  not  see  how  the  work  of  this  Institution  could  he  carried  on  witkout  the 
use  of  adding  machines,  bookkeeping  machines,  and  otiier  mechanical  acconntlni; 
devices.  With  the  larjfe  nuimber  (k  such  highly  dev(4o(peA  aiid  delicately  ad- 
Jtt^ted  tuachfnes,  operated  under  presstrt-e  oft€*n  by  itiexp^in^ced  peft*d6nB,  a'nd 
nearly  always  hy  persons  without  mechanical  aptitude,  it  is  inevitable  .that 
adjustments  and  repairs  should  be  frequently  necessary. 

It  would  seem  perfectly  apparent  that  the  average  mechanic  could  not  b^ 
capable  of  making  such  adjustments  and  repairs  witlumt  the  fatAlliarft5r  which 
I'esults  fi*offi  lot>g  training  in  this  bi'ghly  specialized  cflafes  of  w6iflj.  1T»hi«ib  we 
can  have  at  call  the  service  of  such  experts,  the  mechenical  equipment  Hpon 
which  we  have  come  to  rely  and  without  which  a  tremendoirarty  increased 
number  of  hands  would  be  required,  would  be  almost  absolutely  useless,  becavse 
fnterruptions  to  otrr  work  Would  disrupt  our  entire  system,  dependliig  as  it  does 
so  largely  upon  such  dispatch  as  wirt  insure  t^e  bandling  aad  POtwardlng  <if  aA 
items  tiiat  reach  us  on  the  day  on  whi(^  tbe(y  are  t^ceiveC 

These  facte  are  so  obvious  to  a&yone  acqtiainted  not  only  with  banking  •bat 
also  with  the  other  systems  of  accounting  that  are  vital  to  the  business  interests 
of  the  country,  that  1  can  not  believe  thfiit  any  d'rftft  oftldal  could  be  acting  wfeh 
authority  in  making  the  statement  that  your  repair  men  were  engaged  tn  im- 
aecessac^  work.  I  '^otiM  thtnfe,  in  tatty  that  It  "wonlA  be  unnecessary  to  take 
the  matter  vap  with  Washington,  for  it  seems  inconceivable  that  sach  a  rHlbig 
could  be  made.  However,  it  is  my  understanding  tbat  the  office  of  the  Provost 
Marshal  General  (who  is,  I  believe,  Maj.  Gen.  Enoch  H.  Cr'owder)  would  be 
the  proper  quarter  to  x\'btch  any  communicattons  6\\  tih(*  subject  should/  he 
addressed. 

Very  traly,  yours, 

E,  U.  Faxcher.  f/orvT'iior, 

!BANK  of  PrfTSBUKGH,   NXTlONAt.  ASSOCIATIOX, 

Pimburgh,  Pa.,  July  i8,  IPiti. 
Mr.  A.  W.  Saxb, 

Manager  B^itrroughs  Adding  Macfrine  Co.,  Pittsburgh,  Pa. 

Deas  Mb.  Saxe  :  At  this  time  there  is  considerable  discussion  as  to  "  essen- 
tials atid  nonessentials,"  and  from  the  fact  the  Bank  of  Pittsburgh,  National 
Association,  ot)er<ite  approxltnatdly  40  Burroughs  adding  ffrachlnes,  It  Is  our 
desire  to  issue  this  letter  stating  that  tt  wonW  be  practically  impossible  to 
coo^lete  tihe  daily  Work  of  any  banking  institution  Witkout  the  use  o(  adding 
machines^-  and  further  it  is  a  well-known  fact  that  the  Burroughs  Adding  Ma- 
chine CJo.  fnmlsh  the  great  majority  o^  adding  machines  to  t^e  diiferent  tmnlAng 
institutions  in  the  United  States.  Should  the  adding  machines  be  comMered 
am  noneflewnritfal.  It  would  necessitate  tlie  use  of  at  least  three  times  the  ^cterftcal 
force  in  any  one  of  our  banking  Institution^. . 

Adding  machines  are  so  essential  to  the  banking  business  that  we  do  not 
hesitate  to  say. that  by  clawing  tliem  as  nonessential  would  c^tAlnly  be  a 
calamity  not  only  to  the  ban'k  \pb^  to  tlhe  depositoir  as  'welt 

Wtth  l^&idest  regardfe  and  best  wishea,  I  am. 

Very  traly,  years,  wm.  M.  Beu;. 

Assistant  Cashier. 
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Bbthlbhsh,  Pa.,  April  29,  1918. 
Mr.  F.  B.  PAiTLHAKua, 

Senior  Civilian  A98i$tani  Intpector  of  Ordnance, 

Dear  Sd:  With  reference  to  the  request  and  affidavits  for  the  transfer  to 
the  Smergency  Fleet  classification  list  of  Thomas  B.  Hannahan,  of  the  Bur- 
rouRhs  Adding  Machine  Oo.,  we  the  undersigned  beg  to  make  statement  that  the 
Bethlehem  Shipbuilding  Corporation  (Ltd.)  is  operating  100  per  cent  on  Navy 
and  Emergency  Fleet  work;  the  Bethlehem  Steel  Corporation  Is  operating  65 
per  cent  on  Navy  and  Emergency  Fleet  work. 

All  the  accounting  work  made  necessary  by  the  operating  departments  of 
both  these  corporations  is  represented  at  Bethlehem  by  a  clerical  force  of  167 
on  the  accounts  payable,  accounts  receivable,  and  billing  departments;  85  out 
of  the  total  force  are  constantly  at  work  on  the  shipbuilding  accounts ;  86  of 
the  total  force  are  at  work  on  the  Navy  and  Emergency  Fleet  accounts  of  the 
Bethlehem  Steel  Corporation.  Thus  a  total  force  of  121  are  at  work  on  the 
accounts  made  necessary  by  the  Navy  and  Emergency  Fleet  work. 

This  force  of  clerical  workers  is  absolutely  dependent  upon  the  Burroughs 
adding  machines,  around  which  our  system  of  accountancy  has  been  built,  and 
without  which  it  would  be  almost  impossible  to  obtain  the  accounting  results 
which  are  absolutely  imperative. 

We  therefore  add  this  evidence  to  the  affidavits  already  submitted,  with  the 
request  that  it  be  given  the  most  serious  consideration. 

H.  a.  SicrrH, 
Manager,  Bethlehem  SMpbuUding  Corporation  {Ltd.). 

H.  E.  Lbwis, 
Viee  Preeident,  Bethlehem  Steel  Corporation. 

The  Chairman.  The  committee  will  next  hear  Mr.  Wade  H.  Ellis. 

STATEMENT  OF  ME.  WADE  H.  EUIS,  EEFBESEHTinO  THE 

1THITED  CIGAB  8T0BES  CO. 

Mr.  Elus.  Mr.  Chairman  and  gentlemen  of  the  committee,  I  rep- 
resent, as  counsel,  the  United  Cigar  Stores  Co.  of  America.  Mr. 
Edward  Wise,  president  of  the  company,  had  expected  to  be  present 
but  was  unavoidably  detained  at  the  last  minute,  and  he  has  asked 
me  to  present  his  views,  which  I  will  do  very  briefly. 

I  am  not  intending  to  discuss  the  general  tobacco  schedule,  but 
only  one  feature  of  Sie  tobacco  tax,  and  that  is  the  sa*called  floor 
tax,  or  the  tax  on  goods  on  hand,  which  is  found  in  section  702  of 
the  bill,  at  pages  120  and  121  of  your  official  cony. 

Heretofore,  under  the  tax  of  1917  and,  indeea,  under  the  Spanish- 
American  War  tobacco  tax,  the  Congress  has  always  levied  on  the 
^oods  on  hand  that  had  already  paid  the  previous  tax  a  so-called 
floor  tax  of  one-half  of  the  diflFerence  between  the  new  law  and  the 
existing  law  j  that  is  to  saj,  one-half  of  the  new  tax — ^the  additional 
burden.  This  was  done  m  the  act  of  October  8,  1917,  passed  last 
fall.  There  was  not  the  slightest  intimation  that  there  was  goins 
to  be  any  change  in  the  matter  that  this  time^  and  it  was  assumed 
that  the  policy  would  be  the  same,  but  the  bill  as  reported  to  the 
House  provides  for  the  absorption,  apparently,  of  the  entire  new  tax, 
or  the  entire  difference  between  the  tax  imposed  by  the  act  of  Oc- 
tober 8, 1917,  and  the  tax  proposed  to  be  imposed  by  this  new  statute 
upon  goods  on  hand;  and  we  respectfully  submit  that  this  would  be 
a  .serious  mistake;  that  the  tax  ou^ht  to  be  not  more  than  one-half, 
such  as  has  been  the  uniform  policy  of  the  Government  heretofore 
and  such  as  was  provided  in  the  last  act 

We  ask,  therefore,  that  section  702  be  amended  so  as  to  introduce 
the  words  ^^  one-half  of  "  between  the  words  ^  of ''  and  ^^  the  "  in  line 
5,  page  121.  of  ^the  bill. 
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Senator  Smoot.  The  words  "  one-half  of  the  "? 

Mr.  Ellis  (reading).  "One-half  of  the  difference,"  etc.  This,  as 
I  have  i)ointed  out,  is  line  5,  page  121. 

Now,  if  the  committee  please,  and  will  bear  with  me  a  few  moments, 
I  would  like  to  read  very  briefly,  and  I  will  save  the  time  of  the 
committee  in  that  way,  the  several  distinct  reasons  given  by  the  presi- 
dent of  the  United  Cigar  Stores  Co.  for  this  proposed  amendment. 
In  order  to  make  this  clear  I  will  read  Mr.  Wise's  statement  in  full 
[reading] : 

Statement  of  Edwarp  Wise,  President  of  United  Cigar  Stores  Co.  of 

America. 

(Title  VII,  sec.  702,  H.  R  12863 — Floor  tax  on  cigars,  tobacco,  and  manufactures  thereof.) 

We  respectfully  ask  the  amendment  of  Title  VII,  section  702,  H.  R.  12863.  by 
inserting,  on  page  121,  line  5,  between  the  words  "  to  *'  and  "  the,"  the  words 
"  one-half  of,"  so  that  section  702  shall  read  as  follows : 

"That  upon  all  the  articles  enumerated  in  sections  seven  hundred  or  seven 
hundred  and  one  which  were  manufactured  or  imported  and  removed  from  fac- 
tory or  customhouse  on  or  prior  to  the  date  of  the  passage  of  this  act,  and  npon 
which  the  tax  imposed  by  existing  law  has  been  paid,  and  which  are,  on  the  day 
after  the  passage  of  this  act,  held  by  any  person  and  intended  for  sale,  there 
shall  be  levied,  assessed,  collected,  and  paid  a  floor  tax  equal  to  one-half  of  the 
difference  between  (a)  the  tax  imposed  by  this  act  upon  such  articles  according 
to  the  class  in  which  they  arc  i>laced  by  this  title,  and  (b)  the  tax  imposed 
upon  such  articles  by  existing  law  other  than  section  four  hundred  and  three 
of  the  revenue  act  of  nineteen  hundred  and  seventeen." 

The  existing  revenue  law,  being  the  act  approved  October  3,  1917,  in  section 
403  thereof,  provided  as  follows : 

"  That  there  shall  also  be  levied  and  collected,  upon  all  manufactured  tobacco 
and  snuff  in  excess  of  one  hundred  pounds  or  upon  cigars  or  cigarettes  in  ex- 
cess  of  one  thousand  which  were  manufactured  or  Imported  and  removed  from 
factory  or  customhouse  prior  to  the  passage  of  this  act,  bearing  tax-paid  stamps 
affixed  to  such  articles  for  the  payment  of  the  taxes  thereon,  and  which  are,  on 
the  day  after  this  act  is  passed,  held  and  intended  for  sale  by  any  person,  cor- 
poration, partnership,  or  association,  and  upon  all  manufactured  tobacco,  snuff, 
cigars,  or  cigarettes,  removed  from  factory  or  customhouse  after  the  passage  of 
this  act  but  prior  to  the  time  when  the  tax  imposed  by  section  four  hundred  or 
section  four  hundred  and  one  upon  such  articles  takes  effect,  an  additional  tax 
equal  to  one-half  the  tax  imposed  by  such  sections  upon  such  articles.*' 

The  act  of  October  3,  1917,  so  far  as  concerned  the  war  tax  on  "Tobacco, 
cigars,  and  manufactures  thereof,"  did  not  become  elective  upon  its  passage, 
but  became  effective  30  days  after  the  passage  thereof,  and  it  was  for  that 
reason  that  the  provisions  of  section  403  were  extended  to  tobaccos,  etc.,  re- 
moved from  the  factory  after  the  passage  of  the  act  but  prior  to  the  time  when 
the  tobacco  tax  became  effective.  The  new  House  bill  makes  the  changes  in 
the  rates  of  taxes  on  cigars,  tobacco,  and  manufactures  thereof  effective  at 
once.  It  is  not  asked  now  that  there  be  any  extensison  of  time  of  30  days  or 
otherwise  before  the  floor  taxes  on  goods  on  hand  at  the  time  of  the  passage 
of  the  act  become  effective,  but  it  is  asked  that  the  floor  tax  should  attach  im- 
mediately on  the  day  after  the  passage  of  the  act,  as  provided  in  section  702, 
upon  all  goods  then  held  and  intended  for  sale.  It  is,  however,  respectfully 
submitted  that  the  amount  of  this  floor  tax  should  not  represent,  as  now  pro- 
vided in  section  702,  the  whole  of  the  difference  between  the  tax  imposed  by 
the  new  law  and  the  tax  imposed  by  the  existing  law,  but  should,  for  the  fol- 
lowing reasons,  equal  only  one-half  of  that  difference. 

I. 

In  order  to  collect  this  floor  tax  it  is  necessary  that  an  inventory  be  made 
by  every  jobber  and  retailer  of  tobacco  and  manufactures  thereof.  Undo*  a 
previous  revenue  act,  by  which  an  occupation  tax  was  imposed  upon  all  job- 
bers and  retailers  of  tobacco  products,  there  were  registered  in  the  whole  coun- 
try 465,000  of  all  kinds,  small  and  large.    Statistics  which  are  believed  to  be 
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reliable,  obtaiued  through  the  Treasury  Department,  show  that  the  returns  on 
the  floor  tax  Imposed  by  section  403  of  the  act  of  1917  were  made  by  only 
10,000,  and  that  the  total  amount  of  the  floor  tax  so  collected  was  $5,101,724.84. 
It  is  conMervntlvely  estimated  that  at  the  time  of  the  inissage  of  the  act  of  1017 
there  were  in  the  irnited  States  not  less  than  600,000  dealers  in  tobaccos  and 
manufacturers  thereof  at  retail ;  this  did  not  include  Jobbers. 

At  the  time  of  the  dissolution  of  the  Amerloan  Tobacco  Co.  in  1911,  under 
the  decree  of  the  Unlte<l  States  Supreme  Court,  the  record  in  that  case  showed 
that  there  were  at  that  time  over  600,000  persons  and  firms  engap^ed  in  the 
Unlte<l  States  In  .selling  tobaccos  and  manufactures  thereof  at  retail,  and  yet 
In  1917  returns  for  the  payment  of  the  floor  tax  were  made  by  only  10,000. 
The  coUet'tlon  of  the  floor  tax  from  the  retailers  under  all  circumstances  is 
diflicult,  and  to  collect  even  a  portion  thereof  reiiulres  a  staff  of  thousands  of 
men.  The  result  has  l)een  that  practically  only  the  largest  among  the  retailers 
and  Jobbers  flle<1  returns  as  required  by  the  regulations  and  paid  the  amount 
of  the  floor  tax,  and  this  Avas  on  the  basis  f)f  the  payment  of  one-half  only 
of  the  additional  tax. 

II. 

Tiie  stocks  of  tolwicix)  and  manufactures  thereof  which  the  dealers  will  have 
on  hand  on  the  date  of  the  passage  of  the  new  act  will  all  represent  purchases 
made  by  the  retailers  long  prior  thereto,  due  in  large  measure  to  the  fact 
that  the  Government  requirements  for  the  Army  and  Navy  have  been  so  com- 
prehensive that  the  retailers  have  been  obliged  at  times  to  wait  for  months 
beyond  tlie  ordinary  time  In  order  to  receive  goods  ordered  by  them,  all 
realizing  that  the  Government  requirements  must  first  be  satisfied.  These 
goods  have  all  been  purchased  on  the  basis  of  the  present  revenue  acts.  In- 
creased taxes  in  the  act  about  to  be  passed  will  require  increases  in  prices  in 
tobacco  and  the  manufactures  thereof  by  the  retailers  to  consumers.  It  is,  of 
course,  the  retailer,  and  not  the  manufacturer,  who  comes  in  contact  with  the 
purchasing  pul>llc.  The  retail  prices  can  not  be  so  readjusted  as  to  be  changed 
overnight. 

III. 

The  retailers  are  satisfied  that  with  regard  to  all  goods  purchased  either 
before  or  after  the  passage  of  the  new  act,  and  which  are  not  held  by  them 
one  day  after  the  passage  of  the  act,  the  full  tax  imposed  by  the  new  law 
should  become  effective  the  day  after  the  passage  of  the  act.  A  different  situa- 
tion, however,  exists  with  regard  to  stocks  on  hand  which  are  large,  due,  as 
above  noted,  to  the  necessity  of  retailers  getting  goods  when  they  could 
and  carrying  them  in  as  large  quantities  as  their  capacity  and  credit  will 
permit  As  to  these  stocks  on  hand  and  which  in  the  case  of  large  retailers  are 
turned  over  In  about  46  days,  the  clianged  sizes  of  the  packages,  the  changed 
sizes  of  the  cigars,  and  ttke  general  readjustment  necessarily  involved  by 
the  largely  increased  taxes  will  render  it  practically  impossible  for  retailers 
to  readjust  their  prices  to  the  consumer  within  a  period  of  less  than  30  days 
after  the  passage  of  the  act  without  entailing  great  loss,  which  there  is  no 
possibility  to  recoup,  upon  the  part  of  those  retailers  who  will  comply  with, 
the  law  and  make  the  returns  and  pay  the  tax  pursuant  to  the  rules  and  regu- 
lations of  the  Oommlssloner  of  Internal  Revenue. 

IV. 

The  amount  of  the  floor  tax  paid  by  the  United  Cigar  Stores  Co.  of  America 
pursuant  to  the  provisions  of  section  403  of  the  act  of  1917  was  $233,117.26. 
The  time  and  the  efforts  of  all  the  ofllcers  and  employees  of  the  company  were 
Immediately  directed  to  readjustment  of  the  business  so  as  to  meet  conditions 
Imposed  by  the  change  in  the  tax.  Notwithstanding  all  efforts  made  in  this 
regard  It  was  found  to  be  entirely  impracticable  to  make  adequate  readjust- 
ments Involving  increases  of  prices  for  a  period  ranging  from  one  month  to 
three  months  after  the  passage  of  the  act.  Increased  prices  on  cigarettes  and 
tobaccos  to  the  consumer  to  meet  the  requirements  of  the  new  taxation  did  not 
become  completely  effective  until  December,  1917;  on  cigars  the  readjust- 
ment was  not  made  until  about  90  days  after  the  passage  of  the  act,  due  to  the 
fact  that  the  manufacturers  were  unable  to  make  new  sizes  to  meet  the  new 
conditions,  and  In  the  meantime  the  old  retail  prices  prevailed  on  stock  on 
hand.  There  were  a  few  exceptions  on  a  few  publicly  advertised  brands,  but 
not  material  enough  to  affect  the  general  result. 
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V. 

Under  the  Spanish-American  War  act,  increasing  the  internal-revenue  taxes 
on  tobacco  products,  it  was  provided  that  stock  on  hand  should  pay  one-half 
of  the  new  tax  under  the  same  conditions  as  the  act  of  1917.  It  was  esti- 
mated tliat  there  were  400,000  retailers  in  the  United  States  in  18&8,  and  of 
this  number  there  were  only  4,329  who  made  returns.  There  were  34,000 
manufacturers  and  only  345  made  returns.  The  total  amount  of  the  tax  col- 
lected was  $919,000. 

« 

VI. 

For  the  foregoing  reasons,  and  in  order  that  undue  hardship  may  not  be 
placed  upon  those  retailers  who  have  always  complied  with  the  law  and 
who  will  comply  with  the  new  law,  as  against  the  larger  number  who  hare 
failed  to  make  returns  and  in  that  way  have  failed  to  pay  the  tax  to  the 
Government  as  required  by  law,  it  is  respectfully  submitted  that  the  interests 
of  not  only  these  retailers  but  of  the  Government  itself  will  best  be  served  by 
imposing  instead  of  the  whole  tax  an  amount  equal  to  one-half  of  the  tax  only 
as  such  floor  tax,  and  at  the  same  time  through  the  Internal  Revenue  Depart- 
ment to  arrange,  so  far  as  possible,  for  a  complete  enforcement  of  the  law. 

VII. 

The  position  which  I  have  outlined  as  representing  my  company  is  not 
peculiar  to  my  company.  It  is  the  position  of  every  retailer  in  the  country  who 
!s  anxious  to  comply  with  tho  provisions  of  law  to  enable  and  to  assist  in 
every  way  in  raising  as  large  an  amount  of  revenue  a«  possible  out  of  our 
own  industry  without  unnecessary  destruction.  I  am,  informed  that  a  brief 
Ims  been  filed  or  is  about  to  be  filed  with  this  committee  by  the  Tobacco 
^.leiohnnts  Association  of  America,  which  represents  among  its  membership 
thousands  of  jobbers  and  retailers  throughout  the  United  States  who  are  in 
no  way  afiillated  with  the  company  which  I  represent,  and  who  are  earnest 
competitors  thereof,  and  I  invite  the  attention  of  the  committee  to  the  con- 
sideration of  the  views  expressed  by  that  association  in  its  brief. 

September  16,   1918. 

Respectfully  submitted. 

Bdwabd  Wise,  President. 

The  Finance  Committee,  U.  S.  Senate. 

Mr.  Ellis.  Now,  Mr.  Chairman  and  gentlemen,  I  have  no  reason- 
able doubt  that  if  these  facts  had  been  called  seasonably  to  the  at- 
tention of  the  Ways  and  Means  Committee  the  correction  we  sug- 
gest would  have  been  made  by  that  committee. 

Senator  Thomas.  It  would  appear  from  your  statement  that  pre- 
vious and  existing  laws  are  manifestly  weak  in  the  machinery  thev 
provide. 

Mr.  Ellis.  I  should  say,  perhaps,  in  the  enforcement. 

Senator  Robinson.  Did  you  say  that  out  of  600,000  who  were 
liable  for  the  tax  only  10,600  made  returns  ? 

Mr.  Ellis.  Yes,  sir. 

Senator  Smoot.  There  was  10  per  cent  paid  the  tax,  but  far  less 
than  10  per  cent  of  returns 

Senator  Eobinson,  I  understood  you  to  say  that  there  were  only 
10,000  out  of  600,000  that  were  liable  for  the  tax. 

Mr.  Ellis.  Yes. 

Senator  Thomas,  With  that  law  in  force  as  it  ought  to  be,  the 
revenue  from  tobacco  would  be  very  much  greater. 

Mr.  Ellis.  Yes,  sir. 

Senator  Thomas.  Could  you  tell  us  how  much  the  estimated  rev- 
enue from  this  source  would  be  reduced  by  making  the  amendment 
you  have  suggested?    Have  you  figures  on  that? 
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Mr.  Ellis.  I  do  not  know  the  Treasury  Department's  estimate, 
but  I  do  not  believe  it  would  be  reduced  at  all  by  the  change  we 
propose. 

Senator  Robin^son.  He  can  not  tell,  but  they  have  estimated  a 
given  amount  of  revenue  to  be  derivable  from  this  source,  and  of 
course  if  that  estimate  is  reliable,  we  could  get  the  amount  to  be  de- 
rived under  the  bill  as  amended  by  simply  dividing  it  by  two. 

Mr.  Ellis.  But  it  must  be  remembered  that  wiile  one-half  the 
additional  tax  on  floor  stock  might  be  absorbed  by  the  seller  before 
the  readjustment  of  prices  or  sizes,  the  entire  additional  tax  could 
not  be  so  absorbed;  and  if  experience  shows  that  a  vast  majority  of 
dealers  made  no  return  of  stock  on  hand,  in  order  to  evade  one-half 
the  added  tax,  it  would  be  still  more  difficult  to  collect  from  all  if 
the  trade  were  subjected  to  the  entire  increase  in  taxes,  with  no 
opportunity  of  recoupment.  All  things  considered,  it  would  seem 
fairer  to  impose  a  floor  tax  which  all  can  pay  and  then  strictly  en- 
force it  as  to  all. 

Senator  Townbend.  I  want  to  corroborate  what  Mr.  Ellis  has  said 
by  facts  that  have  come  to  my  attention.  I  am  not  acquainted  with 
anybody  connected  with  the  United  Cigar  Stores  except  Mr.  Ellis, 
and  I  did  not  know  that  he  was  so  connected  until  I  saw  him  stand 
up  here,  but  we  have  these  stores  in  innumerable  towns  in  my  State. 
Immediately  after  we  passed  the  act  of  October  3,  1917,  practically 
every  one  of  the  smaller  stores  raised  the  price  of  certam  tobacco 
about  20  per  cent  on  certain  qualities  of  tobacco  that  I  have  in  mind. 
The  United  Cigar  Stores  dia  not  do  that,  and  they  had  not  raised 
it  when  I  came  away. last,  four  weeks  ago.  It  was  still  at  the  same 
old  prices  they  had  always  charged,  for  the  last  4  years,  and  on  a 
5-cent  package  of  tobacco  the  others  were  charging  7  cents.  The 
United  Cigar  Stores  were  selling  it  still  at  5  cents.  They  had  paid 
the  tax,  and  neither  of  the  other  stores  I  have  in  mind,  I  am  positive, 
had  ever  paid  a  cent. 

Mr.  Ellis.  Probably  they  have  made  no  returns. 

Senator  Townsend.  No. 

Senator  Smoot.  Does  the  Internal  Revenue  Department  intend 
that  98^  per  cent  of  the  tobacco  dealers  of  this  country  shall  escape 
paying  taxes  on  their  floor  stock? 

Mr.  Ellis.  Of  course  not.  Senator ;  the  Internal  Revenue  Depart- 
ment means  faithfully  to  perform  its  duty. 

Senator  Robinson.  Do  you  know  whether  or  not  that  statement 
has  ever  been  called  to  the  attention  of  the  Commissioner  of  Internal 
Revenue? 

Mr.  Ellis.  I  do  not  know.  Senator. 

Senator  Shoot.  It  is  so  astounding  that  I  can  hardly  believe  it. 

The  Chairman.  Is  not  this  true:  Does  not  that  600,000  include 
every  little  dealer  that  had  a  box  or  two  of  cigars  upon  their  floor 
when  the  tax  went  into  effect? 

Mr.  Ellis.  I  tliink  that  is  quite  likely.  It  must  include  a  number 
of  dealers  that  it  would  hardly  pay  to  get  the  tax  from. 

The  Chairman.  Under  the  present  law  we  allowed  30  days  after 
the  passage  of  the  bill  before  it  went  into  effect. 

Mr.  Ellis.  Yes,  sir. 

The  Chairman.  Then,  in  addition  to  that,  under  the  present  law 
we  allowed  certain  ezemptiona 
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Senator  Smoot.  One  hundred  pounds  of  tobacco  and  1,000  cigars. 

Mr.  Ellis.  Yes. 

The  Chairman.  One  hundred  pounds  of  tobacco  and  a  thousand 
cigars. 

Mr.  Ellis.  Yes. 

Senator  Kobinson.  That  would  unquestionably  eliminate  a  great 
many  of  them. 

The  Chairman.  Yes.  It  would  not  account  for  all  of  them.  But 
the  small  dealers  all  over  the  country,  who  had  a  small  stock  on  hand, 
they  are  included  in  that  600,000,  and  they  disposed  of  their  stock 
in  some  way  or  other  before  the  end  of  that  30  days — ^many  of  them; 
many  of  them  disposed  of  the  stock  that  would  not  be  exempt  under 
the  tax. 

Mr.  Ellis.  Doubtless  that  is  so. 

The  Chairman.  I  have  the  number  of  dealers  in  the  United  States 
stated  here  as  477  J66.  Out  of  that  number  he  says  only  10,000  made 
returns. 

Senator  Smoot.  The  diflFerence  between  the  number  of  those  who 
made  returns  and  the  total  number  of  dealers  is  aj^palling. 

The  Chairman.  Yes;  but  you  know  every  little  country  store  and 
little  stores  selling  other  things  everjrwhere  will  carry  a  few  cigars, 
incidentally — ^a  very  small  stock. 

Senator  Smoot.  One  hundred  pounds  is  a  good  deal  of  exemption. 

Senator  Townsend.  All  those  little  fellows  took  advantage  of  it 
and  put  up  the  price. 

Senator  Robinson.  I  understand  that  the  Commissioner  of  Inter- 
nal Revenue  is  not  asleep  on  the  proposition,  because  he  is  a  very 
active  man.    He  gets  the  revenue. 

The  Chairman.  The  committee  will  next  hear  from  Mr.  George  A- 
Lee. 

STATEMENT  OF  ME.  OEORaE  A.  LEE. 

Mr.  Lee.  Senator  Lodge  and  gentlemen  of  the  committee.  T  can 
say  wliat  I  have  to  say,  I  think,  in  less  than  10  minutes. 

I  regret  that  I  did  not  have  the  opportunity  of  hearing  what  the 
oil  men  had  to  say  two  or  three  days  ago  upon  the  depletion  clause 
of  the  revenue  bill.  A(^credited  representatives  of  the  German  Gov- 
ernment have  stated  witliin  the  last  60  days  that  when  the  belligerent 
nations  now  engaged  in  this  contest  sit  around  the  peace  table  to  dis- 
cuss the  terms  of  peace,  the  potash  of  Germany  will  have  a  large  part 
to  play  in  dictating  what  those  terms  of  peace  shall  be. 

Senator  Robinson.  Maybe  so. 

Senator  Thomas.  Maybe  so. 

Mr.  Lee.  That  threat  has  been  conveyed  generally  throughout  the 
world,  and  has  reached  this  country,  and  was  intended  to  reach  this 
country. 

For  the  infornuition  of  this  committee  I  want  to  say  that  the  State 
of  Nebraska,  probably  much  to  your  astonishment  and  much  to  the 
astonishment  of  everyone  two  or  three  years  ago.  is  now  producing 
from  i\0  to  80  per  cent  of  the  potash  supply  of  America. 

In  1918  the  German  Government  imported  into  this  country  under 
the  syndicate  plan,  which  now  prevails  there  in  the  production  of 
their  potash,  some  287,000  tons  of  potash — ^287,000  tons  which  was 
cut  off  entirely  at  the  time  war  was  declared. 
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Last  year  Nebraska,  in  cooperation  and  conjunction  with  other 
potash  producers  in  this  country,  was  able  to  produce  but  32,000 
tons  of  potash.  This  year  that  production  will  probably  be  dou- 
bled, because  the  potash  plants  of  Nebraska 

Senator  Lodge.  What  was  the  tonnage  they  produced  ? 

Mr.  Lee.  Thirty-two  thousand  tons  was  produced  by  the  American 
industry  last  year,  as  against  an  importation  of  some  250,000  tons  the 
year  before  war  was  declared. 

Senator  Smoot.  We  produce  more  potash  than  that.  Nebraska 
may  have  produced  32,000  tons,  but  more  was  produced  in  this 
country  ? 

Mr.  Lee.  Yes,  sir;  others  produced  that. 

Senator  Smoot.  You  said  "  we." 

Mr.  Lee.  That  was  a  mistake  on  my  part.  Nebraska  produced 
from  40  to  50  per  cent  of  the  production  of  this  country. 

Senator  Smoot.  Utah  produced  nearly  20,000  tons  last  year  of 
potash. 

Mr.  Lee.  I  am  speaking  from  my  only  available  data — the  reports 
of  the  Geological  Survey  and  the  reports  to  me  from  the  Department 
of  the  Interior  and  the  Department  of  Agriculture. 

Nebraska  potash,  as  well  as  potash  from  all  other  parts  of  the 
country,  is  used  largely  and  fundamentally  in  the  South  and  East, 
essentially  for  fertilizer  purposes. 

Senator  Thomas.  It  is  also  very  valuable  in  mining,  for  the  sepa- 
ration of  gold. 

Mr.  Lee.  Yes.  The  bulk  of  it  at  this  time  is  going  south.  I  can 
say  all  that  I  want  to  say  on  that  by  one  or  two  concrete  examples. 

The  Chairman.  What  is  the  prospect  of  expanding  that  pro- 
duction ? 

Mr,  Lee.  The  prospect  of  expanding  it  depends  upon  the  prospect 
of  the  new  revenue  bill  and  the  consideration  which  Congress  is  dis- 
posed to  give  to  such  war  mineral  industries  as  the  potash  industry. 
I  can  just  answer  your  question  by  taking  one  concrete  case. 

The  CnAHtMAN.  Suppose  w^e  eliminate  that  and  say  that  every- 
thing is  done  that  is  necessary  to  be  done  to  stimulate  the  industry. 

Mr.  Lee.  That  is  very  favorable,  I  am  sure. 

The  Chairman.  To  what  extent  can  you  expand  it? 

Mr.  Lee.  We  can  expand  it  to  the  absolute  exclusion  and  perpetual 
exclusion  of  German  potash. 

Senator  Thomas.  Ilow  long  do  you  think  it  would  be  before  you 
would  produce  an  adequate  supply? 

Mr.  Lee.  I  would  say  that  with  the  present  production  continuing 
as  it  is  now,  under  reasonable  protection,  and  permitting  the  capital 
investment  to  be  amortized,  within  three  to  five  years  the  production 
should  equal  if  not  exceed  the  German  importations. 

Senator  Smoot.  In  order  to  do  that,  however,  the  producer  in  this 
country  has  got  to  be  assured  that  after  the  war  he  will  have  the 
American  market? 

Mr.  Lee.  Oh,  exactly. 

Senator  Smoot.  In  Utah  to-day  we  have  absolute  mountains  that 
we  can  produce  potash  out  of,  all  you  will  want  in  the  United  States 
for  the  next  100  years ;  but  the  price,  of  course,  of  producing  it  and 
the  freight  rate  to  the  market  is  so  much  higher  than  it  is  in  Ger- 
manv  that  it  can  not  be  done. 
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The  Chairman.  Is  the  production  ver^  costly? 

Mr.  Lee.  -Quite  costly,  as  compared  with  the  German  production. 
Over  there  they  mine  it  and  here  we  manufacture  it. 

Senator  Smoot.  Are  the  lakes  in  Nebraska  going  to  hold  out  long! 

Mr.  Lee.  It  has  been  estimated  by  competent  geologists  that  under 
the  present  degree  of  depletion  they  will  probably  last  from  10  to  15 
years. 

Senator  Thomas.  At  what  rate  of  production ! 

Mr.  Lee.  That  is  at  the  rate  of  production  in  the  coming  year, 
which  will  be  about 

Senator  Smoot.  Sixty  thousand  tons? 

Mr.  Lee.  Yes;  about  60,000  tons.  There  is  a  potash  plant  being 
completed  now,  which  wa3  started  some  months  ago,  at  Antioch, 
Nebr.,  which  cost  $1,250,000. 

The  Chairman.  What  is  the  capacity  of  that  plant? 

Mr.  Lee.  It  has  a  capacity  of  about  300  tons  of  potash  per  day. 
The  brine  lakes  which  adjoin  this  plant  are  ample  and  sufficient  to 
supply  the  plant  for  years  to  come.  Under  the  present  law,  and  the 
revenue  bill  as  crystalized  into  law  last  year,  that  plant  will  have  to 
pay  between  $200,000  and  $250,000  to  the  Government.  They  see  no 
assurances  of  amortizing  their  investment.  If  this  war  suddenly  con- 
cludes, no  one  can  forecast  the  future.  No  one  at  this  time,  of  course, 
can  predict  congressional  action — congressional  action  with  reference 
.  to  the  exclusion  of  Oerman  products. 

We  all  hope  that  an  American  policy  will  be  pursued  regardless 
of  politics,  but  that  is  a  contingency  of  the  future,  and  the  situation 
which  now  mu3t  be  met  by- that  company  and  other  companies  simi- 
larly located,  representing  an  investment  of  between  eighteen  and 
twenty  million  dollars  in  Nebraska,  is  this,  are  they  going  to  recover 
their  capital  investment  out  of  their  returns,  if  they  are  to  be  taxed 
between  60  and  80  per  cent  under  the  present  law  ?  The  Treasury 
Department  is  helpless.  They  have  told  my  company  and  other 
companies  that  they  ought  to  get  relief,  and  in  order  to  stabilize  and 
in  order  to  put  tliis  American  industry  on  a  solid  foundation  we 
would  very  much  like  to  see  it  accomplished;  and  after  conference 
with  Chairman  Kitchin  and  the  Ways  and  Means  Committee,  a  de- 
pletion clause  was  written  into  the  bill  which  is  now  before  this 
committee  for  consideration. 

Senator  Thomas.  What  Treasury  Department  official  gave  you 
that  assurance? 

Mr.  Lee.  Dr.  Allen,  I  understand,  mining  expert  of  the  Treasury 
Department. 

Senator  Thomas.  Did  he  convey  it  to  the  Ways  and  Means  Cotn- 
mittee? 

Mr.  Lee.  Yes;  Dr.  Allen  told  me 

Senator  Thomas.  Is  it  your  contention  that  the  Ways  and  Means 
Committee  disregarded  it? 

Mr.  Lee.  No,  Senator;  my  contention  is  that  the  bill  as  it  now 
stands  will  give  reasonable  relief. 

Scoiator  I^binbok.  Oh,  you  are  satisfied,  then,  with  the  relief  you 
have  in  the  bill  as  it  is? 

Mr.  Leb.  Yes;  and  I  simply  wanted  to  take  a  few  ininutes  of  the 
time  of  this  committee  to  point  out  the  importance  of  it 
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The  depletion  clause  as  it  now  stands  in  this  bill  involves  the 
human  equation,  and  that,  of  course,  is  necessary  in  the  administra- 
tion of  this  bill  or  any  other  bill,  but  we  are  wilung  to  take  a  chance 
on  this  Gonmiittee.  While  Dr.  Allen  does  not  represent  directly  the 
Internal  Revenue  Commissioner,  I  am  willing  to  take  a  chance  on 
the  integrity  of  such  representations.  He  told  me  that  this  language 
was  intended  to  accomplish  the  amortization  of  the  capital  invest- 
ment I  do  not  see  how  that  position  can  be  successfulljr  assailed. 
If  a  man  is  willing  now  to  undertake  the  investment  of  a  million  or  a 
million  and  a  half  dollars  in  order  to  stabilize  and  build  up  some 
industry,  it  seems  to  me  that  he  ought  to  be  permitted  to  at  least 
set  aside  a  portion  of  his  net  profits  to  take  care  of  his  capital  invest- 
ment before  he  is  taxed  from  60  to  80  per  cent. 

These  potash  plants,  Mr.  Chairman  and  gentlemen  of  the  com- 
mittee, are  not  seeking  entire  immunity.  They  are  not  seeking  to 
have  their  capital  investment  written  on  with  one  stroke  of  the  pen. 
They  are  as  patriotic  as  any  other  class  of  citizens.  They  are  willing 
to  do  their  bit,  and  they  are  doing  it;  but  they  do  feel  that  if  the 
earnings  of  a  certain  year,  for  instance,  are  $800,000,  $100,000  of 
the  $800,000,  under  reasonable  rules  and  reflations  of  the  Treasury 
Department,  should  be  set  aside  out  of  their  net  earnings  to  permit 
them  to  help  amortize  the  $1,250,000  investment.  Or,  if  the  war 
suddenly  concludes,  and  it  is  seen  that  foreign  potash  may  enter  this 
country  to  the  exclusion  of  domestic  potash,  then  they  feel  that  the 
spread  ought  not  to  be  so  limited  but  that  they  ought  to  get  a  greater 
part  of  their  net  earnings  of  that  particular  year  to  take  care  of 
their  capital  investment. 

Senator  Jokes  of  New  Mexico.  You  have  remarked  that  the  rate 
of  taxation  on  your  industry  will  be  60  to  80  per  cent. 

Mr.  Leb.  Yes,  sih 

Senator  Jones  of  New  Mexico.  How  do  you  figure  that  out? 

Mr.  Lee.  Onl^  by  the  returns  which  are  estimated  by  the  Internal 
Bevenue  Commissioner  and  the  uiouot  which  has  been  paid. 

Senator  Jones  of  New  Mexico.  Then  your  rate  of  profit  is  very 
hi^h,  is  it  not? 

Mr.  Lee.  Yes ;  the  rate  of  profit  has  been  very  high.  Senator,  and 
that  is  the  very  proposition  that  has  stimulated  the  investment. 
There  is  no  question  but  what  the  profit  in  potash  is  extremely  high 
at  this  time. 

Senator  Jones  of  New  Mexico.  How  much  are  you  getting  from 
your  potash  now? 

Mr.  L^E.  I  can  not  speak  from  the  operating  end  of  it.  I  only 
represent  them  in  a  legal  capacity,  on  legal  questions  and  rate 
questions. 

Senator  Thomas.  Can  you  not  give  us  some  idea  ? 

Mr.  Lee.  I  think  that  the  Nebraska  and  other  production  in  this 
country  is  selling  for  from  five  to  ten  times  what  Oerman  potash 
brought  before  the  war. 

Senator  Jones  of  New  Mexico.  That  was  my  recollection. 

Mr.  Lee.  And,  of  course,  the  cost  of  production  is  infinitely 
greater. 

Senator  Thomas*  But  not  five  or  ten  times  greater  ? 

Mr.  Ijbb.  Yes;  but,  Senator,  if  a  man  is  wilSng  to  risk  a  million  or 
two  million  dollars 
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Senator  Thomas.  I  am  not  finding  fault.  I  am  from  a  mining 
country  and  know  what  the  hazards  of  the  business  are. 

Mr.  liEB.  I  know  that  you  are,  and  that  is  why  I  was  going  to  say 
if  a  man  is  willing  to  put  up  a  million  dollars  or  two  million  dollars 
at  the  solicitation  of  the  department  he  ought  to  be  assured  of  the 
protection  of  his  capital.  Take  this  $2,000,000  plant  that  is  being 
built  and  will  be  operated  in  southern  Nebraska ;  it  does  not  own  a 
lake,  but  it  leases  all  the  potash  lakes  around  it  upon  a  royalty 
basis  of  20  per  cent.  Under  the  present  bill  it  is  not  permitted  a 
nickel  for  the  depletion  of  those  lakes,  and  yet  any  intelligent  man 
would  inmiediately  conclude  that  just  to  the  extent  that  those  lakes 
are  depleted — 25,  50,  or  100  per  cent — ^just  to  that  extent  is  the  value 
of  this  potash  factory  impaired  and  destroyed. 

Senator  Townsend.  You  mean  under  the  present  law  ? 

Mr.  Lee.  Under  the  present  law.  Now,  I  take  it  that  the  Treasury 
Depai-tment,  without  having  given  the  matter  very  careful  attention, 
have  arrived  at  this  expression,  which  seems  to  be  fair,  that  there 
shall  be  an  equitable  apportionment  between  lessor  and  lessee,  which, 
as  I  construe  it,  would  mean  that  if  that  string  of  potash  lakes  which 
supplies  this  factory  is  depleted  50  per  cent,  for  instance,  during  the 
next  year,  then  the  allowance  which  is  made  for  depletion  will  be  set 
aside  and  will  be  equitably  proportioned  between  the  lessor — ^who  has 
not  a  nickel  in  the  lakes  other  than  what  it  may  have  cost  him 
years  ago — on  the  one  hand,  fend  the  factory  on  the  other. 

The  Chairman.  You  are  satisfied  with  the  bill  in  this  respect  as 
reported? 

Mr.  Lee.  Yes,  sir ;  satisfied  with  the  wording  of  it. 

The  Chahiman.  You  simply  want  to  impress  it  upon  us? 

Mr.  Lee.  I  want  you  to  appreciate  the  importance  of  it. 

The  Chairman.  Just  one  question.  Have  you  stated  how  long,  in 
your  judgment,  these  potash  lakes  would  furnish  an  adequate  supply? 

Mr.  Lee.  The  best  available  opinion  is  from  5  to  15  years.  My 
own  judgment,  having  seen  them  and  having  seen  the  potash  deposits 
in  them,  is  15  to  20  years;  but  the  State  geologist  of  Nebraska  tells 
me  15  years. 

The  Chairman.  You  think,  then,  in  15  years  our  available  supply 
in  this  country  will  be  exhausted? 

Mr.  Lee.  So  far  as  the  brine  lakes  of  Nebraska  are  concerned.  I 
understand,  however,  that  experiments  are  being  attempted  by  the 
Department  of  Agriculture  to  extract  potash  from  some  other 
minerals. 

Senator  Thomas.  Yes.  Great  Britain  is  manufacturing  a  large 
part  of  her  potash  from  other  materials. 

Senator  Lodge.  There  are  great  deposits  in  Utah  also, 

Mr.  Lee.  Yes. 

Senator  Lodge.  Also  in  California  and  the  Searles  Lake  region. 

Mr.  Lee.  Yes. 

Senator  Thomas.  The  deposits  in  our  country  do  not,  I  think«  exist 
in  the  form  of  lakes;  they  are  in  rocks,  more. 

Senator  Robinson.  What  is  the  output  of  Searles  Lake  now? 

Mr.  Lee.  I  have  not  been  advised. 

Senator  Jones  of  New  Mexico.  You  have  a  big  plant  there. 

The  Chairman.  What  you  mean  to  say  is  that  the  present  law 
would  supply  this  country  for  15  years,  hut  you  have  no  information 
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as  to  how  long  the  total  potash  supply  of  the  lakes  in  the  country 
would  be  equal  to  our  demand  ? 

Mr.  Lee.  I  have  not.  Senator;  but  knowing  what  I  do  about  the 
experiments  that  are  being  conducted  and  the  results  that  are  being 
obtained,  I  am  very  sanguine  about  the  future. 

Senator  Thomas.  No  doubt  about  it. 

Mr.  Lee.  I  think  if  you  will  take  this  letter  which  was  pliaced 
before  the  Ways  and  Means  Committee,  which  came  to  my  attention 
two  weeks  after  it  was  received  by  the  committee — it  is  a  very  succinct 
representation  of  the  attitude  of  all  of  the  people  of  the  country — that 
unless  they  are  permitted  to  amortize  their  investment  the  industry 
will  not  expand.    I  thank  you  for  your  attention. 

The  Chairman.  Mr.  L.  C.  Boyle  desires  to  be  heard,  and  we  will 
give  him  the  opportunity  now. 

STATEMENT  OF  ME.  L.  C.  BOYLE,  COUNSEL  FOE  THE  NATIONAL 

LTTMBEE  MANUFACTTJEEES'  ASSOCIATION. 

Mr.  Boyle.  I  would  like  to  call  the  attention  of  the  committee  to 
line  24  on  page  38  of  the  House  bill,  which  comes  under  section  234, 
under  the  head  of  "  Deductions  allowed,"  under  the  income-tax  pro- 
vision. 

The  thought  that  I  am  seeking  to  convey  was  not  discussed  before 
the  House  committee,  and,  as  a  result,  I  am  of  the  opinion  that  the 
matter  that  I  have  in  mind  was  omitted  from  this  bill,  and  I  think 
all  that  will  be  necessary  will  be  to  call  your  attention  to  the  omis- 
sion [reading  from  the  bill]  : 

In  the  case  of  oil  and  gas  wells  a  reasonable  allowance  for  actual  reduction 
in  flow  and  i»roduction  to  be  ascertained  not  by  the  flush  flow  but  by  the  settled 
production  or  roprular  flow;  (b)  in  the  case  of  mines  a  reasonable  allowance  for 
depletion:  (c)  in  the  case  of  mines,  oil,  and  pras  wells,  a  reasonable  allowance 
for  depreciation  of  improvements. 

That  language  under  (c)  is  the  principal  thing  I  wanted  to  call 
your  attention  to. 

Now,  my  point  is  that  there  is  no  reason  in  the  world  for  making 
that  provision  to  include  oil  and  gas  wells  and  not  as  to  a  lumber 
manufacturing  business,  because  the  parallel  between  the  production 
of  a  coal  mine,  for  instance,  which'  is  a  destructive  industry,  and  the 
depletion  of  a  timber  block  which  is  operated  by  a  sawmill,  is  perfect. 
They  are  identical. 

Senator  Lodgk.  Trees,  however,  grow  again,  and  coal  does  not. 

Mr.  BoTLE.  I  will  speak  of  that,  Senator. 

Here  is  a  practical  proposition,  and  those  of  you  who  come  from 
lumber  sections  will  appreciate  my  thought,  that  a  sawmill  is  built 
only  after  the  timber  to  supply  it  is  bought.  That  is  not  altogether 
true  upon  the  west  coast,  where  they  have  mills  that  buy  tlieir  logs 
for  their  daily  consumption,  but  in  the  South  and  in  the  Lake  region 
and  in  the  Athintic  coast  region  and  in  all  other  sections  of  the  coun- 
try, excepting  upon  the  west  coast,  the  timber  is  bought  and  then 
the  mill  is  built.  Now,  for  a  modern  mill,  equipped  as  they  must  be 
now  to  operate  effectively,  it  is  necessary  to  buy  a  tract  of  timber  for 
16  or  20  year  operations.  A  15-year  operation  is  considered,  by 
those  who  have  given  the  matter  scientific  study  from  an  industrial 
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and  economic  standpoint,  to  be  the  mean  average  of  what  would 
be  necessary. 

Now,  to  Senator  Lodge's  thought.  It  is  impossible,  of  course, 
for  the  operation  of  a  sawmill  that  has  got  a  15-year  cut,  to  rely 
upon  any  reproduction  process  of  the  trees  during  the  actual  lire 
of  that  mill. 

Here  is  my  idea,  and  I  think  this  is  so  manifest,  gentlemen,  that 
when  you  come  to  put  your  minds  to  it  you  will  see  that  I  must  be 
right.  A  coal  mine  is  developed.  It  has  an  acreage  of  coal  to 
be  exhausted.  A  shaft  is  sunk  at  a  given  point  on  that  property, 
and  from  it  are  run  the  openings  or  roadways,  as  they  call  them,  the 
main  drifts,  and  from  them  the  spurs  or  laterals.  As  soon  as  that 
mine  is  extended  under  the  ground  by  its  little  railways  to  a  point 
where  it  would  not  be  economic  to  bring  the  coal  back  from  a  distant 

Joint  to  the  main  shaft  it  would  be  more  economic  to  develop 
istant  property  by  sinking  another  shaft  and  running  other  open- 
ings, and  the  mine  that  was  first  exhausted  by  the  process,  its  tipple, 
its  hoisting  machinery,  and  other  paraphernalia  that  goes  to  mines, 
would  be,  of  course,  nothing  but  junk,  and  could  be  sold  at  whatever 
it  would  bring  in  a  secondhand  market. 

A  sawmill  is  precisely  that  operation,  only  on  top  of  the  ground 
instead  of  below  the  ground.  A  sawmill  is  constructed  often  at  a 
very  high  cost  of  several  thousands  of  dollars.  From  time  to  time 
logging  roads  are  extended  into  the  forest  tract  that  has  been  blocked 
off  by  the  sawmill  enterprise,  and  from  that  main  logging  road  the 
spurs  extend  on  either  side  into  the  tiuiber  as  the  logging  roatl  i^ 
projected.  There  comes  a  time  in  that  operation  when  it  would  be 
more  e(  onomic  to  build  another  mill  and  construct  another  plant  than 
to  operate  from  the  original  plant  that  I  have  just  described. 

Senator  Nugent.  Why  can  you  not  move  the  plant? 

Mr.  B0YL.E.  You  can  not  move  a  sawmill  plant  in  the  sense — ^you 
can  not  move  it  as  you  could  any  other  piece  of  property.  If  you 
did  so  you  would  have  to  do  it  at  a  vei*y  great  expense* 

Senator  Nugent.  There  is  merely  the  expense  of  dismantling  and 
moving  the  machinery. 

Mr.  BoTLE.  All  right.  We  would  be  perfectly  willing.  The  build- 
ings,  of  course,  would  have  to  be  torn  aown  and  they  would  have  to 
be  conveyed.  Of  course,  the  question  of  getting  the  material  of  the 
old  mill  to  the  new  plant  is  a  nuitter  of  some  moment,  but  ever  <in«v 
the  sawmill  business  has  been  in  operation  it  has  been  recogniiMNi 
that  as  each  thousand  feet  of  lumber  is  cut  that  mill  property  is 
worth  just  that  much  les^,  and  each  year 

Senator  Nugent.  Are  you  speaking  generally  now,  or  do  you  mean 
the  mill  at  that  particular  point? 

Mr.  Boyle.  I  am  speaking  generally  of  the  sawmill  business.  I 
am  not  speaking  of  sash  and  door  ana  blind  mills  or  woodworkiiif 
plants,  which  are  continuous  operations.  I  am  speaking  of  a  saw- 
mill operation  that  is  a  destructive  operation,  the  same  as  a  minini^ 
operation,  the  same  as  oil  production  is  a  destructive  operation ;  be- 
cause when  the  oil  is  gone  or  the  timber  is  gone  or  the  mineral  15 
gone,  the  improvements  of  that  operation  are  nothing  but  spcond* 
hand  material.  Any  man  familiar  with  the  problem  must  recofnu^r 
that  to  be  the  fact,  and  what  we  are  asking  for  here  is  that  the  sanw 
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treatment  be  given  the  sawmill  operation  as  is  given  the  mineral  and 
coal  mines  and  oil  wells  and  other  destructive  enterprises  of  that 
kind.  To  do  otherwise,  gentleman,  would  be  to  make  discrimination. 
The  law  recognizes  this  principle  here  in  those  industries,  not  only 
a^s  to  those  natural-resource  industries  that  I  have  just  called  atten- 
tion to,  but  as  to  those  natural-resource  industries  that  are  referred 
to  for  war  purposes  in  section  8.  If  there  are  any  questions,  I  will 
be  glad  to  answer  them,  because  it  is  an  important  matter ;  it  is  going 
to  mean  a  great  deal  to  this  industry.  And  this  statement  is  made 
in  the  utmost  good  faith.  It  is  not  made  for  the  purpose  of  escaping 
taxation.  We  are  not  complaining,  of  the  tax,  but  we  are  complain- 
ing of  the  elimination  of  this  national  resource  as  distinguished  from 
others. 

The  Chairman.  You  would  have  no  difficulty  in  removing  the 
machinery  in  your  mills,  would  you ! 

Mr.  Boyle.  No,  sir;  you  could  remove  your  machinery. 

The  Chairman.  And  you  would  have  no  difficulty  in  removing  the 
iron  rails  of  your  lodging  machinery? 

Mr.  BoYUBS.  And  ^  just  whatever  they  were  worth ;  the  tax  would 
get  the  credit  for  that. 

This  matter  has  been  up  before  the  Treasury  Department,  and 
here  is  the  suggestion  they  made  under  the  law  as  it  stands,  and  this, 
I  think,  answers  the  point  that  is  made:  In  reply  to  an  accounting 
showing  that  was  made  by  a  sawmill  under  the  present  law,  wherein 
they  had  followed  the  practice  which  all  sawmills  have  followed 
from  time  immemorial,  of  charging  off  a  certain  amount  per  thou- 
sand feet  to  take  care  of  the  amortization  of  the  plant,  the  Treasury 
Department  said :  ^^  You  can  not  do  this  until  the  last  year  of  your 
operation.  Then  you  can  charge  or  take  credit  from  the  profits  you 
make  in  the  last  year  for  such  loss  as  may  have  occurred  to  you  due 
to  the  fact  that  your  capital  could  not  be  returned  and  that  you  had 
not  realized  your  capital  from  any  sinking  fund." 

The  difficulty  about  that  is,  of  course,  that  in  the  last  year  of  a  cut 
of  15  or  20  years  there  would  not  be  sufficient  return  in  the  way  of 
an  income  to  take  care  of  that.  And  so  far  as  salvaging  the  macnin- 
exT  is  concerned,  in  salvaging  the  wire  rope,  in  salvaging  the  rails, 
whatever  credit  there  is  to  accrue  to  the  tax  on  that  matter  is  taken 
care  of  by  the  administration  of  the  matter  by  the  Treasury  Depart- 
ment.^ 

This  matter  will  be  looked  into  and  covered  in  the  same  way  as 
the  peculiar  conditions  that  exist  in  the  zinc  mining  at  Joplin,  where 
a  mme  is  exhausted  in  5  years,  or  a  coal  mine  in  Cherokee  County 
that  will  be  exhausted  in  35  years.  In  a  lumber  operation  the  depre- 
ciation would  not  be  as  great,  and  the  loss  would  not  be  as  complete ; 
but  there  will  be  some  complete  loss  there  to  the  owner,  and  that  is  a 
matter  for  rules  and  regulations  of  the  Treasury  Department.  But 
the  principle  ought  to  be  recognized,  gentlemen,  in  the  bill,  under 
the  same  idea  that  is  here  indicated,  ''  such  reasonable  allowance  in 
all  the  above  cases  to  be  made  according  to  the  peculiar  conditions 
in  each  case  and  under  rules  and  regulations  to  be  prescribed  by  the 
commissioner  with  the  approval  of  the  Secretary." 

So  that  I  do  not  see  where  there  could  be  any  danger  of  a  loss, 
of  a  sawmill  getting  too  much  of  an  advantage,  and  surely,  under  the 
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statement  I  have  made  here  there  is. some  merit  to  the  suggestion  that 
when  the  timber  is  cut  out  the  mill  as  such,  as  to  that  going  operation, 
is  a  dead  thing. 

The  Chairman.  And  that  you  mean  without  reference  to  whether 
the  lumber  mill  owns  the  land  or  leases  the  land  for  a  given  period? 

Mr.  Boyle.  It  would  not  be  material  as  a  lumber  operation.  That 
is  the  thought  that  I  wanted  to  suggest. 

You  will  notice  on  your  pad  there,  Mr.  Chairman,  that  my  name  is 
mentioned  with  the  names  of  others.  Mr.  Holmes,  of  Kansas  City, 
is  here,  and  I  would  be  glad  if  you  would  give  him  the  privilege  of 
presenting  another  matter  which  is  entirely  apart  from  the  matter 
I  have  discussed. 

The  Chairman.  In  a  sawmill,  a  well-equipped  sawmill  plant,  what 
is  the  proportionate  relation  of  the  machinery  to  the  wood  construc- 
tion or  the  necessary  buildings  in  which  to  house  the  machinery  and 
operate  the  plant? 

Mr.  Boyle.  Well,  I  would  not  be  qualified  to  state  that 

The  Chairman.  I  realize  the  fact  that  if  you  were  compelled  to 
move  your  plant— probably  your  buildings  would  be  of  very  little 
value — would  be  almost  a  loss ;  but  your  machinery  would  be  of  very 
considerable  value. 

Mr.  Boyle.  Yes,  sir. 

The  Chairman.  In  my  country — I  do  not  know  how  it  is  in  your 
country — ^but  in  my  country  in  many  cases  the  buildings  are  very 
crudely  constructea,  very  crudely  built,  and  outside,  probably,  of  the 
drying  plant,  of  very  little  value.  At  the  end  of  10  or  15  years,  the 
perioa  that  you  say  is  generally  required  to  cut  over  a  tract  of  land, 
they  would  be  of  practically  no  value  in  many  instances.  They  them- 
selves would  be  about  exhausted. 

Mr.  Boyle.  I  have  seen  a  good  many  mills  in  your  country,  Sena- 
tor, of  course,  and  I  am  more  familiar  with  those  in  the  South  and 
in  the  Lake  regions.  I  do  know  that  these  mills  that  are  now  biUlt 
for  operation  under  these  modem  conditions  of  high-power  machin- 
ery are  built  in  these  days  very  substantially.  They  are  not  simply 
boards  tacked  together  j  they  are  real  buildings. 

The  Chairman.  I  said  many  of  the  plants.  What  you  say  is  true 
of  some  of  the  larger  mills. 

Mr.  Boyle.  Yes,  sir. 

The  Chairman.  For  instance,  some  near  my  town ;  very  expensive 
mills.  Their  buildings  are  of  a  high  class.  But  all  through  the 
country,  out  in  the  woods  where  these  mills  are  established,  the  struc- 
tures are  very  crude. 

Mr.  Boyle.  Yes,  sir;  depending  upon  the  type  of  operation  that 
it  is.  There  are  what  we  call  the  little  "  tin  pot "  mills,  as  you  have 
heard  the  expression;  movable  affairs  that  just  have  a  little  shack. 
But  we  are  not  talking  about  mills  of  that  kind.  I  am  talking  about 
mills  that  have  hundreds  of  thousands  of  feet  of  production  to-day 
and  that  are  built  substantially,  and  where  there  will  be  a  substan- 
tial loss. 

Now,  I  know  this  committee,  if  I  speak  on  a  matter  that  has  merit — 
and  I  assure  you  that  that  is  my  thought,  my  understanding  about 
it — ^if  the  loss  is  substantial  in  the  event  that  the  timber  is  cat  out, 
will  consider  that;  and,  mark  you,  a  man  can  not  move  his  mill  to 
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another  piece  of  timber  that  he  wants  to  cut,  because  he  buys  his 
timber  for  that  one  operation.  He  does  not  own  timber  that  he  can 
have  his  mill  moved  to. 

Could  I  have  this  privilege,  of  submitting  for  this  committee's 
opinion  a  statement  from  a  practical  man  as  to  the  relative  value  of 
the  mill  properties,  bv  and  hiri?e.  as  distinguished  from  the  ma- 
chinery, the  saws  and  things  of  that  kind,  which  we  know  would  be 
of  value,  tliat  can  be  sold  in  the  market.  Mark  you,  they  would  not 
be  used  for  another  operation  by  that  man;  they  w^oula  have  to  be 
sold  to  some  one  else  as  second-hand  material  for  whatever  they  are 
worth,  and  he  ought  not  to  be  charged  with  any  greater  amount. 

The  Chairman.  I  am  not  meaning  to  say  that  there  is  not  a  great 
deal  of  merit  in  your  suggestion ;  but  this  is  the  situation  in  the  coun- 
try, as  I  understand  it:  A  great  mill  company,  owning  many  hun- 
dreds of  thousands  of  acres  in  some  instances,  is  located  at  some  cen- 
tral point.  They  have  a  logging  road  running  into  this  body  of  tim- 
ber and  into  that  body  of  timber.  These  logging  roads  haul  all  of 
their  production  to  the  main  mill,  and  it  is  there  manufactured. 
They  cut  over  one  tract  and  they  do  not  tear  up  that  mill  and  throw 
it  away,  but  they  have  another  tract  to  cut  over  with  that  same  mill. 

Mr.  BoYiaE.  Surely. 

The  CHAiR3fAN.  And  then  they  have  another  tract  when  they  get 
through  with  that,  and  the  same  mill  is  engaged  in-  cutting  over  these 
several  tracts  for  an  indefinite  period. 

Mr.  Boyle.  We  cut  with  a  mill  until  the  supply  is  exhausted. 

The  Chaihman.  That  may  be  many,  many  years;  and  in  that  coun- 
try very  frequently  they  own  the  tract  of  land,  and  reproduction  sets 
in  and  by  the  time  they  have  cut  over  the  entire  tract  there  is  an- 
other crop  ready  for  them  on  the  part  that  was  first  cut. 

Mr.  BoTLE.  May  I  have  the  privilege  of  filing  a  memorandum  with 
the  committee? 

The  Chairman.  Yes. 

Senator  Lodge.  Where  they  have  adopted  economic  methods  of  cut- 
ting forests,  they  do  not  do  it  as  you  apparently  do  it,  and  it  seems 
to  me  your  idea  is  drawn  from  rather  wasteful  methods  of  work. 
It  will  take  40  years  for  the  time  necessary  to  reforest  for  the  purpose 
of  cutting,  and  they  begin  to  cut  a  tract  and  then  move  on  gradually 
until  they  get  to  the  40th  division  and  then  they  come  back  and 
begin  again,  and  treat  it  just  like  any  other  growing  crop,  and  they 
move  their  sawmill  about.  Now,  that  is  done  by  some  very  great 
companies.  I  have  in  mind  the  Great  Northern  Paper  Co.  They 
never  think  of  charging  that  to  anything  more  than  to  ordinary 
operating  expenses. 

Mr.  BoTUB.  The  character  of  the  timber  that  they  are  operating  in 
makes  a  difference. 

Senator  Lodge.  The  Great  Northern  Paper  Co.,  of  course,  is  oper- 
ating in  pulp  wood. 

S^.  BoTLE.  That  which  you  are  speaking  of  would  not  be  appli- 
cable to  the  chairman's  region  or  to  the  southern  producing  mills. 

Senator  Lodge.  You  can  not  grow  oaks  in  a  few  years. 

Mr.  BoTLE.  Or  ycUow  pine. 

Senator  Lodge.  They  grow  pines  pretty  well  in  40  years. 

Mr.  BoTLE.  They  can  not  do  that  with  yellow  pine. 
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Senator  Lodge.  They  can  with  pine  in  Maine. 

Mr.  BoTLE.  If  you  are  in  wood  that  is  available  to  the  same  opera- 
tion, of  course,  you  can  do  that 

Senator  Lodge.  In  Maine  they  grow  pi'etty  good  pine. 

Mr.  B0TI4E.  Yes;  but  I  am  talking  about  a  practical,  going  dtua- 
tion  that  is  here  and  is  an  absolute  fact,  and  these  mills  cut  out  in  15 
or  20  years,  and  the  mills  is  a  loss,  comparatively  speaking ;  and  they 
ought  to  have  an  opportunity  under  any  bill  to  be  treated  the  same 
way  that  a  man  is  treated  that  is  similarly  situated. 

The  Chairman.  If  a  company  owned  just  one  good-sized  tract 
and  had  the  right  simply  to  cut  the  standing  timber  within  a  certain 
period  of  time,  and  they  built  a  mill  upon  that  tract  and  they  had 
logging  roads  to  bring  in  the  material,  what  you  say  would  happen 
in  that  particular  case,  undoubtedly.  At  the  end  of  the  first  cut- 
over  their  mill  would  be  of  practically  no  value  except  for  the 
machinery,  which  would  be  salvaged,  and  the  iron  in  the  rails  which 
could  be  salvaged. 

Mr.  Boyle.  That  could  be  administered  by  the  Treasury  Depart- 
ment— and  no  loss  of  revenue  can  come  to  the  Government — ^accord- 
ing to  the  facts  of  a  peculiar  situation.  I  would  be  verj-  glad  if  you 
would  pennit  me  to  file  this  memorandum. 

The  Chairman.  File  your  brief. 

Mr.  Boyle.  Thank  you. 

(The  brief  referred  to  is  here  printed  in  full,  as  follows:) 

National  Lumrkr  MANi'FACTrREKs*  Association. 

Chk-affO,  III,  SepUmher  2S.  19 tS. 

In  re  deductions  allowcMl  in  H.  R.  1286.3. 

To  the  Hon.   F.  M.   Simmons, 

Chairm4in,  and  }fetnbvrH  of  the  Sen^tte  Finance  Committrv. 

VniteH  Slatvjt  Sctwtr. 

Gentlemen:  On  Monda3%  September  16,  I  presented  to  your  oommittee  fMMB^ 
observations  on  subdivision  (c).  commeiicinf;  at  line  24.  page  38.  and  thin  In 
reference  to  the  status  of  lumber  manufacture  as  to  deductions  allowed,  as 
such  operations  may  in  prlncii)le  reseml)le  mines,  gas  and  oil  well  oiteradnns 

Subdivision  (c)  as  it  stood  in  the  bill  when  I  appearecl  before  your  <*(>mniltti*e 
read  as  follows:  "in  the  <*Hse  of  mines,  oil  and  gas  wells  a  reiiscmaMe  allo«> 
ance  for  depreciati<»n  of  Improveinents.*'  etc.  I  urged  that  "  timber  ami  mbrr 
natural  resources"  Ihj  Inserted  after  the  word  "wells"  on  line  25,  so  tbaC  (c> 
as  amended  would  read :  "  in  the  case  of  mines,  oil  and  gas  wellm  timber  ami 
other  natural  resources  a  reasonable  allowance  for  depreciation  of  linprovip- 
ments,"  etc. 

Sin<'e  apiiearing  In^fore  y<»u  tlie  Way<  ntul  McMins  ComnittUi*  of  thr  lIcmsM* 
inscrt«»il  the  above  )iin;ruauc  in  (cK  Tims  the  bill  will  nune  to  the  S«*nHte  coii>- 
mittee  nnH'nclc<l  n<  ur^riMl  to  you  Monday. 

I>ue  to  my  own  limitations  I  fear  that  I  dbl  not  make  my  thoii}sht  rlrvt* 
when  lH>fore  your  ronuiilttce.  I*ermiss!f»n  was  given  me  to  file  a  written  iiti»tr 
mcnt  to  su )»pl(Mnent  the  oral  argunieui.  I  am  glad  of  the  o|)|iortunl|y«  fine  I 
fi»el  c«»ntident  that  the  Senate  ronunitter  will  agree  to  my  sugKi*^tit»n  iMjo*  fl- 
fa«*ts  an*  understiNul. 

rM»nei*itn.\  sp«>akinL'.  as  ori;:lnalIy  plac<Hl  in  the  House  bill,  l«'>  wan  ilf^ign^! 
to  take  carr  of  the  following  situation:  Improvements  ne«*esi<ary  for  a  no- 
mine o|H»nition.  for  instance,  are  of  no  value  (other  thnn  as  salvagf»)  after  tK^ 
(•o}>l  Ih  exhaiistctl.  The  application  of  the  rule  of  tlepreciath»n  by  wnir  ■!«•' 
tear  a«  a|>pli«ii  t<»  business  o|K*nitious  generally  would  not  suf!!<'e  to  r»H^i^<w 
to  the  dial  priHluf-tT  tite  nipital  i  11  vest  1^ I  In  necf»ssar>'  improvements.  Iien<>e  Kfe* 
bill  rcroghl/ed  the  nwd  i.f  an  annual  "  reasonable  al1owan<v  for  depnv1ntl«*i 

tills  under  n-Kuhitio,,^  pr^rll.«J  l.y  tlio  .■,m.n.l«loiier  with  Hw  Hppr«v««  «f  »»•- 

S«><T«'ti<r>-. 
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The  committee  Is  familiar  with  the  ordinary  development  of  a  coal  property. 
A  shaft  is  sunk,  and  from  the  shaft  extends  roadways  or  openings.  From  these 
main  roadways  other  openingrs  are  made,  and  in  this  wise  the  underground 
workings  are  developed.  As  the  enterprise  is  started  with  but  one  object,  to 
wit,  the  recover^'  of  the  coal  embraced  within  the  property  limits  of  the  par- 
ticular operation,  when  the  coal  is  exhausted  the  improvements  are  only  of 
such  vjilue  as  can  be  «ecuretl  for  tbem  as  Junk  or  second-hand  material.  The 
improvements,  as  such,  are  of  no  value  whatever  to  the  exhausted  property. 

There  is  one  other  phase  lnvolve<l  in  a  coal  property — there  must  be  a  suffi- 
cient area  to  be  developed  to  Justify  putting  in  place  the  luiprovemeuts.  As 
each  ton  of  coal  is  taken  from  the  body  of  the  mine  the  improvements  depre- 
ciate in  value  proportionately  and  when  the  last  ton  is  lifted  the  value  of  the 
Improvements  is,  as  stated,  what  thfty  will  bring  as  second-hand  material. 

Lumber  manufacture  is  identical,  us  to  the  matter  Indicated,  with  coal  min- 
ing. The  only  difference  is  that  ore  development  takes  place  below  the  surface 
and  the  other  on  the  surface. 

A  modern  lumber  operation  must  first  secure  a  block  of  timber  sufficient  to 
run  a  mill  plant  for  from  fifteen  to  twenty  yejirs.  The  investor  is  not  Justi- 
fied In  erecting  the  T»Jftnt  until  he  1ms  not  only  first  secured  his  timber  or 
raw  material  suiiply,  but  he  must  secure  a  suffi<*ient  quantity  of  timber  to 
Justify  Ids  plant  investment.  When  sufficient  tiuii)er  is  secured  and  the  plant 
erected,  logging  or  tniui  roa^ls  must  be  extended  into  the  timber.  As  the 
timber  is  cut  the  railroad  is  extendwl  farther  and  farther.  Thus  the  develop- 
ment continues  imtil  all  the  timber  has  been  cut.  When  this  occurs  the  im- 
provements, to  wit,  mill,  logging  roads,  dry  kilns,  etc.,  are  of  no  further  value 
as  sucii.    Their  sole  value  is  such  salvage  as  may  be  obtained. 

As  in  coal  mining,  with  the  first  thousand  feet  cut  the  improvements,  as 
such,  depreciate  proportionately,  and  when  the  last  thousand  feet  is  cut  the 
improvements  are  of  that  value  that  they  will  bring  as  secondhand  material. 
Because  of  this  fact,  expenditures  for  maintenance  in  wasting  industries  should 
not  be  charged  against  depletion  in  the  same  manner  as  they  would  be  charged 
against  depreciation  In  those  Industries  whose  lives  are  practically  perj^etual. 

Without  taking  further  space  as  to  the  fact  that  when  the  timber  for  a 
given  operation  is  exhausted  the  plant  improvements  are  of  no  further  value 
as  such,  I  will  briefly  address  myself  as  to  the  character  of  these  Improve- 
ments. 

During  the  discussion  of  this  matter  before  the  committee  the  suggestion 
was  made  by  members  of  the  committee  that  these  improvements  were  rather 
inconsequential  and  could  be  easily  moved.  As  to  this  latter  suggestion,  I  feel 
that  I  have  made  it  clear  that  there  Is  no  place  to  move  the  plant  after  timber 
is  cut  from  a  given  operation.  That  is  to  say,  a  man  who  has  blocked  out  15 
or  20  years  of  timber,  when  he  has  cut  It  he  Is  through.  If  there  Is 
other  timber  adjacent  that  he  can  buy  and  economically  cut  with  his  plant 
as  erected,  of  course  he  will  purchase  such  timber.  However,  In  the  South, 
for  instance,  practically  all  of  the  available  tracts  are  now  under  operation  or 
blocked  out  for  a  new  plant.  If  a  man  who  has  cut  out  one  block  has  another 
block  of  timber  to  cut  some  place  else,  true  he  could  utilize  a  part  of  his  old 
plant  In  the  new  operation,  but  he  can  not  move  his  plant,  as  such,  to  the 
new  operation — he  must  rebuild  and  reconstruct  the  new  plant.  For  Just 
such  value  as  the  old  material  would  have  in  the  new  plant  he  should  credit 
capital  account  on  the  old  operation.  An  Instance  of  this  kind  would  be  the 
exception  and  not  the  rule,  and  in  addition  the  situation  would  always  be 
within  the  control  of  the  department,  whereby  rules  would  be  laid  down  govern- 
ing all  such  phases. 

As  to  the  character  of  Improvements  that  designate  a  mcHlern  sawmill,  I  feel 
that  I  can  best  illustrate  this  item  by  attaching  hereto  and  making  same  a 
part  of  this  presentation,  two  letters  written  me  from  clients  at  Kansas  City 
In  answer  to  a  query  from  me  which  was  based  upon  suggestions  made  by  the 
Senate  Finance  Committee  at  the  hearing  above  referred  to.  These  letters, 
with  the  data  attached,  sufficiently  exiilnins  the  character  of  a  modern  sawmill. 

In  passing,  it  is  but  fair  to  state  that  the  plant  referre<l  to  In  this  letter  is  a 
very  moderately  sized  plant  as  compare*!  with  such  plants  as  the  Great 
Southern,  at  Bogalu.sa,  La.,  and  many,  many  other  operations. 

Accompanying  this  statement  I  am  filing  with  the  secretary  of  the  committee 
photographs  of  the  mill  plant  referreil  to  In  Mr.  Keith's  communication.  I 
thought  the  photographs  themselves  would  rather  Illuminate  the  presentation 
and  bring  before  the  committee  In  a  vivid  way  the  fact  that  these  improvements 
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are  not  only  extensive  but  quite  substantial.  In  addition  I  am  handing  the 
secretary  the  ground  plan  of  the  Conroe  mill,  which  plan  will  indicate  to  the 
committee  the  extensive  character  of  a  modern  sawmill  plant 

I  would  like  to  have  the  privilege  of  withdrawing  the  photographs  and  the 
ground  plan  after  the  committee  has  examined  same. 

I  trust  that  when  the  House  bill  comes  before  the  Senate  committee  and  item 
(c)  comes  under  review  that  the  committee  will  have  in  mind  the  suggestions 
here  generally  indicated,  so  that  there  will  be  a  correct  grasp  of  the  thought 
that  lumber  manufacture  is  a  wasting  industry,  as  is  coal  mining  and  other 
mineral  operations,  and  plant  depletion  must  be  treated  in  the  same  way  as  in 
mines,  gas  and  oil  wells.  Any  other  method  would  simply  deprive  lumber 
manufacture  investment  of  a  full  return  of  capital  investment  in  improvements 
and. which  return  is  accorded  to  all  other  industries. 
Very  respectfully,  • 

L.  G.   BOYLE- 

P.  S. — Senator  Lodge  made  the  suggestion  that  in  Maine  the  pulp  operatui-s 
moved  their  plants  from  time  to  time  and  their  growth  of  timber  was  made  avail- 
able to  such  plants.  This  suggestion  w^ould  not  at  all  apply  to  the  character  of 
timber  that  comes  within  the  scope  of  lumber  manufacture,  generally  speaking. 
Southern  pine  and  fir  tjmber  takes  a  century  to  mature.  The  life  of  an  ordi- 
nary sawmill  operating  In  such  woods  would  in  no  wise  enable  a  second  growth 
to  be  available.  Further,  even  if  the  principle  was  applicable,  such  fact  would 
come  properly  within  the  purv  ew  of  the  Revenue  Department's  regulations  as 
provided  by  the  bill. 


Central  Coal  &  Coke  Co., 
Kansas  City,  3/o.,  f^cptemhcr  17,  19 fS. 
Mr.  L.  C.  Boyle, 

624  Soutlicni  Building,  Washington,  D.  C. 

Dear  Sir:  Referring  to  the  attached  statement  of  the  cost  of  construction  of 
the  Conroe  (Tex.)  plant: 

Owing  to  a  lack  of  time  we  can  only  analyze  a  few  of  the  large  items  on  this 
statement.  We  have  taken  the  sawmill  and  sawmill  power  house  and  th** 
planing  mill  and  planing-mlll  power  house  and  are  giving  you  below  a  state- 
ment showing  the  total  cost  of  these  parts  of  the  plant  and  tlien  .slu>wing  the 
cost  of  the  machinery  on  these  parts  of  the  plant : 

SAWMILL   and    SAWMIIX    POWER    HOUSE. 

Sawmill $99, 858. 69 

Power  house 54,065.78 

Sawmill  machinery 32, 307. 16 

Power-house  machinery 33,962.89 

66,270.05 

Total 77,a'>4.32 

Machinery  approximately  46  per  cent  of  total  cost. 

PLANING   ICnX   AND   PLANING-MILL   POWER   HOUSE. 


Planing  mill $46,992.28 

Power  house : 19, 976. 45 


$66,968.73 


Planing-mill  machinery 18,994.01 

Power-house  machinery 10, 477.  59 

29. 471.  eO 


Total 37,40T.i: 


> 


Machinery  approximately  44  per  cent  of  total  cost. 

T«u  will  notice  that  the  machinery  is  approximately  46  per  cent  of  the 
total  cost  of  the  sawmill  and  sawmill  jwwer  house  and  that  tlie  machinery  l» 
approximately  44  per  cent  of  the  total  cost  of  the  planing  mill  and  planing  mill 
power  house.  The  portion  of  this  investment  shown  as  machinery  is  the  (W^ 
part  that  would  have  any  salvage  value  when  the  plant  is  cut  out  and  It  would 
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probably  bring  50  cents  on  the  dollar,  and  that  Is  a  liberal  estimate  under 
normal  conditions.  The  buildings,  the  labor,  and  material  going  into  same 
and  all  items  of  expense  of  that  character  making  up  the  investment  would  be 
worthless. 

Yours,  truly, 

('has.  S.  Kefth,  President. 


CENTBAT.   COAL   &   COKE   CO. 

Kansas  City,  Mo.,  September  i7,  1918. 
Mr.  L.  C.  BoYLK, 

Washington,  D,  C. 

Dear  Sir:  Replying  to  your  wire,  1  am  Inclosing  herewith  exhibits  in  con- 
nection with  the  total  investment  in  our  plant  at  Conroe,  Tex.,  being  state- 
ments and  photographs  in  connection  therewith,  the  photographs  showing 
views  taken  both  during  construction  and  as  the  plant  stands  at  present  time. 
This  will  serve  to  give  you  an  idea  of  the  character  of  construction  necessary 
for  a  plant  of  this  nature.  It  may  be  necessary  for  you  to  keep  these  photo- 
graphs, but  I  hope  you  will  not.  as  I  would  like  to  have  them  returned  to  me, 
especially  those  in  the  album. 

(1)  Below  I  give  you  statement  of  analysis  of  the  capital  invested,  and  the 
distribution  thereof,  of  96  southern  pine  companies,  operating  more  than  100 
mills  and  producing  4,445,648,(KX)  feet  annually,  which  is  more  than  25  per  cent 
of  the  total  production  of  southern  pine.  These  companies  had  a  total  invest- 
ment on  December  31,  1917,  of  $270,349,000,  distributwl  as  follows,  to  wit: 

Investment  in  timber  (60  per  cent  of  the  total) $162,917,000 

Investment  in  plant   (18  per  cent  of  the  total) 49,137,000 

Accounts  and  bills  receivable,  stocks  of  merchandise,  and  inven- 
tories  (approximately  18  per  cent  of  the  total) 49,791,000 

Miscellaneous  assets  (approximately  4  per  cent  of  the  total) 8,  504,  (X)0 

In  other  words,  78  per  cent  of  the  total  Investment  necessary  for  the  conduct 
of  the  business  was  of  a  nature  which  depleted  itself. 

These  conii)anies  luul  82,or>:5,744,00()  feet  of  standing  timber,  with  an  in- 
vestment therein  of  .S-l.OS  per  M  feet;  in  plant,  $1.53  |)er  INI;  in  quick  assets, 
.$1.5.")  iH»r  M ;  and  in  miscellaneous  assets  27  cents  per  M,  or  a  total  of  $8.44  per 
^L  As  the  timber  is  cut  $.').0S  is  fXixMided  f<»r  timber  and  ^^^h^  for  i)lant,  or  a 
totnl  depreciation  of  $6.61  i)er  M. 

From  the  foregoing  you  will  see  the  amount  of  money  necessary  to  establish 
n  plant.  Most  sawmill  propositions  liave  not  only  the  question  of  plant  to  con- 
sider, but  the  question  of  t"wn  site,  millhouses,  commis.sarles,  stores  (not  stocks), 
and  all  the  improvements  which  are  necesary  for  the  purpose  of  taking  care  of 
and  housing  the  employe*  s  of  the  industry,  which,  when  the  lumber  is  cut,  imme- 
diately become  of  no  value,  not  being  worth  enough  to  justify  wrecking  them 
and  moving  them  to  some  otlicn*  i)Oint.  Houses  costing  $700  to  $1,000  have  fn*- 
quently  been  sold  under  such  conditions  for  $25  and  $30  each. 

(2)  I  am  inclosing  a  statement  showing  the  investment  in  the  Conroe  plant, 
and  direct  your  special  attention  to  the  fact  that  the  railroad  includes  only  the 
right  of  way,  the  ties,  and  the  dump,  but  not  the  steel,  which  is  rented.  It  Is 
obvious  this  item  will  be  of  absolutely  no  value  when  the  timber  is  cut.  This 
plant  cost  over  $800.(K)0  in  1914,  at  a  time  when  materials  which  went  into  its 
construction  were  at  the  lowest  price  in  history,  but  under  normal  conditions 
ihe  entire  equipment  of  the  plant  if  wrecked  and  placeil  upon  the  market  would 
not  bring  over  $100,000.  Of  course,  such  a  plant  would  bring  more  under 
present  abnormal  conditions. 

(3)  I  indoso  n  m.ip  showing  the  locatl(m  of  buihlings  on  the  mill  site,  and 
In  lead  pencil  I  have  notiMl  the  cost  of  each  division  of  this  jilant.  I  call  your 
special  attention  to  the  fact  that  it  cost  us  $11,015,71  to  get  two  artesian  wells 
put  down,  and  the  casing  in  them  can  not  be  extracted.  They  have  no  value 
whatever,  ex»rept  as  a  source  of  water  supply  f<»r  the  i)lant  and  fire  protet'tion 
therefor. 

(4)  I  also  Inclose  you  a  book  of  photographs  taken  during  construction  of 
this  plant,  which  show  the  character  of  its  construction.  In  addition,  I  hand 
you  a  number  of  photographs  showing  present  condition  of  the  plant,  on  tlie 
back  of  which  is  noted  the  items  shown  in  the  Investment  statement. 

Yours,  very  truly, 

Char.  S.  Keith.  President. 
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Delta  Land  d  Timber  Co. — Co%t  of  oomtruction — Conroe  Plant. 

Suwniill : 

Sawmill $99,  858.  69 

(fiven  lumber  sorter 15,298.40 

Sawniill  jjower  house 54,065.78 

Sawmill  fuel   house 4.970.99 

Arteshui  well 11.  015.  71 

Machine  and  bhifksmlth  shop 15,167.98 

Kleotrlc   lights 7.  585.  50 

Lath  mill 5,566.42 

Utfi  \)niu[ 5,  780.  32 

$219, 3(M.  79 

Hcmsinp:  for  employees: 

Houses 29,351.38 

Office   expense 193.12) 

Yardlnj;: 

Dry  kiln  and  platform  transfers 26,708.60 

Dry    kiln 58,  396. 11 

Rough  lumber  slied 16,744.44 

Dry  lumber  sorter 22,452.66 

Overhead   trolley   system-^ 43.634.42 

167.986.23 

I»gglnjr : 

Walker  County  Railroad 156.220.08 

U)iZiiine  equipment 102,338.37 

Railroad ._—  2, 909.  82 

Wood    houses 7,  360.01 

Woods  store 898. 86 

Railroad  motor  car ♦ 1,  963.  43 

Track  scale 2, 099.  35 

Telephone  line 554.87 

274. 944.79 

Waterworks : 

Water  system 16.0S4.^t 

Planing  and  loading: 

IManlng  mill 46.992.28 

Dressed-1  umber  shed 11.756.47 

Planing  ndll  innver  house 19.976.45 

lioading   platforms   and   dressed-lumber   she<lR   nt 

planing  mill 10,587,84 

89.  31S.  m 

Miscellaneous: 

Temporary  mill  barn 90,89 

rieaning  mill  site 1.383.73 

I'ersonal  pn»perty  and  fixtures 489.  H2 

Live-st(M'k  account 1,757.16 

Plant  warehouse 775.  40 

4.  4»7.  *•' 

(TciH-ral  expiMise: 

Adndidst rati ve  ex|H»nses  during  <-oiistrucl ion    .      _.  ._.      ..       23914.51 

T.»tal  -     -- $«2r».R»r: 

STATEMEirr  OF  MB.  MAS8ET  HOLMES,  SEPBESENTIHO  THE  FDR 

ASSOCIATIOir. 

Mr.  Hollies.  Mr.  Chairninn  and  gentlemen,  I  repivisent  the  Pin» 
AsscK'iation,  which  represents  the  manufacturers  of  yellow-pine  Iviu 
l)er  in  the  S<iuth.    I  sliall  address  mysc*lf  to  the  question  or  <lefimn£ 
*'  invested  capital "  in  section  226  of  the  bill. 

Will  you  Kindly  ussinne,  gentlemen,  this  illustration  for  tbf*  p«tr 
pose  of  my  dis(*ussion,  that  there  are  two  lumber-manufacturinf  cciob* 
panies.  ea<*h  with  aKsets  of  identical  value,  say  $200,000.  each  «Turtn^ 
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the  taxable  year  with  operating  expenses  of  precisely  the  same  amount, 
each  during  the  taxable  year  with  an  income  of  the  same  amount. 
Given  those  conditions,  our  contention  is  that  those  manufacturers 
are  similarly  situated,  and  umier  any  principle  of  equal  and  just  and 
fair  taxation  any  tax  on  the  incomes  of  those  two  respective  companies 
should  be  the  same. 

Our  taxes  under  these  revenue  laws  are  all  taxes  on  the  incomes  of 
those  two  companies.  They  are  called  in  one  instance,  of  course,  the 
normal  tax,  in  another  instance  an  excess-profits  tax,  and  in  another 
a  war-profits  tax,  but  each  tax  is  a  tax  agamst  the  income  of  the  busi- 
ness; and  we  say  and  urge  that,  given  a  property  of  the  same  value 
devoted  to  producing  an  income,  given  the  same  net  income  for  the 
companies  A  and  B,  the  taxes  ought  to  be  the  same. 

Senator  Smooi'.  That  is,  if  one  company.  A,  was  run  at  a  loss  and 
company  B  was  under  better  management  and  made  100  per  cent, 
company  B  should  not  pay  any  tax  ? 

Mr.  Holmes.  Yes;  precisely;  if  A  made  $100,000  and  B  a  net  in- 
come of  $100,000,  the  tax  should  be  the  same. 

Senator  Smoot.  It  would  be  the  same  in  that  case. 

Mr.  Holmes.  It  should  be. 

Senator  Smoot.  It  would  be  under  the  situation  you  present;  but 
there  are  a  thousand  cases  where  it  would  be  and  there  are  10,000  cases 
where  it  would  not  be. 

Mr.  Holmes.  The  10,000  cases  where  it  would  not  be  make  an  un- 
equal taxation,  it  seems  to  me. 

Senator  Smoot.  Yes ;  but  not  the  case  you  presented.  Your  proposi- 
tion is  entirely  different  from  that. 

Mr.  Holmes.  No,  sir;  I-  had  not  gotten  to  a  point  where  you  could 
definitely  say  that  it  was  or  was  not  different.  All  that  we  have  now 
is  the  property,  valued  at  $200,000,  with  a  net  income  of  $100,000  in 
each  case. 

Senator  Smooi*.  Yes. 

Mr.  Holmes.  Now,  it  does  not  follow  that  the  tax  under  the  revenue 
laws  is  going  to  be  the  same  in  each  case  because  the  available  capital, 
the  invested  capital,  as  defined  in  the  present  law  and  the  proposed 
bill  is  the  same. 

Senator  Smoot.  When  you  started  out,  of  course,  I  understood  you 
to  say  that  the  capital  was  the  same. 

Mr.  Hollies.  No,  no. 

Senator  Smoot.  Well,  the  other,  of  course,  there  is  no  question  about 
at  all.  We  have  had  dozens  speak  of  it,  and  we  all  Imow  it.  There  is 
no  question  but  what  there  is  a  discrimination  under  the  provisions 
of  tliis  bill. 

Mr.  Holmes.  Do  you  think  it  ought  to  be  remedied  ? 

Senator  Smoot.  I  do ;  and  I  am  going  to  try  to  do  it ;  but  I  do  not 
know  whether  I  can  or  not. 

Mr.  Holmes.  Then,  I  do  not  know  whether  there  is  any  use  of  my 
presenting  that  further. 

Senator  Smoot.  The  committee  knows  that  thoroughly. 

Mr.  Holmes.  The  committee  knows  that  under  the  present  law  and 
proposed  bill  the  manufacturer  of  lumber  may  have  returned  to  him, 
net  less  than  the  actual  present-day  cash  value  of  the  stumpage 
which  he  consumes  in  its  manufacture! 
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Senator  Smoot.  That  all  depends  upon  the  price  he  sells  his  lum- 
ber at. 

Mr.  Holmes.  The  Federal  Trade  Commission  has  recently  baid 
that  the  cost,  exclusive  of  the  value  of  stumpage,  average,  is  $18  a 
thousand.  It  is  generally  undei-stood  that  the  value  of  stumpage  on 
March  3,  1917,  which,  of  course,  you  must  use  in  computing  your  in- 
come tax,  was  $5  a  thousand  in  the  South.  That  would  make  a  total 
cost  of  $23  average.  The  price-fixing  committee  of  the  War  Indus- 
tries Board  has  recently  fixed  $28  as  a  fair  and  reasonable  return  to 
the  manufacturer.  That  leaves  a  margin  of  profit  there  of  $5  a 
thousand.  The  stumpage  is  actually  worth  to-day  from  $7  to  $8. 
Now,  if  you  compute  invested  capital  on  original  costs  instead  of  on 
the  value  as  of  March  3,  because  none  of  us  consider  that  the  war  in- 
flation should  be  considered,  if  you  take  the  original  cost,  your  mana- 
facturer  may  get  in  60  or  70  per  c^nt,  and  of  that  he  pays  $8.50,  leav- 
ing $1.50  a  thousand  which,  added  to  the  $5  he  may  deduct  in  com- 
puting his  income  makes  $6.50,  which  is  less  than  the  $7  or  ?8  hi>^ 
stumpage  is  actually  worth  to-day,  leaving  him  a  loas  on  that,  under 
which  he  can  not  carry  on,  and  making  a  loss  of  revenue  to  the  Gov- 
ernment. 

Senator  Ix)dge.  In  the  case  of  your  two  companies,  thcv  ori^nallv 
cost  $100,000? 

Mr.  Holmes.  No,  sir;  they  did  not,  I  was  never  allowed  to  say 
about  the  original  cost,  and  the  diffei'ence 

Senator  Lodge.  What  the  original  cost  is  does  not  matter. 

Mr.  Holmes.  Yes,  sir ;  it  makes  a  lot  of  difference. 

Senator  Ix)doe.  I  will  not  try  to  state  the  case  I  was  going  to  state. 

Mr.  HoLMKs.  I  beg  your  pardon,  sir,  for  interrupting.  I  simph 
meant  that  in  one  case  with  $50,000  original  cost  and  in  the  other 
case  that,  prior  to  the  income-tax  law,  might  have  been  $200,000  for 
a  precisely  similar  tract  of  timber,  both  of  those  might  havo  si  value 
of  $200,000  before  the  income-tax  law. 

Senator  Lodge.  That  was  the  cuse  I  was  going  to  state. 

Mr.  Holmes.  That  was  the  case  I  started  to  state  when  I  under* 
stood  Senator  Smoot  to  say  that  it  had  been  stated  so  often  that  it 
was  useless  to  state  it  again. 

Senator  I»dgk.  It  has  been  stated,  and  I  merely  wante<l  to  ask  'f 
that  was  not  the  case  you  were  going  to  state. 

^fr.  HoLMi':s.  It  was:  and*  of  course,  that  manufacturer  would  get 
very  quickly  into  the  00  or  70  per  cent  class,  and  he  would  gK  ao 
actual  income  less  than  his  net  revenue.  I  suppose  it  would  not  hr 
helpful  to  read  into  the  record  a  short  form  of  amendment  to  acmn* 
[dish  that. 

The  C'liAiRMAN.  Mr.  Holmes,  you  had  better  make  your  prouMiu- 
tion  witiiout  any  reference  to  any  intimation  as  to  how  any  member 
may  feel  alK>ut  any  particular  amendment  submitted.  We  do  nt4 
know  how  the  committee,  when  it  takes  up  the  consideration  of  chr 
bill,  will  decide,  and  you  had  better  present  your  amendment  withoct 
reference  to  any  intimation  you  luive. 

Mr.  HoLMEH.  That  was  my  feeling,  but  I  understood  fnmi  Senator 
SmrN)t  that  tlie  case  had  been  so  often  presented  that  the  onmnittrr 
thoroughly  understand  it. 

Senator  Smcnit.  I  think  the  chainnun  will  admit  that. 
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The  Chaibman.  Yes. 

Mr.  Holmes.  I  did  want  to  present  it,  but  I  understood  that  it 
was  of  no  use. 

The  Chairman.  I  think  that  you  had  better  present  it. 

Mr.  Holmes.  If  you  will  consider,  then,  that  the  lumber  society  of 
the  South  urges  it  also  very  seriously 

Senator  Jones  of  New  Mexico.  I  would  like  to  have  you  state  in 
your  particular  case  the  cause  of  the  difference  of  capital — ^in  the 
concrete  cases  you  started  to  state. 

Mr.  Holmes.  In  the  concrete  case,  sir,  it  is  because  of  the  rising 
value  on  yellow  pine  accruing  very  markedly  since  1897  up  to  the 
present  time.  Li  1897  yellow  pine  could  be  Dought  as  low  as  from 
20  to  40  cents  a  thousand  feet  I  am  speaking  of  actual  sales  now. 
Then  it  rose  rapidly,  until  in  1913  the  common  price  was  at  or 
around  $5  a  thousand  feet,  and  there  have  been  actual  sales  just 
under  $8  a  thousand  feet  within  the  last  year,  or  else  just  over  a 
thousand  feet. 

Therefore  the  case  I  was  putting  concretely  is  that  of  a  corpora- 
tion which  invested,  in  1900  or  a  year  or  two  earlier  than  that, 
$50,000  in  a  body  of  timber  which  may  appreciate  in  value  to  March 
1, 1913,  imtil  it  is  actually  worth  and  could  be  sold  for  $5  a  thousand 
feet,  or  in  the  case  I  was  putting,  $200,000  of  those  assets,  whereas 
another  company  not  formed  until  later,  and  which  purchased,  for 
the  purpose  of  illustration,  an  identically  similar  body  of  timber  in 
quantity  and  quality,  may  pay  $200,000  for  it  at  that  time.  There- 
after the  two  bodies  of  property  which  are  devoted  to  producing  an 
income  to  pay  tax  are,  in  my  illustration,  just  the  same,  and  the  net 
income  just  the  same.    Does  that  answer  your  question? 

Senator  Jones  of  New  Mexico.  It  is  perfectly  clear.  I  wanted  you 
to  get  it  in  on  record.  I  thouglit  I  understood  that  was  the  point  tnat 
you  had  in  mind. 

Senator  Smoot.  That  is  just  exactly  as  I  thought  it  was. 

Mr.  Holmes.  Then  may  I  suggest  that  section  326,  to  accomplish 
that  thought,  if  it  seems  to  have  any  merit,  should  be  amended  by 
striking  out  paragraph  1  and  by  substituting  for  the  paragraph 
numbered  2  a  paragraph  to  be  numbered  1  and  reading  substantially 
thus  [reading] : 

The  actual  cash  valuo  of  property  as  of  March  flrst,  nineteen  hundred  and 
thirteen.  If  such  profH*rty  was  acqulretl  prior  to  March  first,  nineteen  hundred 
and  thirteen ;  If  such  property  was  ac(|uireil  on  or  after  March  first,  nineteen 
hun<lro<l  and  thirteen,  the  actual  cost  thereof  if  acquired  for  money,  or  the 
actual  ''ash  value  thereof  at  the  time  of  acquisition  if  acquired  for  property  or 
for  stock  or  shares:  and 

2.  Paid  In  or  etirne<l  surplus  and  undlvideil  profits  acquireii  on  or  after 
March  first  nineteen  hundred  and  thirteen,  and  used  or  employed  In  the  busi- 
ness, exclusive  of  undivided  profits  earne<l  during  tlie  taxable  yejir. 

Xo.  2  is  to  be  substituted  for  3  of  the  present  bill. 

The  CiiAiicMAN.  Von  want  to  change  the  definition  of  "invested 
capitul  "^ 

Mr.  IIoLMKS.  Yes,  sir;  and  particuhirljf  to  eliminate  the  present 
provision  that  any  increase  since  the  original  cost  shall  not  be  con- 
>idered  as  a  part  of  it. 

The  Chairman.  You  want  to  do  that  not  only  on  account  of  luiu- 
ter — ^you  would  want  that  to  apply  not  only  to  lumber — the  thing 
you  specifically  discu&«?ed  but  to  everything? 
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Senator  Smoot.  That  all  depends  upon  the  price  he  sells  his  lum- 
ber at. 

Mr.  Holmes.  The  Federal  Trade  Commission  has  recently  .said 
that  the  cost,  exclusive  of  the  value  of  stumpage,  average,  is  $18  a 
thousand.  It  is  generally  understood  that  the  value  of  stumpage  on 
March  3,  1917,  which,  of  course,  you  must  use  in  computing  your  id- 
come  tax,  was  $5  a  thousand  in  the  South.  That  would  make  a  total 
cost  of  $23  average.  The  price-fixing  committee  of  the  War  Indus- 
tries Board  has  recently  fixed  $28  as  a  fair  and  reasonable  return  to 
the  manufacturer.  That  leaves  a  margin  of  profit  there  of  So  a 
thousand.  The  stumpage  is  actually  worth  to-day  from  $7  to  f8. 
Now,  if  you  compute  invested  capital  on  original  costs  instead  of  on 
the  value  as  of  March  3,  because  none  of  us  consider  that  the  war  in- 
flation should  be  considered,  if  you  take  the  original  cost,  your  manu- 
facturer  may  get  in  60  or  70  per  c^nt,  and  of  that  he  pays  $3,50,  leav- 
ing $1.50  a  thousand  which,  added  to  the  $5  he  may  deduct  in  com- 
puting his  income  makes  $6.50,  which  is  less  than  the  $7  or  SS  hJ< 
stumpage  is  actually  worth  to-day,  leaving  him  a  loss  on  that,  under 
which  he  can  not  curry  on,  and  making  a  loss  of  revenue  to  the  Gov- 
ernment. 

Senator  Lodge.  In  the  cAse  of  your  two  companies,  thev  ori^nallv 
cost  $100,000? 

Mr.  Holmes.  No,  sir;  they  did  not.  I  was  never  allowed  to  say 
about  the  original  cost,  and  the  difference 

Senator  Lodge.  What  the  original  cost  is  does  not  matter. 

Mr.  Holmes.  Yes,  sir;  it  makes  a  lot  of  difference-. 

Senator  Ix)dge.  I  will  not  try  to  state  the  case  I  was  going  to  state. 

Mr.  Holmes.  I  beg  your  pardon,  sir,  for  interrupting.  I  simph 
meant  that  in  one  case  with  $50,000  original  cost  and  in  the  other 
c^se  that,  prior  to  the  income-tax  law,  might  have  been  $200,000  for 
a  precisely  similar  tract  of  timber,  l)oth  of  those  might  havt*  a  vahie 
of  $200,000  before  the  income-tax  law. 

Senator  Lodge.  That  was  the  case  I  was  going  to  state. 

ifr.  Holmes.  That  was  the  case  I  started  to  state  when  I  under- 
stood Senator  Smoot  to  say  that  it  had  been  stated  so  often  that  it 
was  useless  to  state  it  again. 

Senator  Ix)dge.  It  has  been  stated,  and  I  merely  wanted  to  a!;k  if 
that  was  not  the  case  you  were  ffoing  to  state. 

Mr.  Holmi':s.  It  was:  and*  ot  course,  that  manufacturer  would  gH 
very  quickly  into  the  CO  or  70  per  cent  clasR,  and  he  would  gH  an 
actual  income  less  than  his  net  i*ovenue.  I  suppose  it  would  not  ht 
helpful  to  read  into  the  record  a  short  form  of  amendment  to  acmm- 
filish  that. 

The  C'il\irman.  Mr.  Holmes,  you  had  better  make  }*our  presmta- 
tion  without  any  reference  to  any  intimation  as  to  how  any  niembrr 
may  feel  about  any  particular  amendment  submitted.  We  do  m4 
know  how  the  committee,  when  it  takes  up  the  consideratkm  of  the 
bilK  will  decide,  and  you  had  better  present  your  amendment  withoui 
reference  to  any  intimation  you  have. 

Mr.  Holmes.  That  was  my  feeling,  but  I  understood  from  Senaicvr 
Smoot  that  the  ca^e  had  been  so  often  presented  that  the  committer 
ihoniughly  understand  it. 

Senator  Smoot.  I  think  the  chairman  will  admit  that. 
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The  Chairman.  Yes. 

Mr.  Holmes.  I  did  want  to  present  it,  but  I  understood  that  it 
was  of  no  use. 

The  Chairman.  I  think  that  ^ou  had  better  present  it. 

Mr.  Holmes.  If  you  will  consider,  then,  that  the  lumber  society  of 
the  South  urges  it  also  verv  seriously 

Senator  Jones  of  New  Mexico.  I  would  like  to  have  you  state  in 
your  particular  case  the  cause  of  the  difference  of  capital — in  the 
concrete  cases  you  started  to  state. 

Mr.  Holmes.  In  the  concrete  case,  sir,  it  is  because  of  the  rising 
value  on  yellow  pine  accruing  very  markedly  since  1897  up  to  the 
present  time.  In  1897  yellow  pine  could  be  nought  as  low  as  from 
20  to  40  cents  a  thousand  feet.  I  am  speaking  of  actual  sales  now. 
Then  it  rose  rapidly,  until  in  1913  the  common  price  was  at  or 
around  $5  a  thousand  feet,  and  there  have  been  actual  sales  just 
under  $8  a  thousand  feet  within  the  last  year,  or  else  just  over  a 
thousand  feet. 

Therefore  the  case  I  was  putting  concretely  is  that  of  a  corpora- 
tion which  invested,  in  1900  or  a  year  or  two  earlier  than  that, 
$50,000  in  a  body  of  timber  which  may  appreciate  in  value  to  March 
1, 1913,  until  it  is  actually  worth  and  could  be  sold  for  $5  a  thousand 
feet,  or  in  the  case  I  was  putting,  $200,000  of  those  assets,  whereas 
another  company  not  formed  until  later,  and  which  purchased,  for 
the  purpose  of  illustration,  an  identically  similar  body  o£  timber  in 
quantity  and  quality,  may  pay  $200,000  for  it  at  that  time.  There- 
after the  two  bodies  of  property  which  are  devoted  to  producing  an 
income  to  pay  tax  are,  in  my  illustration,  just  the  same,  and  the  net 
income  just  the  same.    Does  that  answer  vour  question? 

Senator  Jones  of  New  Mexico.  It  is  perfectly  clear.  I  wanted  you 
to  get  it  in  on  record.  I  thouglit  I  understood  that  was  the  point  tnat 
you  had  in  mind. 

Senator  Smoot.  That  is  just  exactly  as  I  thought  it  was. 

Mr.  Holmes.  Then  may  I  suggest  that  section  326,  to  accomplish 
that  thought,  if  it  seems  to  have  any  merit,  should  be  amended  by 
striking  out  paragraph  1  and  by  substituting  for  the  paragraph 
numbered  2  a  paragraph  to  be  numbered  1  and  reading  suDstantially 
thus  [reading] : 

The  notnal  nish  valuo  of  property  an  of  Maroli  first,  nineteen  hundred  and 
tliirteen,  if  such  profmrty  wus  acquire<l  prior  to  March  first,  nineteen  hundred 
and  thirteen ;  if  such  property  wus  acqulreil  on  or  after  March  first,  nineteen 
hundre«l  and  (lilrtet^n,  the  actual  cost  thereof  if  acquire<l  for  money,  or  the 
actual  '-nsli  value  thereof  at  the  time  of  acquisition  If  acquired  for  property  or 
for  stoclc  or  shares;  and 

2,  Paid  in  or  earned  surplus  and  undivided  profits  acqulreil  on  or  after 
Marcli  first,  uinetet»n  hundred  and  thirteen,  and  used  or  employed  in  the  busi- 
ness, exclusive  of  unrlivlded  profits  earne<l  during  the  taxable  yenr. 

No.  2  is  to  be  substituted  for  »3  of  the  present  bill. 

The  CiiAuruAN.  Von  want  to  change  the  definition  of  "invested 
capitiil  -V 

Mr.  Holmes.  Yes,  sir;  and  particiihirly  to  eliminate  the  present 
provision  that  any  increase  since  the  original  cost  shall  not  be  con- 
sidered as  a  part  of  it. 

The  Chairman.  You  want  to  do  that  not  only  on  account  of  luni- 
ber — you  would  \yant  that  to  apply  not  only  to  lumber — the  thing 
you  specifically  discusf^ed  but  to  everything? 
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Senator  Smoot.  That  all  depends  upon  the  price  he  sells  Iiis  lum- 
ber at. 

Mr.  HoLMEH.  The  Federal  Trade  Commission  has  recently  said 
that  the  cost,  exclusive  of  the  value  of  stumpage,  average,  is  $18  a 
thousand.  It  is  generally  understood  that  the  value  of  stumpage  on 
March  3,  1917,  which,  of  course,  you  must  use  in  computing  your  in- 
come tax,  was  $5  a  thousand  in  the  South.  That  would  make  a  total 
cost  of  $23  avcrap:e.  The  price-fixing  committee  of  the  War  Indus- 
tries Board  has  recently  fixed  $28  as  a  fair  and  reasonable  return  to 
the  manufacturer.  That  leaves  a  margin  of  profit  there  of  $5  a 
thousand.  The  stumpage  is  actually  worth  to-day  from  $7  to  ^. 
Now,  if  you  compute  invested  capital  on  original  costs  instead  of  on 
the  value  as  of  March  3,  because  none  of  us  consider  that  the  war  in- 
flation should  be  considered,  if  you  take  the  original  cost,  your  manu- 
facturer may  get  in  60  or  70  per  cent,  and  of  that  he  pays  $3.50,  leav- 
ing $1.50  a  thousand  which,  added  to  the  $5  he  may  deduct  in  com- 
puting his  income  makes  $6.50,  which  is  less  than  the  $7  or  $8  hi^ 
stumpage  is  actually  worth  to-day,  leaving  him  a  loss  on  that,  under 
which  he  can  not  carry  on.  and  making  a  loss  of  revenue  to  the  Gov- 
ernment. 

Senator  Lodge.  In  the  case  of  vour  two  companies,  thev  ori^naQv 
cost  $100,000? 

Mr.  Holmes.  No,  sir;  they  did  not.  I  was  never  alloweil  to  saj 
about  the  original  cost,  and  the  difference 

Senator  Lodge.  What  the  original  cost  is  does  not  matter. 

Mr.  Holmes.  Yes,  sir;  it  makes  a  lot  of  difference. 

Senator  Ix)Dge.  I  will  not  try  to  state  the  case  I  was  going  to  stau. 

Mr.  Holmes.  I  beg  your  pardon,  sir,  for  interrupting.  I  simph 
meant  that  in  one  case  with  $50,000  original  cost  and  in  the  other 
case  that,  prior  to  the  income-tax  law,  might  have  been  $200,000  for 
a  precisely  similar  tract  of  timber,  both  of  those  might  havi*  a  value 
()f  $200,000  before  the  income-tax  law. 

Senator  Lodge.  That  was  the  case  I  was  going  to  state. 

Mr.  Holmes.  That  was  the  case  I  started  to  state  when  I  under- 
stood Senator  Smoot  to  .say  that  it  had  been  stated  so  often  that  V 
was  useless  to  state  it  again. 

Senator  IjOdge.  It  has  been  stated,  and  I  merely  wanted  to  nsk  if 
that  was  not  the  case  you  were  going  to  state. 

Mr.  Holmes.  It  was:  and*  of  course,  that  manufacturer  would  grt 
very  quickly  into  the  GO  or  70  per  cent  class,  and  he  would  jsei  ar. 
actual  income  h\ss  than  his  net  revenue.  I  suppose  it  would  rniC  ht 
helpful  to  n»ad  into  the  recor«l  a  short  form  of  amendment  to  accmo- 
fdish  that. 

The  (^iiAiRMAN.  Mr.  Holmes,  you  had  better  make  your  presenta- 
tion without  any  reference  to  any  intimation  as  to  how  any  membrr 
may  feel  about  any  particular  amendment  submitted.  Wo  do  ihiC 
know  how  the  committee,  when  it  takes  up  the  consideration  of  thr 
bill,  will  decide,  and  you  had  better  present  your  amendment  withcHU 
reference  to  any  intimation  you  have, 

Mr.  IIoL^C£.s.  That  was  my  feeling,  but  I  understood  from  SenaltT 
Smoot  that  the  case  had  been  so  often  presented  that  the  commiUrr 
thoroughly  understand  it. 

Senator  Smoot.  I  think  the  chairman  will  admit  that. 
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The  Chairman.  Yes. 

Mr.  Holmes.  I  did  want  to  present  it,  but  I  understood  that  it 
was  of  no  use. 

The  Chairman.  I  think  that  ^ou  had  better  present  it. 

Mr.  Holmes.  If  you  will  consider,  then,  that  the  lumber  society  of 
the  South  urges  it  also  very  seriously 

Senator  Jones  of  New  Mexico.  I  would  like  to  have  you  state  in 
your  particular  case  the  cause  of  the  difference  of  capital — ^in  the 
concrete  cases  you  started  to  state. 

Mr.  Holmes.  In  the  concrete  case,  sir,  it  is  because  of  the  rising 
value  on  yellow  pine  accruing  very  markedly  since  1897  up  to  the 
present  time.  In  1897  yellow  pine  could  be  Dought  as  low  as  from 
20  to  40  cents  a  thousand  feet  I  am  speaking  of  actual  sales  now. 
Then  it  rose  rapidly,  until  in  1913  the  common  price  was  at  or 
around  $5  a  thousand  feet,  and  there  have  been  actual  sales  just 
under  $8  a  thousand  feet  within  the  last  year,  or  else  just  over  a 
thousand  feet. 

Therefore  the  case  I  was  putting  concretely  is  that  of  a  corpora- 
tion which  invested,  in  1900  or  a  year  or  two  earlier  than  that, 
$50,000  in  a  body  of  timber  which  may  appreciate  in  value  to  March 
1, 1913,  imtil  it  is  actually  worth  and  could  be  sold  for  $5  a  thousand 
feet,  or  in  the  case  I  was  putting,  $200,000  of  those  assets,  whereas 
another  company  not  formed  until  later,  and  which  purchased,  for 
the  purpose  of  illustration,  an  identically  similar  body  of  timber  in 
quantity  and  quality,  may  pay  $200,000  for  it  at  that  time.  There- 
after the  two  bodies  of  property  which  are  devoted  to  producing  an 
income  to  pay  tax  are,  in  my  illustration,  just  the  same,  and  the  net 
income  just  the  same.    Does  that  answer  your  question? 

Senator  Jones  of  New  Mexico.  It  is  perfectly  clear.  I  wanted  you 
to  get  it  in  on  record.  I  thouglit  I  understood  that  was  the  point  tnat 
you  had  in  mind. 

Senator  Smoot.  That  is  just  exactly  as  I  thought  it  was. 

Mr.  Holmes.  Then  may  I  suggest  that  section  326,  to  accomplish 
that  thought,  if  it  seems  to  have  any  merit,  should  be  amendea  by 
striking  out  paragraph  1  and  by  substituting  for  the  paragraph 
numbered  2  a  paragraph  to  be  numbered  1  and  reading  substantially 
thus  [reading] : 

The  (irtual  cash  vuluo  of  property  nt$  of  March  first,  nineteen  hundred  and 
thirteen,  if  snt'b  property  wus  acquire<l  prior  to  Alarch  first,  nineteen  hundred 
and  thirteen ;  If  sudi  property  was  acqulreil  on  or  after  March  first,  nineteen 
hunth'od  and  thlrtt*en,  tlui  actual  cost  thereof  if  acquired  for  money,  or  the 
actual  ''nsh  value  thereof  at  the  time  of  acquisition  If  acquired  for  property  or 
for  stoclc  or  shares;  and 

1,  Paid  In  or  enrne<l  surplus  anii  undivideil  profits  acquiretl  on  or  after 
March  first,  nineteen  hundred  and  thirteen,  and  used  or  employed  in  the  busl- 
nc»s8,  exclusive  of  undivided  profits  earne<l  during  the  taxable  yejir. 

Xo.  2  is  to  be  substituted  for  3  of  the  present  bill. 

The  CiiAiKMAX.  Vou  want  to  change  the  definition  of  "invested 
capital  '* '( 

Mr.  Hoi^MES.  Yes,  sir;  and  purticuhirly  to  eliminate  the  present 
provision  that  any  increase  since  the  original  cost  shall  not  be  con- 
sidered as  a  part  of  it. 

The  Chairman.  You  want  to  do  that  not  only  on  account  of  luni- 
l)er — ^you  would  want  that  to  apply  not  only  to  lumber — the  thing 
you  specifically  discu»<ed  but  to  everything? 
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Senator  Smoot.  That  all  depends  upon  the  price  he  sells  his  lum- 
ber at. 

Mr.  Holmes.  The  Federal  Trade  Commission  has  recently  said 
that  the  cost,  exclusive  of  the  value  of  stumpage,  average,  is  $18  a 
thousand.  It  is  generally  understood  that  the  value  of  stumpage  on 
March  3,  1917,  which,  of  course,  you  must  use  in  computing  your  in- 
come tax,  was  $5  a  thousand  in  the  South.  That  would  make  a  total 
cost  of  $23  average.  The  price-fixing  committee  of  the  War  Indus- 
tries Board  has  recently  fixed  $28  as  a  fair  and  reasonable  return  to 
the  manufacturer.  That  leaves  a  margin  of  profit  there  of  $5  a 
thousand.  The  stumpage  is  actually  worth  to-day  from  $7  to  $8. 
Now,  if  you  compute  invested  capital  on  original  costs  instead  of  on 
the  value  as  of  March  3,  because  none  of  us  consider  that  the  war  in- 
flation should  be  considered,  if  you  take  the  original  cost,  your  manu- 
facturer may  get  in  60  or  70  per  cent,  and  of  that  he  pays  $3.50,  leav- 
ing $1.60  a  thousand  which,  added  to  the  $5  he  may  deduct  in  com- 
puting his  income  makes  $6.50,  which  is  less  than  the  $7  or  $8  his 
stumpage  is  actually  worth  to-day,  leaving  him  a  loss  on  that,  under 
which  he  can  not  carry  on,  and  making  a  loss  of  revenue  to  the  Gov- 
ernment. 

Senator  Lodge.  In  the  case  of  your  two  companies,  they  originallv 
cost  $100,000? 

Mr.  Holmes.  No,  sir;  they  did  not.  I  was  never  allowed  to  say 
about  the  original  cost,  and  the  difference 

Senator  Lodge.  What  the  original  cost  is  does  not  matter. 

Mr.  Holmes.  Yes,  sir ;  it  makes  a  lot  of  difference. 

Senator  Ix)dge.  I  will  not  try  to  state  the  case  I  was  going  to  state. 

Mr.  Holmes.  I  beg  your  pardon,  sir,  for  interrupting.  I  simply 
meant  that  in  one  case  with  $50,000  original  cost  and  in  the  other 
case  that,  prior  to  the  income-tax  law,  might  have  been  $200,000  for 
a  preciseh^  similar  tract  of  timber,  both  of  those  might  have  a  value 
of  $200,000  before  the  income-tax  law. 

Senator  Lodge.  That  was  the  case  I  was  going  to  state. 

Mr.  Holmes.  That  was  the  case  I  started  to  state  when  I  under- 
stood Senator  Smoot  to  say  that  it  had  be^n  stated  so  often  that  it 
was  useless  to  state  it  again. 

Senator  Lodge.  It  has  been  stated,  and  I  merely  wantexi  to  ask  if 
that  was  not  the  case  you  were  going  to  state. 

Mr.  Holmes.  It  was;  and'  of  course,  that  manufacturer  would  get 
very  quickly  into  the  60  or  70  per  cent  class,  and  he  would  get  as 
actual  income  less  than  his  net  revenue.  I  suppose  it  would  not  be 
helpful  to  read  into  the  record  a  short  form  of  amendment  to  accom- 
plish that. 

The  Chairman.  Mr.  Holmes,  you  had  better  make  your  presenta- 
tion without  any  reference  to  any  intimation  as  to  how  any  member 
may  feel  about  any  particular  amendment  submitted.  We  do  not 
know  how  the  committee,  when  it  takes  up  the  consideration  of  the 
bill,  will  decide,  and  you  had  better  present  your  amendment  without 
reference  to  any  intimation  you  have. 

Mr.  Holmes.  That  was  my  feeling,  but  I  understood  from  Senator 
Smoot  that  the  case  had  been  so  often  presented  that  the  committee 
thoroughly  understand  it. 

Senator  Smoot.  I  think  the  chairman  will  admit  that. 
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The  Chairman.  Yes. 

Mr.  HoiiMES.  I  did  want  to  present  it,  but  I  understood  that  it 
was  of  no  use. 

The  Chairman.  I  think  that  you  had  better  present  it. 

Mr.  Holmes.  If  you  will  consider,  then,  that  the  lumber  society  of 
the  South  urges  it  also  very  seriously 

Senator  Jones  of  New  Mexico.  I  would  like  to  have  you  state  in 
your  pacrticular  case  the  cause  of  the  difference  of  capital — ^in  the 
concrete  cases  you  started  to  state. 

Mr.  Holmes.  In  the  concrete  case,  sir,  it  is  because  of  the  rising 
value  on  yellow  pine  accruing  very  markedly  since  1897  up  to  the 
present  time.  Li  1897  yellow  pine  could  be  Dought  as  low  as  from 
20  to  40  cents  a  thousand  feet.  I  am  speaking  of  actual  sales  now. 
Then  it  rose  rapidly,  until  in  1913  the  common  price  was  at  or 
around  $5  a  thousand  feet,  and  there  have  been  actual  sales  just 
under  $8  a  thousand  feet  within  the  last  year,  or  else  just  over  a 
thousand  feet. 

Therefore  the  case  I  was  putting  concretely  is  that  of  a  corpora- 
tion which  invested,  in  1900  or  a  year  or  two  earlier  than  that, 
$50,000  in  a  body  of  timber  which  may  appreciate  in  value  to  March 
1, 1913,  imtil  it  is  actually  worth  and  could  be  sold  for  $5  a  thousand 
feet,  or  in  the  case  I  was  putting^  $200,000  of  those  assets,  whereas 
another  company  not  formed  until  later,  and  which  purchased,  for 
the  purpose  of  illustration,  an  identically  similar  body  of  timber  in 
quantity  and  quality,  may  pay  $200,000  for  it  at  that  time.  There- 
after the  two  bodies  of  property  which  are  devoted  to  producing  an 
income  to  pay  tax  are,  in  my  illustration,  just  the  same,  and  the  net 
income  just  the  same.    Does  that  answer  your  question? 

Senator  Jones  of  New  Mexico.  It  is  perfectly  clear.  I  wanted  you 
to  get  it  in  on  record.  I  thouglit  I  understood  that  was  the  point  that 
you  had  in  mind. 

Senator  Smoot.  That  is  just  exactly  as  I  thought  it  was. 

Mr.  Holmes.  Then  may  I  sugge^  that  section  326,  to  accomplish 
that  thought,  if  it  seems  to  have  any  merit,  should  be  amended  by 
striking  out  paragraph  1  and  by  substituting  for  the  paragrapn 
numbered  2  a  paragraph  to  be  numbered  1  and  reading  suDstantially 
thus  [reading] : 

The  actnal  cash  value  of  property  as  of  March  first,  nineteen  liundreci  and 
tlilrteen,  if  such  property  was  acquired  prior  to  March  first,  nineteen  hundred 
and  thirteen;  if  such  property  was  acquired  on  or  after  March  first,  nineteen 
hundi-ed  and  tliirteen,  the  actual  cost  thereof  if  acquired  for  money,  or  the 
actual  '-asli  value  thereof  at  the  time  of  acquisition  if  acquired  for  property  or 
for  stocic  or  shares;  and 

2.  Paid  in  or  earned  surplus  and  undivideil  profits  acquiretl  on  or  after 
March  first,  nineteen  hundred  and  thirteen,  and  used  or  employed  in  the  busi- 
ness, exclusive  of  undivided  profits  earne<l  during  the  taxable  yenr. 

No.  2  is  to  be  substituted  for  3  of  the  present  bill. 

The  Cjiaikmax.  You  want  to  change  the  definition  of  "invested 
capital "? 

Mr.  Hoi.MES.  Yes,  sir;  and  particularly  to  eliminate  the  present 
provision  that  any  increase  since  the  original  cost  shall  not  be  con- 
sidered as  a  part  of  it. 

The  Chairman.  You  want  to  do  that  not  onlv  on  account  of  luni- 
l)er — you  would  want  that  to  apply  not  only  to  lumber — the  thing 
you  specifically  discussed  but  to  everything? 
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Mr.  Holmes.  Yes;  to  everything;  because  I  think  it  is  not  im- 
practicable— the  administration,  either — because  we  have  all  got  to 
determine  the  value  as  of  March  1,  1913,  in  determining  whether  we 
make  or  lose  property  in  disposing  of  it. 

The  Chairman.  I  am  advised  that  Mr.  Andrews  is  here  with  a 
delegation,  and  he  wants  to  be  heard  about  five  minutes. 

Mr.  Andrews.  Yes,  sir 

STATEMENT  OF  MB.  JESSE  ANDEEWS. 

Mr.  Andrews.  I  am  a  lawyer  and  reside  in  Houston,  Tex.  My 
firm  is  counsel  for  the  Long-Bell  Lumber  Co.,  of  Kansas  City,  Mo. 

Mr.  Chairman,  I  wish  to  speak  particularly  with  reference  to  the 
effect  of  the  proposed  bill  upon  stock  dividends  that  have  been  pre- 
viously declared.  That  may  be  a  subject  that  has  received  the  atten- 
tion of  the  committee  heretofore — ^ii  so,  I  am  not  advised  of  it — 
the  effect  of  the  proposed  bill  on  the  income  of  stockholders  who 
have  received  stock  aivide;nd6  declared  this  year;  but  prior  to  the 
introduction  of  the  proposed  bill. 

Senator  Smoot.  You  are  opposed  to  the  restrictive  features  of  it? 

Mr.  Andrews.  Yes,  sir.  I  shall  limit  my  discussion  to  stock  divi- 
dends, and  also  to  stock  dividends  declared  prior  to  September 
3,  1917,  for  the  fact  is  that  in  the  early  part  or  this  year  me  com- 
panies of  which  my  firm  are  counsel  declared  and  paid  a  number  of 
stock  dividends,  the  stockholders  thinking  that  the  tax  which  would 
be  assessed  on  account  of  the  stock  dividends  would  be  based  upon 
those  rates  which  were  applicable  during  the  years  in  which  the  earn- 
ings were  accimiulating  which  were  distributed  by  these  stock  divi- 
dends. They  would  not  have  voted  for  the  stock  dividends  if  they 
had  for  a  moment  thought  that  that  plan  of  taxing  stock  dividends 
would  be  changed  so  as  to  make  the  dividends  not  only  a  part  of 
the  income  for  this  year  but  also  taxable  at  the  rates  which  would  be 
promulgated  for  the  year  1918. 

Senator  Thomas.  In  other  words,  you  assumed,  and  had  a  right  to 
assume,  that  the  Government  which  you  were  supporting  would  not 
further  impose  a  retroactive  tax? 

Mr.  Andrews.  Yes,  sir ;  that  was  it.  It  was  not  as  though  we  were 
assuming  that  the  rates  would  be  the  same,  because  it  was  not  that. 
It  was  a  question  of  principle  or  policy. 

In  passing  the  1917  act,  as  vou  gentlemen  will  remember,  you  pro- 
vided then  that  it  would  not  be  permitted  to  corporations  thereafter 
to  fix  the  years  or  the  earnings  out  of  which  the  dividends  would  be 
paid,  but  that  automatically,  if  I  may  say,  the  dividends  would  be 
deemed  to  distribute  those  earnings  which  were  most  recently  accu- 
mulated. If  the  dividends  were  paid  in  the  spring  or  in  the  early 
f)art  of  1918,  before  any  dividends  for  that  year  had  been  accumn- 
ated,  those  dividends,  regardless  of  the  wish  of  the  corporation, 
would  be  deemed  to  distribute  such  earnings  as  had  been  earned  in 
prior  years,  but  which  had  not  been  distributed. 

But  you  provided  also  in  that  act  for  this,  and  this  is  the  im- 
portant thing  and  is  the  thing  which  gjuided  these  gentlemen  in  vot- 
ing for  the  stock  dividends :  You  provided  that  while  the  dividends 
would  be  distributed  in  the  way  I  speak  of,  and  while  they  would 
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constitute  a  part  of  the  income  of  the  taxpayer  of  the  year  in 
which  they  were  received  by  the  taxpayer,  tney  would  be  taxable 
at  the  rates  prevailing  during  the  years  in  which  those  earnings 
were  accumulated  by  tlie  corporation.  Now,  that  was  the  situation 
which  confronted  these  companies  in  the  spring  of  this  year.  They 
naturally  anticipated  that  there  would  be  an  increase  in  rates,  because 
all  recognized  that  more  money  would  be  required ;  but  they  thought 
that  the  plan  that  had  been  set  forth  with  respect  to  the  stock  divi- 
dends was  that  they,  when  received,  would  be  taxable  in  the  hands  of 
the  stockholdei's  at  the  rates  prevailing  during  the  years  in  which 
the  earnings  were  accumulated.  They  knew  in  the  spring  of  1918 
that  these  stock  dividends  which  they  were  about  to  declare  dis- 
tributed earnings  of  prior  years  and  not  of  1918,  and  they  voted  for 
the  payment  or  the  stock  dividends.  Now  we  find  that  if  the  pro- 
posed bill  becomes  a  law,  those  dividends  become  a  part  of  the  in- 
come of  the  stock  holders  this  year,  and  instead  of  being  taxable  at 
these  relatively  low  rates,  which  was  understood  when  the  dividend 
was  declared,  they  are  taxable  at  the  very  high  rates. 

If  I  may  be  permitted  to  give  you  the  figures  in  the  case  of  one 
stockholder,  it  is  really  astounding — a  stockholder  who  was  a  mana- 
ger of  one  of  these  mills,  who  in  his  long  connection  with  it  in  years 
had  invested  his  earnings  in  the  stock  of  the  mill,  and  the  earnings 
having  been  retained  in  the  business,  which  earnings,  together  with 
this  increase  in  value  which  Mr.  Holmes  has  spoken  of  causing  a 
very  large  increase  in  the  book  value  of  the  stock  over  and  above  its 
par  value,  he  received  dividends  amounting,  in  stock,  to  $179,000. 

Senator  Thomas.  Last  year? 

Mr.  Akdrews.  He  received  them  in  the  spring  of  this  year,  before 
there  was  any  suggestion  of  a  change. 

Senator  Thomas.  Yes :  and  out  of  the  earnings  of  other  years  ? 

Mr.  Andrews.  Out  or  previous  year,  running  back  to  1902,  and 
running  up  inclusive  to  1913;  earnings  of  past  years.  Now,  he  ex- 
pected to  pay  and  was  willing  to  pay,  a  tax  of  about  $25,000 

The  Chairman.  Had  they  declared  those  dividends — had  they  de- 
clared any  dividends  from  the  earnings  of  this  year? 

Mr.  Andrews.  No,  sir;  I  think  not.  The  dividend  declared  at 
this  time  was  intended  to  distribute  such  earnings  as  had  been  ac- 
cumulated in  1918  and,  retrogressively,  back  to  the  oeginning  of  1913. 

Senator  Smoot.  Do  you  remember  the  date  that  the  diviaend  was 
declared? 

Mr,  Andrews.  It  was  in  April,  1918. 

Senator  Smoot.  Was  that  your  nuarterly  meeting  of  the  directors? 

Mr.  Andrews.  It  was  the  annual  meeting. 

Senator  Smoot.  And  the  report  was  made  for  the  year  1917  busi- 
ness? 

Mr.  Andrews.  Yes. 

Senator  Smoot,  And  it  was  upon  that  report  that  a  stock  dividend 
was  declare. 

Mr.  Andrews.  I  am  not  sure  but  what  the  report  came  down,  and 
recognizing  that  the  dividends  accumulated  in  1918 — the  profits,  if 
any,  accumulated  in  1918 — ^had  to  be  distributed  also,  I  am  not  sure 
but  what  it  included  also  such  profits  as  had  been  accumulated  from 
the  1st  of  January,  1918,  down  to  the  date  of  the  dividend. 
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Senator  Smoot.  Is  that  the  end  of  your  business  year,  January  1? 
Mr.  Andrews.  January  1  is  the  end  of  the  business  year,  but  the 
annual  meetings  are  held  about  the  time  I  speak  of. 

Now,  this  gentleman  expected  to  pay  a  tax  out  of  this  stock  divi- 
dent,  which,  based  upon  the  rates  of  the  preceding  years,  would 
have  amounted  to  about  $25,000.  His  tax  now,  he  finds,  if  this  bill 
should  become  law,  would  be  $83,437.  This  law  will  result  in  a  tax 
to  him  on  account  of  his  stock  dividends  alone  of  some  $57,767:  In 
the  language  of  the  Supreme  Court  of  the  United  States,  with  which 
you  gentlemen  are  familiar,  he  was  no  richer  after  the  declaration 
of  that  dividend  than  he  was  before.  I  refer  to  that  principle  as  to 
stock  dividends  just  to  show  what  an  enormous  rate  he  would  be 
paying,  some  $57,000,  if  this  bill  should  become  a  law,  for  the  pur- 
pose of  having 

Senator  Thomas.  I  have  never  been  able  to  accept  that  decision  of 
the  Supreme  Court  as  logical ;  but  I  think  you  are  quite  right  in  com- 
plaining against  a  retroactive  tax. 

Mr.  Andrews.  I  was  just  going  to  say,  Senator,  whether  that  is 
strictly  true  or  not,  or  strictly  accurate  or  not,  there  is  not  an  amount 
there  commensurate  with  this  greatly  increased  sum  of  money. 
Senator  Thomas.  I  agree  with  you  on  that. 

Mr.  Andrews.  Now,  it  seems  to  me  that  can  be  readily  remedied  by 
adopting  the  language  taken  from  the  act  of  1917,  and  inserting  it  on 
page  4,  line  15,  after  the  word  "distributed";  and  if  I  may,  I  will 
continue  with  the  reading;  I  will  read  the  whole  as  it  would  be.  On 
page  4,  line  15,  insert  alter  the  word  "  distributed  "  (changing  the 
period  at  that  point  to  a  semicolon)  the  following:  " ;  shall  constitute 
a  part  of  the  annual  income  of  the  distributee  for  the  year  in  which 
received,  and,  as  to  such  stock  dividends  declared  and  paid  prior  t^ 
September  3,  1918,  shall  be  taxed  to  the  distributee  at  the  rates  pre- 
scribed by  law  for  the  years  in  which  such  earnings  or  profits  were 
accumulated  by  the  corporation." 

The  Chairman.  You  want  that  particular  provision  written  into 
the  present  law  ? 

Mr.  Andrews.  Yes,  with  respect  to  these  dividends  that  have  been 
paid  prior  to  September  3.  The  committee  will  remember  when  you 
introduced  that  law  last  year  you  adopted  that  practice  yourself,  of 
making  its  application  not  retroactive  beyond  the  date  when  the  Sen- 
ate report  was  introduced,  which  was  August,  I  think,  1917. 

With  the  permission  of  the  committee  I  should  like  to  say  just  one 
word  on  another  subject.  It  is  a  cubject  that  Gen.  Boyle  referred  to 
and  I  will  speak  of  it  in  the  briefest  way  only,  because  I  would  like 
the  committee  to  know  what  the  situation  is  with  respect  to  the  vellow 
pine  sawmills  in  Louisiana  and  Texas,  among  the  largest  of  which  are 
lumber  mills  which  we  represent  and  in  connection  with  which  I 
would  like  lo  file  just  a  memorandum. 

The  situation  there  as  I  understand  it  is  that  these  mills,  each  com- 
pany for  itself,  first  locate  a  large  body  of  land.  They  build  a  mill 
that  is  commensurate  with  the  size  of  the  body  of  land,  and  I  think 
that  the  information  we  will  furnish  the  committee  will  show  that 
those  mills  are  very  substantially  built  and  involve  a  substantial  out- 
lay of  money,  and  are  built  with  considerable  attention  to  stability 
and  permanency. 


TO   PROVIDK   REV>:NUE   FOR  WAR  PURPOSES.  571 

The  companies  I  speak  of  anticipate  the  best  they  can  what  will  be 
the  salvage  value  of  that  mill  at  the  end  of  the  cut,  assuming  that  it  is 
kept  in  a  state  of  constant  repair  by  repairs  and  renewals  which  art* 
charged  as  a  part  of  operating  expense.  They  assume  what  will  be 
the  salvage  value  of  that  plant  after  the  expiration  of  the  cut.  They 
arrive  at  a  certain  number  of  dollars,  forming  about  80  per  centof  the 
cost  of  the  plant.  They  divide  that  number  of  dollars  by  the  number 
of  feet  of  standing  timber  which  will  be  cut  during  that  time,  arriving 
at  a  unit  vahie  of  so  much  per  1,000  feet.  Now,  as  that  timber  is  cut 
that  unit  vabie  of  so  much  per  1,000  feet  is  added  to  the  cost  of  manu- 
f actui'e  and  is  set  up  in  what  is  called  a  depreciation  reserve,  the  pur- 
pose of  that  reserve  being  to  furnish  at  the  end  of  the  cut  a  rund 
which,  together  with  the  residual  value  of  the  plant,  will  restore  the 
original  value  of  the  plant.  That  is  the  practice  which  they  have  fol- 
lowed uniformly  up  to  this  time,  and  the  practice  which  they  would 
like  to  have  supported  by  the  amendment  which  Gen.  Boyle  has  sug- 
gested. 

The  Chairman.  I  want  to  sav  to  the  committee  that  Mr.  Charles 
Piez,  vice  president  of  the  Emergency  Fleet  Corporation,  has  writ- 
ten me — that  is,  he  did  not  write  the  letter  himself,  but  Mr.  Hurley 
wrote  me  a  letter — in  reference  to  Mr.  Piez  submitting  to  the  com- 
mittee some  views  that  ho  thought,  without  indicating  what  they 
were,  might  be  of  value  to  the  committee.  I  received  that  letter 
Saturday,  and  T  wrote  him  at  once  that  we  might  possibly  close  the 
b'^arings  to-day,  and  if  it  was  possible  he  could  come  to-day;  and 
if  he  could  not  come  to-day,  probably  the  committee  might  hear  him 
at  some  later  time.  He  is  not  here.  He  either  did  not  get  the 
letter 

Senator  Smoot.  We  could  hear  him  any  time  this  week,  I  .should 
think. 

Senator  Thomas.  Mr.  Chairman,  I  was  informed  by  some  gentle- 
man representing  the  mining  industry,  Mr.  Callbreath  and  Mr.  Arm- 
itage,  of  New  York,  that  they  wished  to  be  heard  for  a  few  minutes 
upon  the  amendment  that  Mr.  Callbreath  proposed.  I  do  not  know 
whether  they  are  here  or  not. 

The  Chairman.  These  hearings  are  to  go  over  until  to-morrow, 
because  some  gentleman  wired  us  that  this  was  a  Jewish  holiday,  and 
asked  if  he  could  be  heard  to-morrow,  and  the  committee  directed 
me  to  wire  him  that  he  could  be  heard  to-morrow. 

Then,  Mr.  Vanderlip  wished  to  be  heard  to-day,  but  he  missed  his 
train  and  would  not  be  able  to  get  here  until  late  this  afternoon,  and 
we  agreed  also  to  hear  Mr.  Vanderlip  to-morrow ;  so  that  we  can  hear 
this  other  gentleman  also,  I  think,  if  he  gets  here  to-morrow. 

Mr.  Rush  C.  Butler  will  be  heard  at  this  point. 

STATEMENT  OF  ME.  EVSH  C.  BUTLEE. 

Mr.  BuTi-ER.  Mr.  Chairman  and  gentlemen,  I  appear  on  behalf  of 
tlie  National  Coal  Association,  composed  of  about  2,000  members, 
about  one-half  of  whom  are  local  coal  associations.  Their  tonnage 
is  confined  to  bituminous  coal  and  represents  about  350,000,000  tons 
of  annual  production  out  of  540,000,000  tons  last  year. 

Tlie  individual  operating  companies  that  are  in  this  membership 
are  very  large — ^the  largest^ — and  very  small — the  smallest. 
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We  have  three  or  four  different  points  concerning:  which  we  wish 
to  speak  very  briefly.  Only  one  oi  them  pertains  to  the  coal  indus- 
try independently,  and  that  is  not  independently  of  the  mining 
industry,  as  a  whole,  and  I  only  venture  to  suggest  that,  and  that  is 
the  added  exemption  that  should  be  allowed  to  the  mining  industry 
over  and  above  other  industries,  because  of  the  fact  that  we  were 
advised  by  the  public  press  that  the  Treasury  Department  had  made 
such  a  recommendation  to  the  Ways  and  Means  Committee;  but  we 
do  not  find  any  embodiment  of  that  idea  in  the  present  bill. 

The  reasons  for  an  extraordinary  exemption  on  the  mining  in- 
dustry as  numerous,  but  two  will  suffice  at  the  present  time :  First, 
because  the  mining  industry  is  extra  hazardous  and  only  invites 
capital  that  is  willmg  to  take  extra  chances,  which,  in  turn,  is  en- 
titled to  a  larger  percentage  of  profit ;  and,  second,  the  extra  exemp- 
tion should  be  allowed  for  the  coal  industry,  because  of  the  fact  that 
the  coal  industry  pays  a  higher  percentage  of  its  net  pi'ofits  by  way  of 
a  Federal  tax  than  any  other  industry.  I  can  not  make  this  statemeirt. 
however,  authoritatively,  but  I  have  been  so  advised  by  representa- 
tives of  the  Treasury  Department.  It  would,  therefore,  seem  that  if 
all  industries  are  to  be  on  a  comparative  basis,  there  is  just  occasion 
for  the  Treasury  Department's  recommendation  that  a  special  exemp- 
tion applicable  to  the  mining  industry  be  made. 

The  next  proposition  we  have  in  mind  is  a  revision  of  the  defiinition 
of  "  invested  capital,"  and  Mr.  Homberger,  of  the  Pittsburgh  Coal 
Co.  and  the  treasurer  of  that  company,  the  largest  bituminous  coal 
company  in  the  United  States,  is  here  to  speak  upon  that  subject, 
but  I  wish  to  leave  with  you  a  brief  compilation  that  has  been  pre- 

Eared  by  one  of  the  members  of  our  committee,  Mr.  Marion,  of  Pitts- 
urgh,  from  reports  made  to  our  committee  from  various  of  our 
operating  members.  This  tabulation  shows  the  capital  of  these  re- 
porting companies  per  ton  of  annual  production,  based  upon  the 
returns  made  to  the  Treasury  Department  for  the  purposes  of  taxa- 
tion, and  it  will  illustrate  better  than  anything  else  I  know  of  how 
unjustly  discriminatory  as  between  competitors  within  the  coal  in- 
dustry are  the  provisions  of  the  present  law.  The  same  situation, 
undoubtedly,  exists  in  other  industries,  and  I  may  say  all  other  in> 
dustries,  but  I  have  the  actual  fi^ires  here  frotn  the  coal  industry. 
For  instance,  we  have  41  companies  reporting  out  of  a  total  of  395. 
whose  capitalization  per  ton  of  production  is  under  $1.  Their  aver- 
age capitalization  per  ton  of  production  was  65  cents. 

Omitting  those  up  to  the  $5  mark  and  above,  we  have  them  under 
$1,  and  between  $1  and  $2,  and  so  on ;  but  omitting  those  and  going 
to  the  highest,  we  have  34  companies  reporting  a  capitalization  in 
excess  of  $5,  running  up  in  one  instance  to  $13.93  per  ton;  an  aver- 
age of  $8.21  per  ton. 

The  story  that  is  told  by  these  figures  is  simply  this,  that  when 
the  exemption  of  7  per  cent,  if  you  please,  or  9  per  cent,  whichever 
it  is,  is  applied,  and  taking  7  per  cent  because  most  of  the  coal  com- 
panies did  not  have  prewar  earnings  equal  to  7  per  cent,  but  apply- 
ing 7  per  cent  exemption  to  these  companies,  the  company  capi- 
talized at  65  cents  per  ton  would  have  an  exemption  per  ton  of  le^ 
than  5  cents,  whereas  the  company  capitalized  at  $13.93  a  ton,  or 
practically  $14  a  ton,  at  7  per  cent,  would  have  $1.28  exemption  per 
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ton  of  coal.  If  these  two  companies  happen  to  be  in  the  same  field 
where  the  price  of  coal  is  the  same,  you  see  that  the  company  with 
the  exemption  of  $1.28  from  taxation  is  at  a  tremendous  advantage 
over  the  company  having  an  exemption  of  only  5  cents  a  ton.  I 
will  leave  this  with  the  committee. 

(The  paper  referred  to  is  here  printed  in  full,  as  follows :) 


t 

Capital  per  ton  production. 

Companies  report- 
ing. 

Their  per 
cent  of 
the  pro- 
duction 
reported. 

Capitalisation  per  ton  pro- 
duced. 

Exemption 
on  basis  of 
10  per  cent 
of  capitali- 
zation. 

Number. 

I*er  cent 
of  total. 

Low. 

1 
High.    1  Average. 

Under  SI 

41 

156 

105 

34 

25 

34 

10.38 

39. 4« 

26.58 

8.61 

6.33 

8.61 

19.6 
27.6 
21.9 
6.3 
13.8 
10.8 

SO.  047 
1.022 
2.00 
3.072 
4.21 
5.04 

1 
S0.963         tn  AR 

SO  065 

Bet'veen  SI  and  S2 

1.068 
2.957 
3.979 

1.43 
2.14 
.1  4A 

143 

Betveen  S2  and  S3 

.314 

Between  S3  and  S4 

.346 

Between  S4  and  S5 

4.887           4.aK 

.465 

overSS 

13.93 

8.21 

.821 

Total 

395 

100.00 

100.0 

2.72 

Capitalization  of  compauies  in  first  three  groupti,  representing  68.14  per  cent 
of  production,  is  $1.42  per  ton. 

Capitalization  of  companies  in  last  three  groups,  representing  30.80  per  cent 
of  production,  is  $5.88  per  ton. 

Companies  reporting  produce  143,894,309  tons. 

Senator  Jones  of  New  Mexico.  You  mean  65  cents  a  ton  per  an- 
num?   You  mean  taking  into  consideration  a  year's  output? 

Mr.  Btttler.  Yes ;  that  is,  the  capitalization  for  each  ton  of  pro- 
duction for  the  year  1917,  65  cents  up  to . 

Senator  Jones  of  New  Mexico.  $14  per  ton,  practically? 

Mr.  Butler.  $14;  yes,  sir. 

Now,  the  other  point,  that  Mr.  Homberger  will  speak  on.  is  in- 
cluding borrowed  capital  in  capital  investment,  and  the  fourtn  point 
that  we  have  in  mind  is  the  one  pertaining  to  amortization. 

Senator  Jones  of  New  Mexico.  Before  you  leave  this  other  point, 
what  is  the  cause  of  such  a  great  difference  in  capitalization  in  those 
concerns? 

Mr.  Butler.  It  is  not  in  capitalization,  Senator  Jones,  as  such, 
but  it  is  in  the  definition  of  invested  capital  as  it  is  contained  in 
the  act.  Invested  capital  is  limited  to  the  amount  of  stock,  the  par 
value  of  the  stock  originally  issued  for  property,  plus  certain  items 
of  cash  earningSj  etc.  Now,  it  happens,  perhaps,  in  the  case  of  some 
of  these  companies  who  have  very  low  capitalization,  that  they  have 
been  running  15  or  20  years,  and  that  they  have  depreciated  their 
property  so  that  their  capital  account  is  very  substantially  reduced 
at  the  present  time ;  and  for  a  companv  of  that  kind  no  special  con- 
sideration is  invited.  But,  to  take  Mr.  Holmes's  illustration,  take 
two  companies  that  have  established  themselves  side  by  side  in  the 
same  field 

Senator  Jones  of  New  Mexico.  It  involves,  then,  a  question  of 
appreciation  of  the  value  of  the  coal  lands;  is  that  the  point? 

Mr.  Butler.  Yes ;  very  largely. 

Senator  Jones  of  New  Mexico.  That  is  what  I  was  trying  to  get 
atr-^what  the  main  element  was. 
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Mr.  Butler.  Yes,  sir.    Is  that  all  you  wish  on  that  point  ? 

Senator  Jones  of  New  Mexico.  Yes ;  thank  you. 

Mr.  Butler.  Then,  on  this  point,  we  were  very  much  concerned 
with  that  subject  prior  to  the  time  that  we  knew  what  the  contents 
of  the  House  bill  were  to  be,  because,  as  I  read  the  testimony  of  the 
engineer  from  the  Fuel  Administration  who  was  here  day  before 
yesterday,  he  made  it  very  clear  that  under  the  law  as  it  stands 
to-day  it  is  not  only  difficult  but  it  is  absolutely  impossible  for 
operators  to  continue  improving  their  property  or  even  keeping  it 
up  to  the  present  standard  unless  these  unusually  high  war  costs  can 
be  specially  amortized  j  but  we  are  quite  well  satisfied  with  the  pro- 
visions of  the  House  bill.  It  seems  to  us  that  they  might  have  gone 
a  little  further,  because  a  limit  of  amortization  of  20  per  cent  of 
the  net  earnings  of  any  company  in  a  given  year  is  liable  not  to  be 
any  more  than  5  per  cent  of  the  cost  or  10  per  cent  of  the  cost,  and 
we  think  that  if  you  gentlemen  can  find  a  way  to  provide  for  special 
amortization  of  the  excess  cost,  due  to  war  conditions,  of  these  addi- 
tions and  improvements  over  and  above  the  prewar  cost,  you  can 
come  nearer  arriving  at  justice  and  permitting  the  operators  to  de- 
velop and  improve  and  repair  and  keep  up  their  property  than  yoii 
can  under  the  provisions  of  this  law,  which,  while  apparently  on 
their  face  very  fair,  may  limit  the  amortization  to  a  very  small  per- 
centage of  the  actual  cost  of  these  additions  and  improvements. 

We  had  in  mind  originally  that  subject  of  adjustment  in  later 
vears,  which  would  be  m  the  control  of  the  Treasury  Department. 
It  might  not  be  improper  to  allow  amortization  of  this  excess  cost 
at  the  rate  of  even  as  high  as  50  per  cent  per  year  for  the  period  of 
two  years;  that  is,  50  per  cent  of  the  cost,  without  reference  to  the 
net  profits  of  the  corporation. 

It  is  true  that  during  the  year  or  years  in  which  amortization  is 
taking  place  a  very  considerable  saving  in  taxes,  if  that  is  what 
you  please  to  call  it,  would  be  made  by  the  operators ;  but  in  subse- 
quent vears  their  excess  profits  would  be  tremendously  increased, 
and,  oi  course,  we  are  all  prepared  to  pay  these  excess  profits^  not 
only  for  the  duration  of  the  war  but  for  at  least  a  few  years  there- 
after. 

Senator  Smoot.  That  is,  the  beginning  of  the  third  year — ^with 
the  third  year? 

Mr.  Butler.  Yes ;  with  the  beginning  of  the  third  year.  We  think 
that  arrangement  would  be  more  satisfactory  than  that  contained  in 
the  present  bill. 

Mr.  Homberger  has  been  asked  by  me  to  speak  on  this  bill,  and 
he  only  came  in  to-day. 

The  Chairman.  Mr.  Homberger  advises  me  that  he  would  prefer 
to  address  the  committee  to-morrow  rather  than  to-day,  and  Mr. 
Owen  must  appear  before  the  committee  now  or  not  at  all,  because 
he  must  leave  the  city  this  afternoon.  If  there  is  no  objection,  Mr. 
Homberger  instead  of  being  heard  this  afternoon  will  be  given  a 
few  minutes  to-morrow  morning.  How  long  will  you  want  to- 
morrow morning? 

Mr.  HoRNBEROER.  I  think  10  minutes  will  be  ample  for  me. 

The  Chairman.  I  ask  that  question  simplv  because  we  are  very 
anxious  to  get  through  these  hearings  by  noon  to-morrow.  We  will 
hear  Mr.  Owen  now. 
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STATEMENT  OF  MB.  M.  J.  OWEN. 

Mr.  Owen.  I  will  be  just  as  brief  as  I  can.  It  will  not  take  but 
three  or  four  minutes.  I  want  to  confine  myself  to  section  600.  I 
represent  some  18  companies  which  are  engaged  in  the  manufacture 
of  household  and  veterinary  remedies,  and  also  flavoring  extracts, 
spices,  and  toilet  articles,  which  are  distributed  almost  entirely  to 
some  niral  communities  by  means  of  some  20,000  salesmen  and 
agents,  one  of  whom  usually  covers  a  county  and  calls  on  some  800 
to  1,000  people  several  times  a  year. 

Section  600  provides  for  an  increase  on  nonbeverage  alcohol,  which 
means,  according  to  letters  that  I  have  received  from  all  the  com- 
panies I  represent,  an  increase  of  price  which  will  be  equivalent 
to  some  40  or  50  per  cent  upon  gross  sales  of  the  extracts  and  medi- 
cines, which  is  substantially  the  same  percentage  as  is  indicated 
by,  I  understand,  the  medicine  people  and  proprietary  medicine 
people,  who  have  appeared  here  before  you.  Upon  our  entire  sales, 
including  spices  and  lubricating  oils  and  things  which  are  entirely 
disassociated  from  medicines,  it  is  going  to  mean  a  tax  of  17  per  cent, 
and  our  idea  is  that  it  is  a  tax  on  the  raw  ingredients  which  it  is 
absolutely  necessary  we  should  use.  If  there  was  anything  we 
could  substitute  for  the  nonbeverage  alcohol,  we  would  be  ticyled 
to  do  it,  because  the  price  is  so  excessive.  The  prices  of  other  drug 
ingredients  have  increased  enormously,  more  than  in  any  other  busi- 
ness, and  as  we  must  pay  the  additional  revenue  we  feel  that  it  should 
be  distributed  by  means  of  a  gross-sales  tax,  or  even  of  an  invest- 
ment tax. 

There  are  other  sections  by  which  we  are  affected,  i)aii:icularly  the 
10  per  cent  consumption  tax  upon  which  there  was  a  specific  tax  last 
year.  That,  this  year,  in  the  case  of  our  industry,  is  going  to  mean 
an  additional  revenuo  to  the  Government  of  five  to  ten  times  that 
which  they  received  under  the  1017  law. 

I  do  not  intend  to  say  a  thing  about  that.  If  the  committee  feels 
that  they  require  from  our  industry  that  much  more,  we  will  be  glad 
to  see  that  it  is  made ;  but  we  do  feel  that  it  is  going  to  mean  a  serious 
situation  for  us  in  this  increasing  rate  on  alcohol.  It  is  going  to 
amount  to  that  extent  that  we  can  not  get  away  from  it.  Our  meth- 
ods of  doing  business,  selling  mostly  to  farmers,  many  of  whom  live 
in  sparsely  settled  communities  and  small  villages,  results  in  their 
buying  ahead.  When  our  men  get  around  only  three  or  four  time  a 
year,  they  estimate  for  the  next  two  or  three  months,  andyif  they 
think  thev  have  got  a  horse  that  is  going  to  be  sick  they  get  some 
colic  medicine.  They  buy  these  things  in  advance  and  keep  them  on 
hand ;  and  if  you  are  going  to  increase  the  price  of  these  remedies  so 
greatly,  the  farmer  is  going  to  take  a  chance  and  get  along  without 
them,  and  it  is  going  to  mean  a  sharper  decrease  of  sales  for  us  than 
for  other  people,  and  a  decrease  in  sales  which  wo  believe  so  far  as 
our  own  particular  branch  of  the  industry  is  concerned,  will  prac- 
tically nullify  the  increase  in  the  rate  in  its  result  upon  the  revenue 
to  the  Government.  In  other  words,  our  decrease  of  sales  will  result 
in  a  decrease  in  our  use  of  nonbeverage  alcohol,  which  we  will  not 
purchase,  and  with  the  decrease  of  purchase  by  our  concerns,  and 
the    decrease    of    individual    purchasing     among    the     customers 
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visited  by  our  10,000  men,  the  result  will  greatly  outweigh  the  addi- 
tional revenue  which  you  would  derive  from  the  increase  on  alcohol. 
Of  course  we  stand  a  little  differently  there  from  the  general  drug 
trade,  but  it  hits  us  just  as  heavily  if  not  heavier  than  it  does  them. 
That  is  the  only  point  I  will  take  up. 

The  Chairman.  The  committee  will  now  hold  an  executive  session. 

•  (At  5.30  o'clock  p.  m.  the  committee  went  into  executive  session,  at 
the  conclusion  of  which  an  adjournment  was  taken  until  to-morrow, 
Tuesday,  September  17, 1918,  at  11  o'clock  a.  m.) 


PURPOSES. 


TUESDAY,  SEPTSliBEB  17,  19ia 


United  States  Senate,  Committee  on  Finanosl 

Waahmgton^  D.  C. 

The  oommittee  met,  pursuant  to  adjournment,  at  11  o'clock  a.  m. 
in  the  committee  room,  Senate  Office  Building,  Senator  F.  M.  Sim- 
mons presiding. 

Present,  Senators  Simmons  (chairman),  Thomas,  Robinson,  Jones, 
Nugent,  Lod^e,  McCumber,  Smoot^  Dillingham,  and  Townsend. 

The  committee  resumed  the  consideration  of  the  bill  (H.  R.  12863) 
'^  to  provide  revenue,  and  for  other  purposes." 

The  Chairman.  We  will  hear  Mr.  E.  C.  Lindley  first. 

IN>'£8TKD   CAPXTAL. 

STATEMEHT  OF  MB.  E.  C.  LDIBLET,  OF  ST.  PAIJI,  MDTN. 

Senator  Thomas.  To  what  item  of  the  bill  do  you  wish  to  direct 
our  attention  ? 

Mr.  Lindley.  I  want  to  talk  about  subparagraph  2  of  section  326. 

Senator  Nugent.  What  interest  do  you  represent? 

Mr.  Lindley.  I  am  here  as  counsel  for  the  Great  Northern  iron  ore 
properties,  and  I  am  here  because  that  is  a  trust,  and  I  felt  it  was  my 
duty  to  the  cestui  trustants  to  appear. 

Under  subparagraph  2  of  section  326,  limiting  the  value  of  prop- 
ert}'  to  the  par  value  of  stock  exchanged  therefore,  the  properties  in 
the  Great  Northern  iron  ore  trust  would  be  worth  $1,750,000. 

U^nder  paragi-aph  3  of  the  preceding  section  they  are  to  be  deemed 
to  be  worth  $150,000,000. 

Under  title  10— the  excise  tax  provision — we  pay  a  tax  upon  a 
basis  of  about  $50,000,000  to  $60,000,000,  and  it  is  that  glaring 
inequalitv,  working  a  very  gross  injustice,  that  I  felt  it  my  duty  to 
the  beneficiaries  in  that  trust  to  appear  and  bring  to  the  attention  of 
the  committee.  I  do  not  think  there  is  any  phase  of  invested  capital 
that  I  can  inform  you  about.  I  point  out  that  inequality,  and  I 
think  it  is  always  bound  to  work  that  way  if  you  do  not  stand  by 
the  fact,  and  I  think  the  fact  should  be  actual  value.  On  actual 
value,  as  I  sav^  we  are  paying  a  capital-stock  tax  on  a  basis  of  about 
$50,000,000  or  $60,000,000,  and  if  it  is  worth  $50,000,000  or  $60,000,000 
for  the  purpose  of  a  capital-stock  tax,  the  property  ought  to  be 
worth  $50,000,000  or  $60,000,000  for  the  purpose  of  excess  profits  or 
war  tax.  I  am  not  complaining  about  the  amount  of  taxes  you  are 
levying,  or  the  rate,  but  I  say  that  that  is  an  inequality  that  ougnt  to 
be  corrected,  and  I  tliink  it  ought  to  be  actual  value. 
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Senator  Smoot.  The  actual  value  at  what  time? 

Mr.  LiNDLEY.  At  the  time  you  are  paying  the  tax. 

Senator  Smoot.  For  the  year  in  which  the  tax  is  imposed? 

Mr.  LiNDLEY.  Yes.  These  properties  were  exchanged  some  12  or 
15  years  ago,  and  the  present  owners  are  not  the  then  owners  at  all. 
They  are  represented  by  transfer  certificates  traded  in  on  the  stock 
exchange,  so  that  the  present  owners  are  not  the -persons  who  were 
the  owners  at  the  time  of  the  exchange. 

As  a  practical  proposition,  I  want  to  call  your  attention  to  another 
thing.  You  are  levying  a  very  heavy  estate  tax,  I  am  not  saying 
anything  about  whether  your  tax  is  borrowed  or  not,  but  when  you 
get  into  a  large  estate,  if  they  had  to  so  through  probate  and  raise 
the  cash  to  pay  the  tax,  you  would  bankrupt  the  estate,  because  they 
could  not  dispose  of  the  properties  to  get  the  money  to  pay  the  tax. 
I  think  you  ought  to  provide  that  the  Government  would  take,  in 
payment  of  its  tax^  securities,  and  that  kind  of  property  which  the 
Government  appraises,  and  take  them  at  the  value  you  appraise  them 
at  for  the  purpose  of  paying  the  tax.  Otherwise  it  would  be  im- 
possible to  raise  the  money  witlK)ut  sacrificing  the  estate. 

Senator  Jokes.  Which  one  of  those  figures  ought  to  be  taken  as  the 
basis  of  your  valuation? 

Mr.  LiNDLEY.  I  said  I  thought  you  ought  to  take  the  actual  value 
at  the  time  of  levying  the  tax. 

Senator  Jones.  How  are  we  going  to  ascertain  that? 

Mr.  LiNDLEY.  That  is  a  thing  you  nave  to  ascertain  in  many  cases. 
You  have  to  do  it  by  the  best  evidence  you  can  get.  As  a  matter 
of  fact,  we  have  returned  to  the  Government,  under  the  capital-stock 
tax,  a  value  of  between  $50,000,000  and  $60,000,000. 

Senator  Jones.  Is  that  property  being  worked  at  the  pre5?ent  time 
to  its  full  capacity,  or  anything  like  it? 

Mr.  LiNDLEY.  A  very  considerable  portion  is  being  worked.  It 
is  mostly  under  lease  to  large  steel  companies,  which  consume  the 
ore  themselves.  In  so  far  as  that  which  is  not  under  lease  is  con- 
cerned, we  are  trying  to  negotiate  leases. 

Senator  Jones.  What  percentage  of  output  have  you.  compared 
with  the  quantity  of  ore  in  sight? 

Mr.  LiNDLEr.  The  total  quantity  of  ore  estimated  to  h^  in  the 
propertio^s  is  somewhere  around  400,000,000  tons.  Just  the  total  ton- 
nage being  produced  by  all  our  lessees  I  can  not  tell  you,  but  it  is 
several  mfllion  tons — perhaps  three  or  four  million — a  year.  There 
are  different  companies  which  have  leases. 

Senator  Jones.  At  that  rate  you  have  a  supply  there  which  woold 
last  a  hundred  years. 

Mr.  LiNDLEY.  The  leases  all  call  for  a  graduated  increase,  and,  as 
it  has  been  estimated,  it  will  take  30  to  40  years  to  exhaust  it. 

Senator  Jones.  What  would  be  the  basis  of  value  of  that  kind  of 
property  ? 

Mr.  LiNDLEY.  They  have  figured  out  present  value  for  taxation 
purposes  in  Minnesota,  and  on  the  basis  of  the  present  value  of  the 
ore  in  the  gmund  these  properties  are  worth  about  $50,000,000. 

Senator  Jones.  What  royalty  are  you  getting  on  the  ore? 

Mr.  LiNDLEY.  The  royalties  vary  all  the  wav  from  50  to  60  cents 
for  poor  grades  up  to  $1.15  or  $1.20. 


TO  PBOVIDB  BBVBNUS  FOB  WAB  PUBP0SE8.  679 

JSenator  Jones.  Do  you  think  we  could  ^et  at  any  reasonable  basis 
for  valuation  with  such  a  property  as  that? 

Mr.  LiNDLEY.  They  have  all  been  valued  in  Minnesota.     They 
have  a  special  commission  that  has  been  there  for  a  number  of  years 
to  value  mining  pi*opertie& 
.  Senator  Jones.  What  is  it  valuetl  at  by  the  Minnesota  authorities? 

Mr.  LiNDL£y.  They  arrive  at  what  they  call  a  present  value  in  the 
ground,  just  as  the  ore  lies:  and,  as  I  say,  using  the  basis  of  the  Min- 
nesota Tax  Commission,  tne  value  of  all  these  properties  which  I 
have  mentioned  would  be  about  $50,000,000. 

Senator  Jonks.  And  you  would  be  satisfied  with  that  as  a  basis  for 
invested  capital? 

Mr.  LiNDLEr.  Yes.  AIM  want  is  what  the  property  is  actually 
worth. 

The  Chairman.  When  you  say  what  it  is  actually  worth,  at  what 
time  do  you  mean  ? 

Mr.  LiNDLKY.  At  the  time  you  are  levying  a  tax  and  allowing  a 
return  on  the  property.    I  thank  the  committee. 

The  Chairman.  The  committee  will  next  hear  from  Mr.  John  R» 
Vanderlip.  Mr.  Vanderlip,  we  have  but  very  little  time  this  morn- 
ing.   Will  you  require  much  time  to  present  your  views? 

STATEMENT  OF  MB.  JOHN  E.  VANDEBIIP,  OF  MINNEAPOUS, 

MINN. 

Mr.  Vanderup.  I  should  like  to  take  some  time. 

The  Chairman.  That  is  what  I  suspected.  I  wanted  to  see  if  you 
could  not  limit  yourself  to  some  definite  time.  This  is  our  last  day 
for  the  hearings,  and  we  are  going  to  be  a  little  pressed  for  time. 

Mr.  Vanderup.  I  appreciate  that  fact,  and  if  the  committee  will 
allow  me  to  proceed,  when  you  think  my  time  is  up  let  me  know,  and. 
then  permit  me  to  print  my  argument  and  submit  it  to  the  committee. 
With  that  arrangement  I  shall  be  quite  content. 

Senator  McCcmber.  Would  it  not  be  well  to  give  us  orally  now 

{'ust  the  points  you  want  to  make  and  submit  your  argument  and 
lave  it  printed?. 

Mr.  \'ani>kkmi».  Yes;  Senntor  McCuniber,  T  sluill  be  glad  to  do 
that. 

Senator  McCumber.  I  think  we  should  understand  it  better* 

Mr.  Vanderlip.  There  are  two  propositions.  I  represent  certain 
individuals  and  corporations  who  are  interested  chiefly  in  iron-ore 
deposits  in  the  Lake  Superior  region,  and  from  that  district,  as  I  am 
advised,  substantially  80  per  cent  of  all  the  iron  ore  products  of  the 
United  States  is  produced.  The  two  particular  points  in  the  pra» 
posed  revenue  bill  to  which  I  desire  to  direct  your  attention,  and  for 
which  I  desire  to  ask  some  modification,  are  the  clause  in  regard  to 
depletion  allowed  for  natural  resources  and  the  definition  of  invested 
capital. 

Senator  Thhmah.  Mr.  Vanderlip,  we  have  had  a  number  of  hear- 
ings on  those  propositions. 

Mr.  Vanderlip.  Senator  Thomas,  I  think  that  in  respect  of  the  iron 
markets,  especially  in  the  form  of  a  lease,  such  as  is  employed  in  the 
Lake  Superior  region,  there  is  a  distinction  in  respect  of  depletion 
that  does  not  exist  with  almost  any  other  mineral. 
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The  particular  point  in  respect  of  depletion  to  which  I  should 
like  to  direct  attention  is  this,  in  the  Lake  Superior  region  at  lea^t — 
and  I  can  not  speak  for  other  regions-— almost  all  of  the  iron  ore  is 
disposed  of  under  what  are«called  mining  leases.  By  the  terms  of 
those  leases  the  lessee  agrees  to  pay  a  specified  price  per  ton  for  all 
the  ore  that  he  mines.  He  is  further  obligated,  whether  he  mines  or 
not,  to  pay  to  the  owner  of  the  property  an  annual  minimum  sum, 
being  the  royalty  rate  on  an  agre^  number  of  tons— -perhaps  a  hun- 
dred thousand  tons.  And  that  is  paid  whether  he  mines  or  not,  and 
after  it  is  paid  he  is  entitled  to  take  out  the  number  of  tons  of  ore 
for  which  he  has  so  paid  without  making  any  further  compensation. 

Under  the  existing  law,  the  act  of  Septemt)er  8, 1916,  it  is  provided 
in  general  terms — 1  am  not  quoting  exactly — ^that  the  owners  of 
mines  shall  have  the  right  to  deplete  to  the  extent  of  the  value  in  the 
mine  of  the  ore  which  is  mined  and  sold  in  the  taxable  year.  That 
does  verv  well  where  the  lessee  is  mining  and  taking  out  his  ore. 
But  in  those  years  when  he  does  not  mine  and  take  out  the  ore  and 
pays  advance  royalties,  under  the  construction  that  has  beei^  put  on 
that  law  by  the  Commissioner  of  Internal  Revenue,  the  owner  of  the 
iron  property  is  not  permitted  to  take  any  depletion  and  is,  on  the 
other  hand,  required  to  return  all  of  his  royalties  received  as  income 
and  to  pay  income  and  excess-profits  taxes  upon  them. 

It  takes  but  a  moment's  consideration  to  reveal  that  in  those  years 
when  the  operator  takes  out  ore  against  the  advance  royalties  that 
he  has  already  paid  in  previous  years,  the  mine  owner  receives  no 
money  at  all  for  that  ore  from  which  he  can  make  any  depletion. 
That  is  the  general  suggestion  that  I  want  to  make  in  respect  to 
that,  and  I  desire,  therefore,  to  submit  in  connection  with  it  a 
proposed  form  of  a  clause  for  depletion  which  will  protect  the  iron- 
mine  owners  of  the  Lake  Superior  district,  and,  in  fact,  will  protect 
,  the  owners  of  all  natural  resources,  whether  it  be  timber,  iron,  or  nwf 
other  mineral  or  oils  or  gas.    So  much  for  that. 

With  respect  of  the  definition  of  invested  capital,  I  feel,  r$  Mr. 
Lindley  does,  that  subdivision  2,  restricting  the  value  of  tangible 
assets  which  are  paid  into  a  corporation  to  the  par  value  of  the 
stock  issued  therefor,  works  a  very  great  injustice.  Prior  to  WIS, 
when,  for  the  first  time.  Congress  had  authority  to  levy  an  income 
or  any  other  form  of  tax  based  upon  income,  whatever  gain  there 
might  have  been  over  cost  in  the  value  of  properties  became  the 
capital  assets  of  the  owner  of  those  properties,  as  was  distinctlv  held 
by  the  Supreme  Court  in  those  recent  cases  which  were  deciaed  on 
the  20th  of  May  and  the  3d  of  June  last,  and  to  which  I  shall  take 
pleasure  in  referring,  if  I  may  print  a  short  brief. 

There  are  to-day  thousands  of  corporations  in  the  United  States 
organized  to  handle  certain  properties  with  practically  a  nominal 
capitalization,  in  return  for  which  properties  worth  many,  many 
times  the  par  value  of  the  stock  were  turned  in.  If  this  present  law 
be  enacted  in  the  form  submitted  by  the  Ways  and  Means  Committee, 
you  can  see  at  once  the  injustice  that  it  will  work,  and  upon  that 
point  I  think  that  the  definition  of  invested  capital  demands  some 

revision.  .  ,  , 

The  same  thing  occurs  in  two  or  three  of  those  subdivisions.  1  do 
not  want  to  take  up  the  time  of  the  committee.    I  have  simply  oat- 
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linwK  as  Senator  McCumber  suggested,  the  points  I  desired  to  make. 
But  if  I  may  be  permitted  to  print  my  suggestions  in  regard  to 
both  these  matters,  with  a  form  that  I  desire  to  submit  to  be  adopted 
in  lieu  of  the  proposed  bill,  I  shall  be  very  gi-ateful  to  the  committee. 

The  Chairman.  You  can  print  any  amendment  you  desire,  any 
brief  that  you  have,  and  any  statement  of  facts  that  you  wish  to 
present. 

Senator  Smoot.  If  you  have  your  brief  with  you  now  you  can  file 
it  with  the  reporter. 

Mr.  Vanderlip.  I  have  only  a  hurried  copy  that  I  dictated,  and 
I  shall  be  glad  to  print  it,  if  I  may. 

(The  brief  referred  to  above  is  here  printed  in  full,  as  follows:) 

STATKMKNT    Sl'BMITlED    TO    THK    FiNANCK    CciMMITTKK    OK    THK    I'NITED    StaTKH 

Senatk  Kklatino  (A)  to  1  >M>rcTioxH  FROM  (}k<ik8  Inc<»me  fok  Dkpletion  of 
Nati-bal  UKHorRCKs;  anu  iU)  to  the  I^kkinition  of  **  Invkhted  CAprrAL." 

I  desire  to  submit  for  tlu*  ciHistdenition  of  the  roininUt'iH*  8oiiie  sujij^estlons 
relating  to  certain  pn»vl8lons  of  tlie  new  revenue  hlU  iMirtirularly  affecting  tax- 
puyert;  Individual  and  e<inx>rate.  enpiKed  In  tlie  pnnluetion  and  nuirketinp:  of 
natural  rewrmrees.  es|KK*lally  iron  ore  and  other  t^ssentlal  minerals.  The  tnx- 
payem  M'honi  I  reprenent  are  interested  chiefly  in  the  iron  ore  deposits  of  the 
Ijnke  Su|>erlor  dlntrlet,  which  produces,  an  I  Mm  advimnl,  sulmtant tally  80  per 
cvnt  of  the  entire  Iron  ore  output  mI'  the  rnlte<l  StaieH.  I  nee<l  not  stop  to 
emphuKlxe  the  vital  lni|)ortJiu<v  to  the  Nation  In  the  present  crisis  of  the  iron 
and  «teel  Industries,  nor  the  ntMVKsity  for  tlie  uninterrupted  producthui  of  the 
mw  nmterial  demande<l  for  their  austained  o]H*ratlon. 

What  I  mihnilt  touching  tlie  eft'etrt  of  the  {Handing  measuiv  u|K>n  the  inni-ore 
luten'stH  will  l>e  equally  |»ertinent  I  l>elieve.  as  reHi)e<*ts  the  ownera  of  other 
mineral  proiiertlea.  including  oil  and  piR  lands,  and  of  standing  timt>er,  wher- 
ever Mltuat4*d;  and  I  wish  to  urge  modlflf^atlon  of  Home  claUHes  of  the  hill,  an 
prcweniefl  to  the  House  by  the  Ways  a  nil  Means  l^unniittee,  wliicli  si»em  to 
threaten  the  safety  of  the  interests  to  which  I  have  referre<l. 

There  are  certain  basic  principles  which  no  one,  I  assume  will  question  as 
essential  to  a  fair  and  equitable  tax  law.  and  which  It  Is  quite  as  umch  to  the 
selflsh  interest  of  the  (tovernment  to  observe  nnd  CMuform  to  as  It  is  to  the 
selfish  ends  of  th^  taxpayer  to  have  enacte<l. 

For  example.  It  Is  desirable,  from  both  i>olnts  of  view,  that  the  invested 
capital  of  the  taxpayer  shall  be  ade<iuately  protect eil  from  invasion  by  any 
exaction  alleged  and  intended  to  lie  ImpostHl  uixm  Income  only.  This  is  so  be- 
cause, If  the  (*tu>ltal  be  Invadcnl  and  reilmvil  by  such  taxation,  there  will  ulti- 
mately be  nothing  from  which  Incinne  may  lie  produced  or  derlveil. 

It  is  of  mutual  advantage  also  to  Nith  Government  and  tax)iayer  that,  if 
excess  pruHts.  or  war  profits,  taxes  are  to  Is*  levied  uiniu  that  portion  of  cor- 
porate gains  and  lnc<»mes  which  exceeds  a  (vrtaln  jiercentage  of  the  capital 
mveBted  nnd  use<l  In  the  taximyer's  business,  such  |K»n*entage  shall  lie  calculated 
upon  an  nccrurate,  and  not  ui)«)n  an  arbitrary  ami  Inexact,  determination  of 
invested  aipltal. 

The  clauses  of  the  pr(»|K>se<l  bill  to  which  I  direct  especial  attention  are  those 
reUittng.  flrst.  to  all(»wances  for  depletion  of  natural  resources  such  as  timber, 
ores,  oil,  and  gas.  and.  second,  to  the  deflnithm  of  Investwi  capital. 

t.    AS    KESFEi'TS    nKPIfTION. 

I^nigriiph  <U))  <fi)  t*f  .section  *J\4  t beginning  with  line  22  of  page  I't  of  the 
printed  bill),  relating  to  Individuals,  and  paragraph  (9)  in)  of  se<*tiou  234 
(beginning  with  line  20  of  page  38  of  the  printed  bill),  rebiting  to  coriM^ratlons, 
provlile  for  the  depletion  allowances  ref«'rred  to.  The  two  pnrauraphs  are  In 
identittil  liinguage.*as  follows: 

"(a)  In  the  case  of  oil  and  gas  wells  a  reasonable  allowance  for  actual  reiluc- 
tion  in  flow  and  pro<luctlou  to  be  ascvrtJilne^l  not  by  the  flush  flow,  but  by  the 
settled  )>r(Nluctlon  or  regular  flow;  (d)  in  the  case  of  mines  a  reasonable 
allowa&i*e  for  depletion;  (c)  in  the  ease  of  mines,  oil  and  gas  wells,  a  reason- 
able MHvwami5  for  depreciation  of  improvements,  .Hu<*h  reasonable  allowance  in 
all  the  above  oases  to  be  made  acci»rdlng  to  the  }iecuUar  4H>nditlims  in  each 
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case  and  under  rules  and  regulations  to  be  presscribed  by  the  Commissioner 
with  the  approval  of  the  Secretary.  In  the  case  of  leases,  the  deductionB 
allowed  by  this  paragrapli  shall  be  equitably  apportioned  l)etween  tlie  lessor 
and  lessee." 

THE  LAW  AS   NOW  EXISTING. 

In  the  act  of  September  8,  1916  (now  in  force),  Congress  disclosed  a  clear 
purpose  to  permit  the  return  to  mine  owners  of  the  capital  Investment  they  had 
therein  on  the  first  of  Mnrch,  1913.  By  paragraph  8  of  section  5  of  that  law 
the  same  language  Is  used  in  relation  to  depletion  of  oil  and  gas  wells  as  Is 
found  in  the  pending  measure,  but.  In  respect  of  mines,  the  language  is  this: 

"  In  the  case  of  mines  a  reasonable  allowance  for  depletion  thereof  not  to 
exceed  the  market  value  in  the  mine  of  the  product  thereof  which  has  been 
mined  and  sold  during  the  year  for  which  the  return  and  computation  are 
made,  such  reasonable  allowance  to  be  made  ♦  ♦  ♦  under  rules  and  regula- 
tions to  be  prescribed  by  the  Secretary  of  the  Treasury :  Provided^  That  when 
the  allowance  authorized  shall  equal  the  capital  originally  invested,  or  in 
case  of  purchases  made  prior  to  March  1,  1913,  the  fair  market  value  as  of 
that  date,  no  further  allowance  shall  be  made." 

Please  ol^serve  that  all  reference  to  allowing  depletion  of  natural  dei^osits  to 
an>  amount  equal  to  the  value  on  March  1,  1913,  is  omitted  in  the  pending 
measure,  leaving  the  amount  that  shall  be  allowed  entirely  to  the  discretion  of 
the  commissioner.  If  the  committee  can  guarantee  the  continuance  in  office 
of  the  present  high-minded  commissioner  and  his  equally  sincere  associates  and 
advisers,  this  discretionary  clause  might  be  permittetl  to  stand ;  but,  In  the 
absence  of  power  to  make  such  guaranty,  It  would  seem  the  part  of  wisdom 
to  make  the  law  specific ;  hence  we  think  this  clause  should  be  corrected  so  as 
to  assure  to  owners  of  mining  properties  the  return  of  their  fair  values  as  of 
March  1,  1913,  as  a  matter  of  statutory  right  and  not  of  administrative  dis- 
cretion. 

Property  rights  before  Alareh  1,  191S. — It  will  be  borne  in  mind  that  until 
March  1,  1913,  Congress  had  no  power  to  impose  a  tax  upon  incomes  or  profits, 
and  that  accordingly  that  date  constitutes  a  line  of  demarkation  distinguishing 
the  period  prior  thereto  from  the  ensuing  period.  Whatever  gain  or  profit  a 
taxpayer  derived  prior  to  March  1,  1913,  was  tax  fee ;  he  was  required  to  make 
no  account  of  it  so  far  as  the  Federal  Government  was  concerned,  and  so  much 
of  it  as  he  did  not  realize  or,  if  realized,  did  not  spend,  became  a  part  of  his 
capital  assets;  In  other  words,  what  he  owned  on  February  28,  1913»  was  his 
to  the  extent  of  its  full  value,  quite  irrespective  of  how  that  value  accrued, 
whether  by  improvement  paid  for  by  the  owner  or  by  increase  of  value  simply 
due  to  lapse  of  time. 

Decisions  of  the  Supreme  Court. — ^This  seems  sufficiently  obvious,  but  It  was 
put  beyond  question  by  the  decisions  of  the  Supreme  Court  of  the  United 
States  in  the  cases  of  Southern  Pacific  Ry.  Co.  i?.  Lowe,  and  Lynch  i?.  Turrlsh 
(decided  June  3,  1918)  ;  and  in  the  cases  of  Doyle  r.  Mitchell  Bros.  Co..  United 
States  V.  Big  Four  Ry.  Co.,  and  Hays  r.  Gauley  Mt.  Coal  Co.  (decided  May  2D, 
1918),  all  recognizing  that  whatever  value  existed  In  the  property  of  a  taxpayer 
at  the  time  the  income-tax  law  became  effective  constituted  a  part  of  that 
taxpayer's  capital  assets.  Including,  as  the  court  took  pains  to  emphasize,  any 
increment  in  value  accrued  up  to  that  time  over  the  original  cost. 

It  will  also  be  remembered  that  upon  all  income,  gains,  and  profits  derived  by 
a  taxpayer  after  March  1,  1913,  the  Government  has  had  and  exercised  au- 
thority to  impose  income  and  excess-profits  taxes. 

Peculiar  conditions  of  mining  leases. — It  Is  important  to  note,  however,  that 
the  existing  law  (of  Sept.  8.  1916)  allows  depletion  in  the  case  of  mines  only 
to  the  extent  of  the  market  value  in  the  mine  of  ores  which  are  mined  and 
sold  during  the  taxable  year.  That  act  falls  to  reach  one  phase  of  iron  mining 
operations  and  falls  to  afford  protection  by  allowances  for  depletion  in  a  sitoa- 
tion  in  which,  in  a  large  percentage  of  Instances,  the  taxpayer  receives  back 
before  the  ore  is  mined  moneys  amounting  to  a  substantial  part  of  his  rapltml 
represented  by  the  value  of  his  ore  lands  on  March  1,  1913. 

In  the  Lake  Superior  district  the  common  method  of  disposing  of  Iron  ore  U 
by  mining  contracts,  usually  in  the  form  of  so-called  mining  leases,  under  which 
the  contractee  or  lessee  undertakes  to  pay  a  specified  price  per  ton  for  the  ore 
which  he  mines,  and  is  also  obligated,  if  the  mine  be  not  Immedlalely  *and 
continuously  operated,  to  pay  to  the  mine  owner,  in  advance  of  mining  the  ore, 
an  annual  sum  representing  the  agreed  price  per  ton  for  a  definite  number  of 
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tons  of  ore.  which  sum  is  received  by  the  owner,  and  Is  understood  and  agreed 
by  both  parties  to  be  in  full  settlement  for  the  ore  so  paid  for,  which  may  be 
removed  by  the  operator  at  any  time  thereafter  without  further  compensation 
therefor.  These  payments  are  commonly  designated  as  "  advance  minimum 
royalties";  but  whatever  their  designation  they  constitute  in  fact  Installment 
payments  to  the  mine  owner  for  the  ore  in  the  mine,  and  to  the  extent  of 
Its  value  on  the  1st  of  March,  1913,  they  represent  the  only  payment  which  the 
owner  receives  for  such  ore  and  his  only  mode  of  recovering  his  capital  invested 
therein. 

Inequitable  nature  of  present  law. — The  Bureau  of  Internal  Ilevenue  has 
construed  the  language  of  the  act  of  1916  literally,  to  wit,  as  permitting  an 
allowance  for  depletion  of  a  mining  proi^erty  only  to  the  extent  of  the  ore 
actually  mineil  and  sold  during  the  taxable  year ;  so  that  in  those  years  where 
no  ore  at  all  is  rained  and  removed,  or  the  amount  niiue<l  is  not  sufficient  to 
make  up  the  agreed  annual  minimum  payment,  the  advance  royalties  received 
by  the  owner  are  require<l  to  be  returned  as  income,  and  as  such  are  subjected 
to  income  and  excess-profits  taxation ;  whereas,  to  the  extent  of  the  value  on 
March  1,  1913.  of  the  ore  so  paid  for,  these  advance  royalties  represent  the 
return  to  the  owner  of  his  investment.  A  moment's  consideration  of  the  subject 
reveals  that.  If  the  mine  owner  can  take  depletion  only  from  imynients  made 
for  ore  actually  mined  and  sold  during  the  taxable  year,  in  those  years  when 
the  mine  operator  applies  such  advance  royalties  in  payment  for  an  equivalent 
amount  of  ore  mined  and  removed  by  him.  the  owner  of  the  mine  receives  no 
moneys  from  which  he  can  make  a  depletion  deiluction  on  account  of  the  ore 
so  taken  out,  and.  as  a  consequence,  his  capital  representeil  by  such  ore  is 
not  received  back  by  him  tax  free,  but  is  subjected  to  both  income  and  excess 
profits  taxes.  The  injustice  of  this  in  the  past  has  been  great,  but,  in  view 
of  the  enormous  increase  proposed  in  rates  of  both  normal  and  exce&s  profits  or 
war  profits  taxes,  it  will  be  multiplied  manifold. 

AN    ILLUSTRATION. 

An  owner  of  a  tract  of  land  containing  2  000,000  tons  of  iron  ore  worth  in 
the  mine,  on  March  1,  1913,  $700,000,  or  35  cents  per  ton,  grants  a  furnace 
company  the  exclusive  right  to  mine  and  remove  the  ore  at  a  price  of  50  cents 
per  ton.  showing  a  gain  or  profit  subject  to  taxation  of  15  cents  i)er  ton  or 
f300.000,  in  the  aggregate. 

The  lessee  agrees  to  pay  $50,000  per  year  (the  price  of  100.000  tons)  to 
apply  in  payment  for  that  quantity  of  ore  whether  it  l»e  mined  in  the  same 
year  or  later.  Of  such  payment,  $35,000  is  invested  capital  and  $15,000  is 
taxable  gain  or  profit. 

No  ore  is  mine<1  for  four  years,  yet  the  lessee  pays  to  the  mine  owner  in  that 
perlotl  of  time  an  aggregate  of  $200,000  (the  price  of  4(X),(XX)  tons),  upon  all  of 
which  the  owner  Is  compelled  to  pay  income  and  profits  taxes,  because  no  ore 
Is  mined  and  sold  during  such  years,  although  the  actual  gain  6r  income  sub- 
ject to  such  taxation  is  only  15  cents  ver  ton  (or  $60,000),  and  $140,000  are  a 
mere  return  of  Invested  capital. 

During  each  of  the  succeeding  four  years  the  lessee  mines  and  removes 
^(W.OOO  tons  of  ore  (800,(X)0  tons  In  all),  but  pays  to  the  owner  in  each  year 
only  the  agreed  minimum  annual  payment  of  $50,000.  applying  the  advanced 
payment  of  former  years  in  satisfaction  of  the  remainder  ($50,000)  of  the 
agreed  price.  Deilucting  for  depletion  the  entire  sum  of  $50,0CK)  in  each  of  the 
last  four  years,  or  $200,000  In  all,  the  account  will  stand  as  follows : 

Ore  mined,  SOO.IKK)  tons,  value  at  35  cents  per  ton $280,000 

I>eduction  allowed 200,000 

Capital  not  returned  tax  free 80,000 

if  no  ore  be  mined  for  10  years,  the  aggregate  minimum  payments  will  be 
$500,000,  all  of  which  will  be  taxed  as  income.  If  200,000  tons  be  mined  in 
each  year  for  the  next  10  years,  the  deposit  will  be  exhausted  and  the  owner 
will  still  receive  during  that  period  only  the  agreeii  minimum  payment  of 
$60,000  per  year,  or  $5U0.(XX)  in  all.  Applying  all  of  this  to  depletion,  the 
account  will  ahow  as  follows : 

Ore  mined.  2,000,000  tons,  at  35  cents  per  ton $700,000 

Deduction  allowed  500,000 

Capital  not  returned  tax  free 200.000 
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If  no  ore  be  mined  for  ir>  years,  tie  aurjxrepite  iniiilnuini  |m.\ments  will  W 
$750,000,  all  of  which  will  be  taxwl  as  iiict»ire.  If  400,(KX)  tons  be  iiilne<l  in 
each  year  for  the  next  .'>  years,  the  deposit  will  be  exliausted  and  the  owner  will 
still  receive  during  that  period  <»nly  the  ajxrc^ed  niluinnnn  of  .$50,000  per  ye<ir, 
or  $250,000  in  all.  Applying;  all  of  this  to  depletion,  the  account  will  show  as 
follows : 

Ore  mine<l,  2,000,0(K1  tons,  at  35  cents  iwr  ton ^___  $700,000.00 

Deduction  allowed J 250, 000. 00 

Capital  not  returned  tiix-free 450,000.00 

Instances  are  not  infrequent  in  which  mining  of  ore  has  been  iK>sti»one<l  until 
substantia lly  all  the  ore  in  the  mines  has  been  paid  for  In  advance,  leaving 
only  the  annual  minimuin  for  one  or  two  years  to  Ix*  paid  by  the  lessor  in  order 
to  permit  the  exhaustion  of  the  mine. 

Suggested  depletiwi  clmise. — In  lieu,  therefore,  of  para^'aph  10  (a)  of  sta- 
tion 214,  and  paragraph  9  (a)  of  section  234.  I  desire  to  urge  the  adoption  of  n 
paragraph  conforming  substantially  to  the  following: 

"A  reasonable  allowance  for  the  depletion  of  timber,  ores,  oil,  gas,  and  other 
:iatural  deposits  so  as  to  secure  to  the  taxpayer,  whether  owner  or  lessi^,  a 
return  of  the  capital  invested  therein,  Including  cost  of  development:  ProrUlvd, 
That  if  such  property  were  acquired  prior  to  March  first,  nineteen  huudre<l  and 
thirteen,  the  fair  market  value  thereof,  or  of  the  taxpayer's  interest  therein,  on 
that  date  shall  Ik*  taken  to  be  Jils  Investetl  capital.  The  amount  to  be  deducted 
for  depletion  In  any  taxable  year  shall  be  determined  according  to  the  peculiar 
conditions  existing  In  each  case  and  under  niles  and  regulations  to  be  prescribed 
by  the  commissioner  with  the  approval  of  the  Secretary.  When  the  aggrefrate 
deductions  allowwl  for  depletion  in  any  case  equal  the  total  amount  to  which 
the  taxpayer  is  entitled  as  a  return  of  capital,  uo  further  deduction  for  deple> 
tlon  shall  be  allowed.** 

II.    AS  RESPECTS  INMCSTKD  CAPITAL. 

Invested  capital  is  defined  by  sections  325  and  326  of  the  pending  bin  (at 
pp.  60  and  61),  and  I  desire  briefly  to  point  out  some  particulars  in  which  tbe 
definition  in  section  326  is  inadequate.  Inequitable,  and  contrary  to  busloeM 
practice. 

A  definition  of  invested  capital  is  required  in  the  law  for  the  single  purpose 
of  affording  a  basis  for  determining  the  deduction  from  net  income  permitted 
to  be  made  by  a  taxpayer  before  the  balance  of  the  net  income  is  subject  to 
excess-profits  or  war-profits  taxation.  The  portion  of  the  income  w^hlch  may  be 
retained  by  the  taxpayer  free  from  this  taxation  Is  Intended  to  be  such  a  per- 
centage of  the  value  of  the  capital  used  in  the  business  as  shall  represent  a  fair 
return  to  the  taxpayer  upon  the  capital  which  has  earned  the  income;  and  no 
one  questions  the  necessity  for  such  exemption.  Manifestly,  therefore,  It  Is 
essential  that  the  amount  of  that  investment  shall  be  accurately  and  Justly 
ascertained. 

1.  SuhdiiHHon  (1)  U  unfair  to  ths  Oovemment, — By  subdivision  (1)  of  sec- 
tion 326  (a)  "actual  cash  bona  fide  paid  in  for  stock  or  shares**  is  to  be 
reckoned  as  part  of  the  invested  capital. 

There  is  no  limitation  or  qualification  of  this  provision,  and,  as  a  consequence, 
it  will  embrace,  so  far  as  the  language  of  the  law  is  concerned,  all  of  the  actual 
cash  at  any  time  paid  into  the  corporation  for  stock  or  shares,  whether  the 
amount  so  paid  in  is  still  retained  in  the  business  or  whether  it  has  been.  In 
part  or  in  whole,  dissipated  through  mismanagement,  dishonesty,  or  adverse 
business  conditions.  Under  the  existing  law  (the  act  of  Oct.  3,  1917)  tlie 
Commissioner  of  Internal  Revenue  has  made  bold 'to  legislate  and  to  correct 
this  error  in  a  measure  by  a  regulation  which  requires  an  accounting  for  busi- 
ness losses  prior  to  the  taxable  year ;  it  is  desirable,  however,  that  a  quaOfloa* 
tlon  of  the  terms  of  the  law  should  be  contained  In  the  law  Itself,  and  not  be 
left  to  extra  legislative  correction. 

2.  8Mbdivi8ion  (2)  is  in  part  HkCicise  unfair  to  the  Govemm^etii^.— Subdivi- 
sion (2),  which  relates  to  the  inclusion  in  invested  captal  of  the  actual  easli 
value*  at  the  time  of  transfer  to  the  corporation,  of  tangible  property  other  than 
cash  bona  fide  paid-in-for  stock  or  shares,  is  open  to  a  similar  objectkm  99 
retspecta  depreciation,  exhaustion,  or  destruction  of  such  property  prior  to  the 
taxable  year. 
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Both  of  these  clnuRee.  if  literally  construed  and  applied,  are  to  the  manifest 
disadvantage  of  the  Government  In  fact,  in  many  instances  they  allow  exemp- 
tions, in  connection  with  excess-profits  or  war-profits  taxes,  based  on  a  larger 
amount  of  investeil  capital  than  is  actually  employed  in  the  business. 

a  The  mme  subdii^Uion  is  injurious  to  taxpayers, — As  applied  to  taxpayers 
I  object  to  the  Inclusion  of  the  limitation  of  such  value  to  the  time  of  the  trann- 
fer  of  the  tangible  projierty  to  the  corporation,  for  the  reason  8tate<i  in  connec- 
tion with  my  (list'usslon  of  the  depletion  clause,  namely,  that,  irrespective  of  its 
cost  or  its  value  at  the  time  of  acquisition,  tanprible  property  owned  by  a  corpo- 
ration ou  Mnrch  1,  1913,  represented  lnveste<l  (*apital  at  its  then  value,  the 
increase  being  a  part  of  such  capital  as  fully  as  the  original  cost  to  the  corpora- 
tion.   This  wna  very  clearly  declare<l  by  the  Supreme  Court  in  the  cases  clte<l. 

Income,  profits,  or  earnings  derived  from  such  Invested  capital  after  Marrfi  1, 
1913,  are  subject  to  income  and  excess-profits  taxes  before  what  is  left  can  be 
included  as  invested  cni)ital,  so  that  the  limitation  to  which  I  have  referred  is 
entirely  proper  as  respects  property  acquired  after  March  1,  1913,  but  is  erro- 
neous as  to  property  acxiuired  tiefore  that  date.  This  Is  distinctly  recognized  in 
section  201  of  the  bill  as  tlie  true  principle,  but  that  recognition  is  denied  by  the 
language  of  the  bill  as  It  now  stands  when  it  comes  to  its  application  to  excess- 
profits  and  war-profits  4axes.  If  injury  to  the  mercantile  and  industrial  enter- 
prises of  the  country  is  to  be  avoided,  this  distinction  must  be  eliminated  from 
the  bill.  It  Is  unnecessary'  for  me  to  assert  that  few,  if  any,  tax-paying  corpo- 
rations will  object  to  the  payment  of  excess-profits  or  war-profits  taxes  at  any 
rates  which  the  situation  demands  shall  be  imposed,  provided  the  life  of  their 
enterprises  is  not  sapped  by  such  destructive  legislation  as  will  forbid  their 
maintenance  and  development  to  meet  the  requirements  of  business  exigencies, 

4.  Limitatfon  of  value  to  par  of  stork  ismieMi  for  propirrtij. — A  ci*y1rig  e\'il  in 
subdivlsltm  (2)  of  the  definition  Is  emlMMlled  In  the  ivonls.  in  Hue  11  of  page  61, 
"  but  In  no  ca.se  to  ex<*eed  tlie  par  value  of  the  cnlglnal  sto<*k  or  slmn»s  specifi- 
cally Issued  therefor." 

There  are  in  the  t'nlted  States  to-day  th<»usands  of  biwlness  con>oratlons  the 
capital  stcK'k  of  which  wa.s  issued  in  considernrlmi  of  the-  transfer  to  the  cor- 
poration of  tangible  property  other  than  c*ash  exceeding  in  value  many  times  the 
par  of  tlie  capital  sto<'k  Issued  therefor.  Prior  to  the  enactment  of  the  excess- 
profits  tax  laws  this  was  a  perfectly  legitimate  transjictlon  of  everyday  cK*cur- 
rence.  Instances  of  which  are  familiar  to  all  of  us.  When  such  cori^)ratlon» 
were  created  it  was  wholly  immaterial  what  the  nominal  capital  of  a  (X)rpora- 
tfon  might  be,  for  it  was  a  fact  (and  instill  an  Imilsputable  fact)  that  the  value 
of  tile  capital  sttM'k  of  a  corporation  depends  upon  the  value  of  the  assets  behind 
it  and  has  no  necessary  relation  to  the  nominal  par  value  of  the  stock.  By  the 
clatise  In  the  proposed  bill  which  I  have  last  referred  to.  If  a  coriwratlon  with 
a  moderate  capitalization  received  property  In  paj'ment  therefor  of  a  value 
several  times  the  par  of  the  stock,  all  of  the  value  above  par  will  be  excluded 
from  consideration  as  invested  capital.  It  can  make  no  dlflFerence  In  principle 
uliether  cash  Is  paid  Into  a  corporation  and  then  expendeil  for  necessary  prop- 
erty, or  the  property  Itself  Is  tnmeti  In  for  stock ;  In  either  case  the  eventual 
assets  of  the  corporation  are  the  same,  yet  the  cash  payment  Is  allowe<l  at  Its 
full  amount,  while  other  tangible  property  Is  nlloweil  only  at  the  par  value  of 
the  stock  issued  therefor.  The  Injustice  of  this  Is  apparent  and  It  Is  not  ne^-es- 
sary  to  enlarge  upon  the  subject. 

If  It  Is  sought  to  retain  the  definition  of  Invested  capital  in  anything  resem- 
bling the  form  proposed  by  the  pending  measure,  the  words  "but  In  no  case  to 
excee<l  the  par  value  of  the  original  stock  or  shares  sp€»clfically  Issued  therefor '^ 
should  be  stricken  out  of  subdivision  (2)  and  a  clause  substantially  as  follows 
should  be  substitute*! :  "  Provided,  That  the  a<'tual  cash  value  of  sucl'i  tangible 
property,  clearly  and  substantially  In  exc«^s  of  the  P«r  value  of  the  stock  or 
shares  Issueil  therefor  shall  be  treated  as  paid  In  surplus." 

What  amounts  to  an  amendment  to  this  efre<*t  was  in  fact  appende<l  to  the 
existing  law  by  the  regulations  promulgated  by  the  commissioner,  but,  as  In  the 
former  case  of  such  extni legislative  amendment  to  which  I  have  alluded,  it  Is 
deslnible  that  the  Oongress  and  not  the  commissioner  should  emboily  such 
amendment  In  the  bill  which  Is  finally  adopte<l. 

B.  The  Inhibition  against  atlowinp  increase  of  value  abfpve  cost. — Subdivision 
(3)  of  section  326  (a)  relates  to  paid-in  or  earnefl  surplus  and  undlvldeil  profit.**. 
Surplus  and  undivided  profits  earned  during  the  taxable  .year  are  properly 
e3c<4\lded  fromfnclushin  in  invested  capttal,  but  here  again  ^^  find  the  .^nie 
theory  evidenced  of  excluding  from  consideration  any  "  increase  In  the  value 
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of  any  asset  above  the  original  cost  until  such  increase  is  actual ly  realized  by 
sale." 

.  1.  The  purpose  of  this  clause  seems  to  be  to  forestall  any  attempt  by  the  com- 
missioner to  amend  the  law  by  regulation,  us  was  done  under  the  act  of 
October  3,  1917.  It  will  be  seen  that  this  clause  involves  the  same  postulate 
already  adverted  to,  as.  In  the  last  analysis,  it  applies  only  to  [property  acquired 
prior  to  March  1,  1913.  That  postulate  is,  that  proi)erty  belonging  to  a  cor- 
poration on  March  1,  1913,  represented  Invested  capital  to  the  amount  .of  its 
actual  value  at  that  time,  irrespective  of  its  cost  or  value  at  the  time  acquired ; 
and  this  is  the  postulate  which  the  Supreme  Court  has  declared  to  l>e  the  law 
of  the  land. 

I  have  been  informe<l  that,  according  to  the  culculations  of  the  Treasury 
Department,  not  to  exceed  10  i>er  cent  of  all  tax-paying  coriwrations  will  be 
affected  by  this  clause,  but  I  neeil  not  argue  tliat  this  fact  presents  no  legi- 
timate excuse  for  its  inclusion :  on  f  lie  contrary,  inasnuich  as  it  affects  ai 
small  a  projMU'tion  of  corporations,  it  seems  to  me  that  a  desire  to  prevent 
any  injurious  discrimination  against  them  should  be  a  prevailing  motive  in  the 
drafting  of  the  law.  rather  than  a  puri>ose  to  seleit  those  few  for  an  onerous 
jind  exc-essive  burden. 

So  far  MS  I  know,  the  great  majority  of  the  corixa'at ions  which  will  be 
iiarmed  l)y  this  la'oposed  legislation  are  those  whose  investments  are  repre- 
senteil,  in  whole  or  in  jwirt,  by  lands  which  are  valuable  for  natural  resources 
therein  or  thereon,  with  the  single  exception  that  occurs  to  me  .of  corpr^rations 
owning  business  sites  acquired  long  since  and  which,  in  the  lapsi-  oi*  time, 
have  increased  largely  in  market  value.  As  far  as  lumliering  companies, 
mining  comiianies,  and  oil  and  gas  comi)anies  are  concerned,  their  lauds  and 
developed  properties  unquestionably  represent  invested  capital  essential  t^ 
the  initiation  and  continuance  of  their  businesses,  and  such  companies  are 
entitled  to  liHve  the  values  therein  existing  on  the  Ist  of  March,  1913,  com- 
puted in  arriving  at  the  amount  of  invested  capital  on  which  allowable 
deduction  is  calculated,  for  the  reasons  already  stated. 

2.  Another  very  cogent  reason  against  the  retention  of  the  clause  to  which 
I  am  objecting  is  that  the  proceeds  received  from  the  disposition  of  tliese 
wasting  pr6i>ertles  are  almost  universally  distributed  to  stockholders  as  they 
are  received  ami  are  rarely,  if  ever,  relnvesteil  In  the  business  of  the  com- 
panies so  as  to  become  a  part  of  their  working  capital.  It  is  a  travesty  and 
an  aggravation  to  state  to  such  companies  tliat  the  increase  in  value  of  their 
properties  above  the  original  cost  can  be  included  in  the  calculation  of 
invested  capital  after  su(*h  Increase  Is  actually  realized  by  sale,  when  it  Ls 
certain  that  after  It  Is  so  realized  It  will  not  be  used  in  the  business.  Ffom 
the  point  of  view  of  a  business  man,  and  this  tax  law  is  a  purely  buslnesR 
proposition,  the  price  at  which  he  could  dlsiwse  of  his  corporate  assets  oa 
March  1,  1913.  denotes  the  then  value  of  his  invested  capital  as  represented 
by  such  assets,  and  It  is  subndtted  that  the  definition  to  be  emboilied  In  the 
new  revenue  law  should  be  one  which  is  in  constmance  with  the  recognized 
understanding  and  practice  of  business  men  the  whole  country  over.  A 
deviation  from  this  principle  will  produce  uncertainty,  confusion,  and  dis- 
couragement at  a  time  when  stability  and  assurance  are  most  necessiiry. 

Sl'GOESTEl)    DEFINITION    OF   "  INVESTED   CAPITAL." 

6.  I  desire  to  submit  for  the  consideration  of  the  committee  the  following 
substitute  for  section  326  (a)  as  being  a  fair  and  adequate  definition  of 
invested  capital,  honest  in  its  operation  alike  to  the  Government  and  to  the 
taxoaver  * 

"Section  326  (a)  :  That,  as  used  in  this  title,  the  term  'invested  capital* 
means:  First  the  actual  cash  value,  as  of  March  first,  nineteen  hundred  and 
thirteen,  of  all  the  tangible  i)roperty  of  a  corporation  used  or  employed  in  the 
business  if  such  property  was  acquired  prior  to  said  date,  but  exclusive  of  tangi- 
ble property  the  income  from  which  is  not  subject  to  the  tax  imposed  by  this 
title;  or  second,  if  acquired  on  or  after  said  date,  the  tangible  property  used 
or  employed  In  the  business  of  a  corporation,  as  follows:  (a)  cash  actually  paid 
In  for  stock  or  shares;  (b)  the  actual  cash  value  at  the  time  of  payment  of 
tangible  property  other  than  cash  paid  In  to  the  corporation  for  stock  or  shares, 
or.  If  not  paid  in  for  stock  or  shares,  the  actual  cost  thereof  in  money,  or.  if 
otherwise  acquired,  the  actual  cash  value  thereof  at  the  time  of  such  acquisi- 
tion; third,  paid  in  or  carried  surplus  and  undlvUled  profits  acquireil  or  «c- 
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'crued  on  or  after  March  first,  Dineteen  humlred  ami  thirteen,  used  or  em- 
ployed in  the  business,  exclusive  of  surplus  and  undlvide<l  profits  earned  during 
the  taxable  year;  fourth,  also  such  part  of  the  actual  cash  value  of  any  in- 
admissible assets  (as  <lefined  in  section  thi*ee  hundred  and  twenty-five)  as  shall 
be  proportionate  to  the  Income  tlierefrom  which  is  subject  in  any  taxable  year 
to  the  tax  Imposeii  by  this  title,  to  be  detenuiued  in  accordance  with  regulations 
prescribed  by  the  conmiissioner  and  approved  by  the  Secretary;  fifth,  where 
capital  stock  has  l)een  Issued  in  ctmsideratlon  of  the  transfer  to  the  corporation 
of  intangible  proi)erty,  whetlier  l)efore  or  after  March  first,  nineteen  hundred 
and  thirteen,  there  shall  be  included  as  invested  capital  an  amount  not  ex- 
cee<liug  (a)  tlie  actual  cash  value  of  such  property  at  the  time  paid  in,  or  (b) 
twenty  |H»r  a^ntum  of  the  par  value  of  the  total  capital  stock  of  the  corijora- 
tion  outstanding  on  the  date  of  such  transfer,  whichever  is  lower." 

I  appreciate  fully  the  courtesy  of  the  committee  In  i)erniltting  the  filing  of  this 
statemoit 

John  R.  Van  Djsrlif. 

Septkmbeh  18,  1918. 

The  Chairman.  The  oonunittee  will  next  hear  Mr.  F.  S.  Salmon. 
8TATEHEHT  OF  MB.  F.  8.  SALMON,  NEW  TOBK. 

Mr.  Salmon.  Mr.  Chairman  and  Senators,  Mr.  Brown  has  asked 
me  to  speak  for  a  moment  in  his  behalf,  and,  if  possible,  to  ask  that 
he-  should  be  allowed  to  saj^  a  word  or  two  after  I  have  finished. 
Mr.  Brown  is  hei'e  representing  the  United  Real  Estate  Owners'  As- 
sociation of  the  city  of  New  York,  which  consists  of  some  7,000  mem- 
bers, owners,  and  lessees  of  real  estate  in  that  city  and  thereaboute. 

One  of  Mr.  Brown^s  points  is  identical  with  that  of  my  immediate 

Predecessor,  the  gentleman  who  was  taking  up  the  question  of  the 
efinition  of  invested  capital,  on  exactly  the  point  of  corporations 
that  have  turned  in  tangiole  property  of  a  value  far  greater  than  the 
par  value  of  the  stock  issued  therefor.  In  New  York  City  tJiere  are 
n  great  many  corporations  that  have  been  formed  for  holding  pur- 
poses, for  the  purpose  for  sale,  and  one  thing  and  another,  that 
have  turned  into  the  corporations  properties  greatly  in  excess  of  the 
valu^  for  mere  nominal  issues  of  stock.  I  have  in  mind  corporations, 
for  instance,  that  have  turned  in  properties  worth  close  to  a  million 
dollars  and  have  taken  in  payment  therefor  stock  of  a  par  value  of 
$5,000.  Mr.  Brown  also  has  a  great  many  of  those  corporations  in 
mind. 

The  law  as  now  passed  provides  that  there  is  a  limit,  I  believe,  to 
the  amount  of  the  par  value  of  the  stock  issued  therefor  in  the  case 
of  corporations  who  turn  in  this  tangible  property  prior  to  January 
1,  1914.  But  the  department  issued  a  ruling — article  63 — ^that  when 
tangible  property  may  be  included  in  surplus,  where  it  can  be  shown 
to  the  satisiaction  oi  the  Commissioner  of  Internal  Revenue,  that 
excess  might  be  included  if  paid  in  surplus.  If  it  is  the  intention 
under  the  present  law  to  continue  such  a  ruling,  that  would  be  satis- 
factory to  the  real  estate  interests  and  the  difficulty  could  be  over- 
come that  way.  But  if  it  is  not,  there  is  going  to  be  a  very  serious 
inequity  worked  along  those  lines. 

The  original  draft  of  the  law  as  it  was  printed  in  the  New  York 
Herald  contained  a  clause  in  section  2,  under  the  head  of  "  Invested 
capital,'^  which  would  have  covered  that  parti(*ular  subject  [reading]  : 

rntefm  tlic*  actual  ciihU  value  of  such  pro|)erty  nt  the  time  paid  in  is  shown 
to  the  KatisfRctlon  of  the  commissioner  to  have  l)een  dearly  and  substantially 
In  excess  of  such  par  value,  in  which  <'ases  such  excess  value  to  be  treated  as 
paid-in  surplns. 
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But  the  draft  of  the  bill  as  it  has  been  sent  out  by  the  Corporatwn 
Trust  Co.,  of  New  York,  excludes  that  particular  feature. 

Senator  Smoot.  It  is  excluded  in  the  draft. 

Mr.  Salmon.  So  that  unless  this  ruling  shall  be  continued  as  the 
department  has  h(»retofore  issued  it,  I  do  net  sec  that  ther«  would  be 
much  relief  in  a  case  of  that  kind. 

Mr.  Brown's  other  point  is  that  of  borrowed  capital,  in  so  far  as  it 
affects  real  estate  corporations. 

The  Chairman.  That  ruling  you  sponk  of  is  the  ruling  made  under 
the  present  law  ? 

Mr.  Salmon.  Under  the  present  law — article  63. 

The  Chairman.  Has  the  present  law  been  so  changed  that  you 
think  that  ruling  would  not  be  tenable? 

Mr.  Salmon.  It  would  seem  so,  for  this  rea^son :  I  was  told  that  the 
reason  that  that  regulation  was  issued  was  that  in  the  original  law  as 
passed  there  appeared  to  be  a  discrimination  between  corporations 
organizexl  prior  to  January  1,  1914,  and  those  organized  thereafter, 
and  in  order  to  overcome  that  discrimination  the  department  issued 
that  regulation.  Whether  that  is  the  reason  or  whether  only  because 
of  the  inequity  they  overcome  by  that  regulation  I  do  not  know. 
Whether  they  woidd  be  under  the  law  entitled  to  continue  such  a 
regidfttion  is  beyond  my  knowledge.  I  think  they  might  feel  thejr 
wanted  to  do  it.  but  I  should  think  rather  than  put  it  up  to  the  de- 
partment to  issue  a  regulation  of  that  kind  it  would  better  be  in  the 
law  itself. 

Senator  Smoot.  I  do  not  see,  with  the  wordinff  of  the  House  bill, 
how  a  iniling  could  be  made  such  as  you  suggest  iiere,  unless  it  were 
a  violation  of  the  law  in  words. 

Mr.  Salmon.  Except  thev  might  treat  it  as  they  have  now,  as  paid 
in  or  earned  sui*plus.  If  they  cared  to  do  it  that  way,  perha^  they 
might.  I  do  not  know.  I  should  think  they  would  have  just  is 
much  right  to  do  it  again  as  they  had  in  the  past.  But  they  have 
done  it.  It  would  appear  to  me  that  it  would  be  better  to  embody 
it  in  the  law  rather  than  have  the  question  arise,  and  be  determined 
by  the  ctmrts  afterwards. 

Mr.  Brown's  other  point  is  as  to  invested  capital  as  it  relates  to 
corporation^.  J  have  drawn  up  an  example  showing  how  two  cor- 
porations, both  having  purchased  properties  of  a  million  dollars, 
would  fare.  The  example  has  been  presented  to  you  a  numbw  of 
times.  Here  are  two  corporations.  One  would  pay  $5,960  under  the 
excess-profits  tax,  and  the  other  corporation  would  pay  $33,600 
under  the  war  tax,  both  in  the  identical  line  of  business,  both  owning 
the  same  property,  with  the  same  income, 

I  would  suggest  that  you  include  borrowed  money,  if  it  is  possiUe, 
as  capital,  inasmuch  as  such  a  corporation  would  have  the  benefit  of 
an  exemption  because  of  the  interest  paid,  that  the  amount  of  monev 
annually  paid  by  such  corporation  as  interest  should  be  deducted 
from  the  exemption  in  order  to  again  straighten  out  the  inequity 
that  would  occur,  and  that  might  be  a  way  or  overcoming  that  dim- 
culty. 

Of  course,  I  do  not  know  all  the  objections  to  including  borrowed 
money  as  capital.  There  mi^ht  be  others.  But  the  capital  is  there, 
because  we  are  on  the  obligation,  frcxn  t-he' start,  in  buying  the  prop- 
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erty.  You  have  to  pay  it  or  your  property  is  taken  away,  whether 
you  have  paid  cash  or  not. 

I  would  like  to  get  this  in  the  form  of  a  brief  and  mail  it  to  the 
committee. 

The  Crairmak.  With  reference  to  the  briefs,  I  would  suggest  that 
they  be  in  by  next  Monday. 

Idr.  SaIjMON.  That  can  be  done  in  my  case.  Mr.  Browne  would 
like  to  say  a  few  words,  if  he  may. 

The  Chairman.  Veiy  well ;  proceed,  Mr.  Browne. 

STATEHEHT  OF  MB.  STVABT  BBOWNE,  OF  If£W  YOKE  CITY. 

Ml*.  Browke.  Mr.  Chairman,  I  also  represent  the  real  estate  board 
here,  at  the  request  of  the  president  of  that  organization,  as  well  as 
the  United  Real  Estate  Owners'  Association. 

It  has  become  the  custom  in  New  York  City,  in  the  last  10  or  15 
years,  for  nearly  all  pieces  of  real  estate  to  be  ti*ansferred  to  cor- 
^rations,  the  principal  reason,  if  not  the  only  reason,  being  that  it  is 
very  much  easier  to  handle  in  the  shape  of  mortgages  rather  than 
having  individual  ownership  and  subdivisions  under  which  an  agree- 
ment would  have  to  be  made.  Whereas  now  in  private  ownerships 
you  have  the  possibility  of  death  of  some  of  the  individual  owners, 
rights  of  dower,  and  minority  children.  So  that  it  is  almost  impos- 
sible to  handle  any  piece  of  property  in  New  York  City  of  any  size 
excepting  by  means  of  a  corporation.  The  most  of  those  corpora- 
tions have  nominal  capitals,  irrespective  of  value  of  the  property. 
And  most  of  the  capital,  of  course,  is  obtained  either  by  individual 
mortgages  or  by  a  fund  secured  b}^  a  deed  of  trust. 

The  question  of  investment  capital  ought  to  be  looked  upon  from 
a  different  standpoint  from  that  of  invested  capital  in  a  manufactur- 
ing plant  or  in  merchandising.  You  can,  with  a  manufacturing 
plant,  turn  over  your  capital  many,  many  times  in  one  year,  depend- 
ing upon  the  number  of  shifts  you  are  running  your  machinery  and 
your  inen.  The  same  thing  occurs  in  merchandising.  You  will  find 
that  businesses  can  make  a  gross  profit  over  100  per  cent  per  annum 
on  their  so-called  investment,  whereas  a  piece  of  real  estate  can 
onlv  turn  over  its  capital  once  in  a  year  and  sometimes  not  the  whole 
of  its  capital  once  in  a  year.  Therefore  I  think  that  in  anv  legislation 
that  is  passed  mortgage  indebtedness  or  bonded  indebtedness  on  real 
estate  ought  to  be  treated  entirely  different  from  borrowed  money 
in  other  business  enterprises  such  as  have  been  explamed  already. 
It  ought  to  be  treated  as  fixed  investment,  because  it  is  fixed.  You 
can  not  get  it  out  until  vou  sell  the  property.  It  is  an  absolute  im- 
possibility. It  is  there  for  good,  and  sometimes  you  can  not  sell  the 
property,  you  can  not  even  give  it  away,  and  therefore  borrowed 
money  on  mortgages  and  bonds  ought  to  be  looked  upon  solely  as 
fixed  capital. 

I  think  there  ought  to  be  an  amendment  made  so  as  to  comply  with 
the  regulation  that  has  been  made  heretofore  under  the  present  law 
as  to  the  surplus,  so  as  to  even  up  the  issued  capital  stocK  to  its  real 
equity.  And  interest  ought  to  be  considered  as  fixed  invested  capital, 
the  same  ns  the  proceeds  of  invested  capital  stock  ought  to  be. 
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(The  following  document  was  submitted  by  Mr.  Salmon:) 

New  York,  N.  Y.,  September  16,  1918^ 
Hon.  FuBNiFOLD  McL.  Simmons, 

Chairman  Senate  Finanee  Committee,  Washington,  D.  C. 

Dear  Sir:  On  behalf  of  the  United  Real  Estate  Owners'  Association,  which  is 
probably  the  largest  real  estate  organization  in  the  United  States.  conslBtteg  <^ 
some  7,(KK)  members^  Stewart  Browne,  the  chairman,  desires  to  present-  for 
your  consideration  the  following  facts,  feeling  that  some  change  should  be  made 
In  the  proposed  revenue  bill  to  avoid  the  working  of  great  inequities  to  the  real 
estate  interests,  as  well  as  to  other  commercial  enterprises  similarly  situated 
throughout  the  country : 

(a)  The  revenue  bill  now  in  force  provides  that  invested  capital  shall,  amongst 
other  things,  consist  of  "  the  actual  cash  value  of  tangible  property  paid  in  other 
tlian  cash,  for  stock  or  shares  in  such  corporation  or  partnership,  at  the  time 
of  such  payment  (but  in  case  such  tangible  property  was  paid  in  prior  to 
January  first,  nineteen  hundred  and  fourteen,  the  actual  cash  value  of  audi 
property  as  of  January  first,  nineteen  hundred  and  fourteen,  but  in  no  case  to 
exceed  the  par  value  of  the  orlgial  stock  or  shares  specifically  issued  therefor), 
and  paid  in  or  earned  surplus  and  undivided  profits  used  or  employed  in  the 
business,  exclusive  of  undivided  profits  earned  during  the  taxable  year.** 

Many  real  estate  corporations  have  in  the  past  been  formed  by  various 
owners,  who  have  taken  in  jwyment  for  their  resi)ective  interest  in  the  prop- 
erty turned  into  said  corporation  the  entire  stcM'k  of  such  (!ori>oration  tu  a 
sum  which  is  purely  nominal,  the  value  of  such  pmperty  being  greatly  in  excess 
of  the  par  value  of  such  capital  stock  issued  therefore,  the  purpose  of  such 
method  usually  being  for  the  purpose  of  admitting  of  more  convenience  In  case 
of  sale  and  to  better  express  the  Interests  of  all  concerned  in  such  property. 
In  accordance  with  the  provisions  of  the  present  law,  as  above  set  forth,  such 
corporations  In  determining  their  Invested  capital  would,  so  far  as  such  prop- 
erty  goes,  In  the  event  that  such  property  was  paid  in  prior  to  January  1, 19H 
have  been  limited  to  the  par  value  of  the  original  stock  or  shares  spedflcallj 
Issued  therefor,  but  to  overcome  this  Inequity  a  regulation  was  Issued  by  the 
Treasury  Department  as  follows : 

"Art.  63.  When  tangible  property  may  be  Included  In  surplus:  Where  it 
can  be  shown  by  evidence  satisfactory  to  the  Commissioner  of  Internal  Revenue 
that  tangible  property  has  been  conveyed  to  a  corporation  or  partnership  by 
gift  or  at  a  value,  accurately  ascertainable  or  definitely  known  as  at  the  date 
of  conveyance,  clearly  and  substantially  in  excess  of  the  cash  or  the  par  value 
of  the  stoc'k  or  shares  paid  tlierefor,  then  the  amount  of  the  excess  shall  be 
deemed  to  be  paid  In  surplus.  The  adopted  value  shall  not  cover  mineral  de- 
iwslts  or  other  properties  discovered  or  developed  after  the  date  of  conveyance, 
but  shall  be  confined  to  the  value  accurately  ascertainable  or  definitely  known 
at  that  time." 

And  in  accordance  with  such  regulation  a  company  so  situated  could  Include 
in  their  surplus  the  value  of  such  property  In  excess  of  the  par  value  of  the 
stock  or  shares  paid  therefor.  The  New  York  Herald  in  printhig  a  copy  of 
the  proposed  new  bill  recently  quoted  the  following  provision  amongst  those 
covering  invested  capital : 

*  "  (2)  Actual  cash  value  of  tangible  property,  other  than  cash,  iMild  in  for 
stock  or  shares,  at  the  time  of  such  payment,  but  In  no  case  to  exceed  the  par 
value  of  the  original  stock  or  shares  specifically  issued  therefor,  unless  tlie 
actual  cash  value  of  such  tangible  property  at  the  time  paid  in  is  shovvn  to 
the  satisfaction  of  the  Commissioner  to  have  been  clearly  and  substantially 
in  excess  of  such  par  value,  in  which  case  such  excess  shall  be  treateil  as 
paid-in  suipluH." 

The  bill  Itself,  as  finally  ctwnpleted  by  the  Ways  and  Means  Committee,  how- 
ever, in  reference  to  this  feature  reads  as  follows : 

"  (2)  Actual  cash  value  of  tangible  property,  other  than  cash,  bona  fide  iwid 
in  for  stock  or  shares,  at  the  time  of  such  payment,  but  In  no  case  to  exceed 
the  par  value  of  the  original  stock  or  shares  specifically  issued  thi-Tofor.** 

It  win  thus  be  seen  that  the  paragraph  quoted  In  red  above  has  been  omitted 
from  the  bill  as  drawn  at  present.  If  It  Is  the  intention  of  the  Treasury  De- 
part men  t  to  continue  to  sustain  the  regulation  contained  in  Article  63»  quoted 
above,  viz :  that  such  excess  value  may  be  included  as  paid  In  surplus,  then  no 
harm  will  be  done  because  of  this  omission,  but  should  the  Treasury  Depart- 
ment decline  to  continue  such  ruling,  then  serious  Inequity  will  be  worked  to 
the  corporations  who,  when  organizing,  failed  to  provide  a  capital  stock  of 
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BUiBcient  amount  to  represent  tbe  actual  value  of  the  property  turned  in,  and 
it  is  our  earnest  desire  that  your  committee  take  steps  to  see  that  such  inequity 
be  prevented. 

ib)  We  desire  further  to  call  your  attention  to  the  serious  inequity  that 
might  be  brought  about  because  of  the  provisions  that  exclude  borrowed  capital 
from  being  considered  as  invested  capital.  In  our  particular  industry,  which 
we  have  no  doubt  holds  good  in  a  great  many  other  industries,  this  would  cause 
a  penalty  to  fall  upon  a  corporation  engaged  in  business  under  identical  cir* 
cumatances  with  another  except  that  it  had  to  borrow. money  or  assume  in- 
debtedness to  carry  on  its  enterprise  and  the  other  none.  For  instance,  we 
would  cite  as  an  example  two  real  estate  corporations,  both  owning  property 
purchased  for  $1,000,000,  both  with  a  net  income  of  $100,000  per  annum  (figured 
before  corporation  (a)  deducts  the  interest  on  its  mortgage,  which  Is  at  the 
rate  of  5  per  cent  per  annum). 

Corporation  (a)  i88ue<l  to  its  Rtockholders  $100,000,  in  stock  for  cash  and  has 
bought  the  property  by  paying  the  said  sum  on  account  of  same  and  giying  or 
assuming  a  mortgage  indebtedness  of  $900,000,  at  say,  5  per  cent  per  annum. 

C>orporation  (b)  has  a  subscribed  capital  of  $1,000,000  of  its  own  and  has 
bought  the  property  free  and  clear,  paying  the  cash  therefor. 

The  following  examples  would  illustrate  the  wnr-profits  tax  that  each  would 
have  to  pay,  res|)ectlvely,  under  the  propose<i  new  bill,  and  we  are  assuming  for 
the  purpose  of  simplicity  that  these  companies  were  not  in  business  during  the< 
prewar  period : 

Corporation  (a) : 

Net  inciime,  before  deducting  interest  on  mortgage,  at 

the  rate  of  .5  per  cent  per  annum $100, 000 

Less  5  per  cent  on  mortgage  of  $900,000 45,000 

Net  Income 55. 000 

Exemption,  10  per  cent  on  $100,000 $10,000 

Specified  exemption.. 8,000 

13,000 

War  tax.  80  per  cent  of 42, 000=$33, 000- 

(Corporation  (b) : 

Net  Income 100, 000 

Capital - 1, 000, 000 

Exemption,  10  per  cent  on  $1,000.000 $100,000 

Specific  exemption 3,000 

103,000 

The  latter  coriK>ratlon  ctiuld  still  Increase  Its  earnings  $3,000  before  it  would 
have  to  pay  any  tax  of  whatsoever  nature  under  the  war-profits  section^ 
Under  the  excess-profits  method  corjwratlon  (a)  would  have  no  relief;  corpo- 
ration (b)  would  have  to  pay  as  follows: 

Corporation  (b) — Excess-profits  method: 

Exemption,  8  |)er  cent  on  $1,000,000 $80,000 

Specific  exemption 3,000 

$83,000 

The  balance  of  the  lua)me,  amounting  to  $17,000,  would  be  subject  to  tax 
under  tlie  exiess-profits  method  to  the  extent  of  35  per  cent  thereof,  or  $5,950» 
and  It  would  therefore  be  clearly  sho^^Ti  that  these  two  corjwratlons  engaged 
in  the  jsauie  line  of  business,  both  owning  the  same  property,  with  the  same 
income.  In  the  case  of  corporation  (a)  would  pay  war  tax  of  $33,600  and 
coriwratlon  (b)  a  war  tax  under  the  excess-profits  method  of  $5,950.  In  order 
to  avoid  such  a  serlou.s  Inequity,  we  would  suggest  that.  If  It  Is  In  any  way 
{wsslble,  legitimate  borrowe<l  money  or  Indebtdlness  be  Included  as  invested 
capltiil  and  to  prc»vlde  that  In  cases  where  borrowed  money  or  indebtedness  is 
Includeil  In  invested  capital  that  as  an  offset  to  the  benefit  that  such  a  corpora- 
tion would  enjt)y  l)ei»aU8e  of  the  deduction  allowed  for  Interest  the  amount  of 
interest  aimually  paid  by  such  coriwratlon  be  deducted  from  the  exemption 
allowed  In  such  year  In  computing  the  war  tax  under  both  methods. 

We  believe  both  of  these  points  are  worthy  of  your  serious  consideration  and 
submit  the  same  to  you  with  the  hope  that  it  will  bring  about  relief. 

liespectfuUy  submitted. 

UNmcD  Real  Estate  Owners*  Association. 
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New  York,  X.  Y..  September  21,  191^, 

OhAISAI AN  AND  MkMBKKB  SeNATK  FINANCE  OOMSCITTEE, 

Wa%hi7igton,  1).  C. 

Qentlemen  :  The  United  Real  Entate  C^wners*  A880oiatfon«  consisting  of  over 
10,000  members,  all  residents*  of  and  owners  of  real  estate  In  the  city  of  New 
York,  desires  to  present,  for  your  earnest  consideration,  the  followini^  facts, 
and  respectfully  asks  that  a  change  be  made  in  the  proposeil  revenue  bill  to 
Avoid  resulting  inequities  to  the  real  estate  interests  as  weTl  as  to  other  com- 
mercial enterprises  similarly  situated  throughout  the  United  States. 

CAPITAL  STOCK. 

1.  The  majority  in  value  of  parcels  of  New  York  City  real  estate  are  cur- 
porate  owned,  with  very  few  stockholders  and  with  a  capitalization  out  of  all 
proportion  to  the  equity  therein.  This  condition  is  brought  about  by  various 
owners  taking  in  payment  for  their  respective  interest  In  property  deeded  to 
the  corporation  the  entire  capital  stock  in  the  aggregate,  generally  from  5  to 
10  per  cent  of  the  equity  value  In  the  property. 

2.  Some  of  the  reasons  for  New  York  City  corporate  ownership  rather  than 
partnership  coownershlp  are: 

(a)  Difficulty  in  forming  any  agreement  which  will  define  the  <lifferent  in- 
terests. 

(ft)  Difficulty  in  getting  consent  to  mortgages  and  renewals  thereof. 

(£)  Difficulty  In  getting  consent  to  sale  and  to  facilitate  rlie  legal  formalities 
in  transfer  of  property. 

(d)  To  prevent  legal  complicutions  from  deaths  occurring  and  minor  interests 
coming  into  being  as  a  result  thereof. 

(e)  Preserving  continuity  in  ownership  and  management,  etc. 

3.  Subsections  2  and  3  of  section  207,  present  revenue  bill,  read  as  follows  : 

"  (2)  The  actual  cash  value  of  tangible  property  paid  in  other  than  cash, 
for  stock  or  shares  in  such  corporation  or  partnership,  at  the  time  of  such  pay- 
ment (but  in  case  such  tangible  property  was  paid  in  prior  to  January  1,  191i 
the  actual  cash  value  of  such  property  as  of  January  1,  1014,  but  in  no  case  tn 
exceed  the  par  value  of  the  original  stock  or  shares  specifically  issued  therefor), 
and." 

*'  (3)  Paid  In  or  earned  surplus  and  undivided  profits  used  or  employed  in 
the  business,  exclusive  of  undivided  profits  earned  during  the  taxable  year." 

Under  the  above  law  the  capital  of  such  corporations,  for  the  purpose  of  the 
war  tax,  would  be  limited  to  the  par  value  of  their  capital  stock  provided  the 
property  was  transferred  to  the  corporation  prior  to  January  1.  1914.  The  in- 
equity of  this  was  clearly  seen  by  the  Treasury  Department,  and  they  therefore 
issued  the  following  Treasury  Regulation : 

"  Akt.  63.  When  tangible  property  may  be  Included  in  surplus :  \Miere  it  cm 
be  shown  by  evidence  satisfactory  to  the  Commissioner  of  Internal  Revenue 
that  tangible  property  has  been  conveyed  to  a  corporation  or  partnership  by 
gift  or  at  a  value,  accurately  ascertainable  or  definitely  known  as  at  the  date 
of  conveyance,  clearly  and  8ub.stantially  In  excess  of  the  cash  or  the  par  value  of 
the  stock  or  shares  paid  therefor,  then  the  amount  of  the  excess  shall  be  deemed 
to  be  paid  in  surplus.  The  adopted  value  shall  not  cover  mineral  deposits  or 
other  properties  discovered  or  developed  after  the  date  of  conveyance,  but  shall 
be  confined  to  the  value  accurately  ascertainable  or  definitely  known  at  that 
time." 

Section  326,  subdivision  2,  of  the  proposed  new  bill  as  drafted  originally  by 
the  Ways  and  Means  Committee  reads  as  follows : 

"Actual  cash  value  of  tangible  property,  other  than  cash,  paid  In  for  stock 
or  shares,  at  the  time  of  such  payment,  but  in  no  case  to  exceed  the  par  value 
of  the  original  stcK'k  or  shares  specifically  issued  therefor,  unletts  the  rrrfufl/ 
cash  value  of  such  tanffible  property  at  the  time  paid  in  is  shotrv  to  the  satis- 
faction of  the  comniissioner  to  have  been  clearly  and  substantially  in  eicess 
of  such  par  value,  in  which  case  such  excess  shall  be  treated  as  pai^n  surplus^" 

The  bill  itself  as  finally  drafted  by  the  Ways  and  Means  Committee,  for 
presentation  to  the  House,  eliminated  the  above  matter  in  italics  and  instead 
of  said  section,  section  326,  subdivision  2,  was  inserted,  reading  as  follows: 

"Actual  cash  value  of  tangible  property,  other  than  cash,  bona  fide  paid  in  for 
stock  or  .shares,  at  the  time  of  such  payment,  but  lu  no  case  to  exceed  the  par 
value  of  the  original  stock  or  shares  specifically  issued  therefor." 

We  are  legally  advised  that  the  wording  of  the  proposed  new  bill  will  com- 
pletely wipe  out  said  article  63  of  the  Treasury  Regulations.     The  following 
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will  give  you  a  {glaring  Illustration  of  the  inequity  arising  out  of  the  bill  as  now 
drafted,  on  a  property  valued  at  $1,000,000.  with  a  mortgage  of  $700,000,  with 
the  owning  coiporation  capitalized  at  $10,000  or  capitalized  at  $30,000: 

(A)  Corporation— $10,000  capital  stock : 

Net  income — without  deduction  of  interest $70,000 

Interest 35,000 

Net  Income 35, 000 

Specific  exemption 3,000 

32  000 
War  tax  of  35  per  tent  of  $32,000 $11,200 

<B)  Corporation— $300,000  capital  stock : 

Net  income — without  deduction  of  Interest $70,000 

Interest - 35, 000 

35,000 

Exemption  10  per  cent  on  capital  of  $300,000 $30,000 

Specific  exemption 3, 000 

33,000 

2.000 
War  tax  of  80  per  cent  on  $2,000 1.600 

Showing  that  corporation  (B)  will  pay  $0,600  of  war  tax  more  than  corpora- 
tion (A)  with  the  same  property  and  the  same  net  income,  but  only  a  differ^ 
ence  in  the  capital  stock.  To  meet  this  condition  we  respectfully  ask  that  the 
above  section  be  amended  to  read  as  originally  drawn  by  the  Ways  and  Means 
Committee,  as  outlined  above,  by  adding  to  section  326  the  paragraph — 

"  Unless  the  actual  cash  value  of  such  tangible  property  at  the  time  paid  in 
is  shown  to  the  satisfaction  of  the  commissioner  to  have  been  clearly  and  sub- 
stantially in  excess  of  such  par  value,  in  which  case  such  excess  sh^ll  be  treated 
as  paid-in  surplus." 

JNTEBJCST  ON   MOBTOAOE  INDEBTEDNESS. 

4.  Pully  90  per  cent  of  the  fixed  capital  invested  in  New  York  City  business 
and  apartment  property  is  furnished  by  mortgage  indebtedness,  while  70  per 
cent  of  the  property  in  Boston  is  represented  by  shareholders*  investment  to 
100  per  cent  of  its  value  and  without  mortgage  indebtedness.  The  inequity  of 
the  war  tax  on  New  York  City  real  estate  as  compared  with  Boston  real  estate 
and  other  real  estate  similarly  situated  can  be  readily  seen. 

There  are  thousands  of  properties  where  the  proposed  war  tax  would  take 
practically  all  the  net  profits  (except  the  $8,000  specific  exemption)  and  where 
such  exemption  represents  an  infinitesimal  percentage  on  the  equity  value. 
The  following  Is  hut  one  illustration  of  the  inequity  of  the  proposed  new  bill, 
assuming  for  the  purpose  of  simplicity  that  these  corporations  were  not  in 
business  during  the  prewar  period  and  each  owning  the  identical  property  of  a 
value  of  $1,000,000 : 

<A)  Corporation— $100,000  cnpltiil  stock: 

Net  inn)iiie  without  de<lurtion  of  interest $70,000 

6  per  cent  interest  on  mortgage  of  $900,000 45,000 

Net   income 25,000 

Exemption  10  per  cent  on  $100,000  capital $10, 000 

Specific  exemption 3,000 

13.000 

$12,000 

War  tax  of  80  per  cent  of  $12,000 1 9,600 

Net   income ^^ 2, 400 

Equal  to  2.4  per  cent  on  Its  $100/XX)  equity. 
<B)  Corporation— ^1,000,000  capital  stock: 

Net  income 70, 000 

Exemption  10  per  cent  on  $1,000,000  capital $100, 000 

Specific   exemption 3,000 

103,000 

81608—18 38 
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Cori>oratioa  (A)  would  pay  a  war  tux  of  $9,600,  whereas  corporatioii  (B) 
would  pay  no  war  tax  wliatsoever  under  either  the  war-profits  method  or 
excess-profits  method. 

To  remedy  the  above  or  slmlhir  inequities,  we  respectfully  suggest  that 
mortgage  Indebtedness  on  real  estate  be  Included  as  Invested  capital,  and  to 
offset  the  advantage  that  any  coriwratlon  with  a  full  mortgage  indebtedness 
would  have  over  another  corporation  with  a  lesser  or  no  mortgage  Indebtedness 
the  Interest  paid  on  mortgages  annually  by  any  corporation  should  be  deducted 
from  the  exemption  allowed  In  such  year  in  computing  the  war-profits  method 
or  excess-i>rofits  method. 

CONCLUSION. 

The  bill  as  now  drafted  has  the  following  Inconsistencies,  of  which  only  four 
examples  have  been  given,  as  above. 

A  coriK)ratlon  owning  realty  of  the  same  valqe,  same  Income,  some  mortgage 
Indebtedness  will  pay  a  war-profits  tax  or  an  excess-profits  tax  varying  In 
amount  from  nothing  to  nearly  80  per  cent  of  net  Income,  depending  upon  the 
corporation's  capital  stock  amount. 

A  corporation  owning  realty  of  the  same  value,  same  Income,  same  ciipltal 
stock  amount  will  pay  a  war-profits  tax  or  an  excess-j profits  tax  varying  In 
amount  from  nothing  to  nearly  80  per  cent  of  the  net  Income,  depending  upon 
the  amount  of  mortgage  Indebtedness. 

The  bill  as  drafte<l  puts  a  premium  on  overcapitalization  and  uiM>n  wealth, 
and  penalizes  undecapltallzatlon  and  poverty. 

The  whole  of  the  above  is  respectfully  submitted  to  your  conmiittee  for,  your 
careful  and  earnest  consideration  and  in  the  hope  that  it  will  bring  real  estate 
relief. 

United  Real  Estate  Owners  Associatiqn, 
By  Stewart  Browne,  Chairman. 

The  above  brief  Is  hereby  Indorsed. 

Real  Estate  Board  of  New  York. 
By  I^aurence  McGuire,  President. 

The  above  brief  is  hereby  Indorsed. 

Advisory  Council  of  Real  Estate  Intexestb, 
By  Walter  Lindner,  Chuirtnatu 

MOnON-PICTUKB  INDUSTRY. 

On  behalf  of  the  motion-picture  industry  there  appeared  a  dele- 
gation consisting  of  Mr.  mlliam  A.  Brady,  president  of  the  Na- 
tional Association  of  the  Motion  Pictures  Industry;  Mr.  Walter  V, 
Irwin,  general  manager  of  the  Vitagraph  Co.;  Mr.  Frederick  H. 
Elliott,  and  others. 

The  Chairman.  Mr.  Elliott,  of  New  York^  has  asked  for  a  hearing. 

Mr.  Elliott.  Mr.  Chairman,  Mr.  Brady  is  here,  and  will  address 
the  .committee. 

STATEMENT  OF  MB.  WILLIAM  A.  BBADT,  PRESIDENT  OF  THE 
NATIONAL  ASSOCIATION  OF  THE  MOTION  PICTITBE INSTTSTBT. 

The  Chairman.  Mr.  Brady,  you  represent  the  same  interests  Mr. 
Elliott  represents? 

Mr.  Brady.  Yes,  sir.  I  am  the  president  of  the  National  Asso- 
ciation of  the  Motion  Picture  Industry.  I  represent  the  motion- 
picture  industry,  the^making  of  the  pictures,  the  distributing  of  the 
pictures,  the  exnibiting  of  the  pictures,  and  everything  connected 
with  the  industry. 

Senator  Smoot.  As  well  as  the  very  charming  young  lady  who 
plays? 
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Mr.  Brady.  I  tliank  you  very  much. 

We  do  not  come  here  at  all  as  squealers.  I  dare  say  that  when 
the  history  of  this  war  comes  to  be  written,  the  most  marvelous 
achievement  and  the  most  marvelous  development  of  any  industry 
in  the  world  will  be  the  development  of  the  uses  of  the  motion  pic- 
ture to  win  this  war. 

On  the  28th  of  June,  1917,  our  worthy  President  wrote  these  lines: 

It  \s  in  my  inlud  not  only  to  brln^  the  iuotlon-i){('ture  inilnstry  into  fullest 
and  most  eflPectlve  contact  with  the  Nation's  needs,  but  to  give  some  measure 
of  otHclal  recognition  t(»  an  huTertslnjrly  Important  factor  In  the  development 
of  our  nntifmal  life.  The  ttlm  has  cH)me  to  rank  as  a  very  hljih  medium  for 
the  dlssendnation  of  public  Intelligence,  and  sbu'e  It  siieaks  a  universal  lan- 
guage It  lends  Itself  lmiM)rtantly  to  the  prest»ntatlon  of  America's  plans  and 
purposes. 

May  I  ask  you  as  chairman  by  my  appointment,  t(»  organize  the  motion- 
picture  Industry  In  su<*h  manner  as  to  establish  dire<'t  and  authoritative  co- 
operation with  the  f'omndttec*  on  Public  Information,  of  which  Mr.  George 
Creel  Is  chairman? 

That  letter  was  directed  to  my  humble  self.  And  during  the  last 
18  months  I  think  it  is  a  well  known  fact  to  you  all  that  the  motion 
picture  has  delivered  worthy  and  valuable  service  to  the  Govern- 
ment. It  has  not  charged  for  its  services,  it  has  not  come  here  ask- 
ing for  reductions  or  concessions  or  favors  of  any  kind.  It  has  come 
to  all  the  departments  in  the  city  of  Washington,  and  it  has  offered- 
its  services  ^atis. 

In  the  next  Liberty  Loan  it  is  dedicating,  free  of  cost,  to  the 
Treasurj'  Department  at  least  45  pictures  made  by  the  men  and 
women  of  the  screen  at  their  own  expense,  developed,  printed, 
lighted,  and  produced  by  the  manufacturers  and  the  producers  or 
the  United  States,  and,  in  the  opinion  of  the  Secretary  of  the  Treas- 
ury, those  pictures  are  going  to  be  a  most  valuable  propaganda  that 
is  to  be  used  in  the  coming  Liberty  Loan.  Let  that  suffice  for  what 
we  have  done,  and  alibi  us  to  the  extent  that  we  do  not  come  here 
trying  to  squeal. 

We  think  that  the  taxes  that  are  to  be  put  upon  us  will  practically 
drive  at  least  50  per  cenf  of  the  theaters  of  the  United  States  out  of 
business. 

Senator  Thomas.  Mr.  Brady,  you  exjiorted  100.000.000  feet  of  film 
in  1917,  did  you  not? 

Mr.  Bradt.  Yes,  sir. 

Senator  Thomas.  That  was  either  on  sale  or  lease? 

Mr.  Brady.  In  some  cases  on  sale  and  in  some  cases  on  lease. 

Senator  Thomas.  One  or  the  other? 

Mr.  ButVDY.  One  or  the  other. 

Senator  TH03f  as.  What  are  your  terms  of  sale  and  what  are  y»)ur 
terms  of  lease  ? 

Mr.  BitADY.  They  vary. 

Senator  Thomas.  Give  us  the  average. 

Mr.  Brady.  An  ordinarv  picture  in  Great  Britain  will  sell  for 
$4,000  to  $5,000.     An  extraordinary  picture  might  sell  for  $50,000. 

Senator  Thomas.  What  is  your  average  per  foot? 

Mr.  Braov.  I  should  say  from  $4,000  to  $5,000. 

Senator  Thomas.  $4,000  to  $5,000  per  foot  ? 

"Mr.  Brady.  Outright  sale. 
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Senator  Thomas.  You  sell  and  lease  by  the  foot,  do  you  not  ? 

Mr.  Brady.  Not  in  the  foreign  countries.  The  practice  in  some 
foreign  countries  is  to  buy  outright  at  so  much  per  foot  and  so  much 
for  the  picture  in  other  countries. 

Senator  Thomas.  What  was  your  total  revenue  for  that  160,000,000 
feet  of  film  sold  and  leased  last  year  ? 

Mr.  Brady.  I  will  ask  Mr.  Irwin  to  answer  that. 

Mr.  Irwin.  For  the  United  States  and  Canada  the  total  film  rentals 
are  $70,000,000  a  year. 

Senator  Thomas.  That  excludes  your  exports  to  France,. to  Eng* 
land,  and  to  other  places? 

Mr.  Irwin.  Yes,  sir. 

Senator  Thomas.  The  160,000,000  feet  constitutes  your  total  ex- 
ports, does  it  not  ? 

Mr.  Irwin.  At  the  present  time,  Senator,  we  are  using  about  400,- 
000,000  feet  of  positive  film. 

Senator  Thomas.  That  is  not  export.  I  am  talking  about  the  ex- 
port of  last  year  of  160,000,000  feet 

Mr.  Irwin.  Our  export  would  not  average  over  8  cents  a  foot. 

Senator  Thomas.  Eight  cents  a  foot? 

Mr.  Irwin.  Yes,  sir. 
.     Senator  Thomas.  That  would  be  a  little  over  $12,000,000  for  160,- 
000,000  feet.     You  do  not  pay  a  cent  of  tax  on  that,  do  you  ? 

Mr.  Irwin.  Yes. 

Senator  Thomas.  I  am  talking  about  your  sales  and  your  Iease& 

Mr.  Irwin.  No;  not  on  the  sales  or  leases.  But  we  do  pay  upon  the 
goods  which  we  purchase  with  which  to  make  the  pictures. 

Mr.  Brady.  But,  with  all  that.  Senator,  no  film  company  in  this 
country  has  declared  any  dividends  during  the  last  year.  The  film 
industry  has  not  profited  by  the  war.  We  have  rolled  up  no  great 
surplus.  What  surplus  we  may  have  is  ih  film,  lying  on  shelves.  We 
claim  you  are  taxing  us  more  than  vou  are  anv  other  industry  in  the 
United  States. 

Senator  Thomas.  A  great  many  people  who  appear  before  us  daim 
that. 

Mr.  Brady.  The  figures  can  not  lie. 

Senator  Thomas.  That  is  what  we  have  been  told  by  represoiita- 
tives  of  other  industries. 

Mr.  Brady.  You  are  taxing  us  20  per  cent  on  every  admission- to 
our  theaters,  and,  beyond  that,  you  propose  to  tax  us  10  per  cent  on 
every  film  rental. 

Senator  Thomas.  You  pass  your  20  per  cent  on  to  the  fellow  who 
buys  the  ticket,  do  you  not? 

Mr.  Brady.  Yes,  my  dear  Senator;  but  at  the  same  time  it  will 
decrease  our  business.  A  10  per  cent  tax  we  did  not  complain  of 
when  it  was  imposed,  but  that  10  per  cent  tax  did  this:  There  were 
17,000  motion-picture  theaters  in  the  United  States  when  that  tax 
went  on.    There  are  less  than  14,000  now. 

Senator  Thomas.  You  have  raised  your  prices,  possibly. 

Mr.  Brady.  In  very  few  instances. 

Senator  Thomas.  Is  that  strictly  correct,  now  ? 

Mr.  Brady.  I  am  informed  that  the  other  day  a  gentleman  repre- 
senting the  vaudeville  interests  of  the    United    States  was  asked 
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whether  he  had  not  increased  his  prices  at  Keith's  Theater.  You 
must  not  take  Washington  as  a  gauffe  of  the  amusement  business  of 
the  United  States.  Washington  at  the  present  time  is  the  most  pros- 
perous place  in  the  United  States. 

Senator  Thomas.  No;  I  should  not  say  so.'  I  bought  some  tickets 
at  a  stand  in  New  York,  and  I  judge  to  some  extent  by  that 

Mr.  Brady.  If  you  talk  about  New  York,  then  I  want  to  call  your 
attention  to  a  very  marvelous  clause  you  have  in  this  bill.  I  can 
quote  it  without  looking  at  it.  The  stands  in  New  York  are  charg- 
ing 60  cents  premium.  It  is  the  custom  in  New  York  for  that  to  be 
divided  between  the  theater  owner  and  the  stand,  as  you  call  it. 
You  tax  the  theater  owner  50  per  cent  of  his  25  cents  and  you  tax 
the  stand  owner  5  per  cent  of  his  25  cents.  The  stand  has  no  invest- 
ment; the  stand  sells  the  seats.  Last  week  they  sold  seats  for  a  very 
popular  patriotic  play,  "  Yip,  Yip,  Yaphank,''  for  as  high  as  $5  a 
seat.  It  came  to  the  notice  of  the  district  attorney  in  New  York. 
Therefore  it  is  not  right  that  you  should  hold  us  up  for  that  sort  of 
thing. 

Senator  Thomas.  I  am  not  doing  that. 

I  may  s^y,  in  that  connection,  that  in  the  consideration  of  the  bill 
of  1917  I  exerted  every  effort  I  was  capable  of  in  taxing  that  very 
situation;  but  it  disappeared  from  the  bill  in  conference.' 

Mr.  Brady.  Yes;  very  strangely  disappeared,  Senator. 

Senator  Thomas.  I  would  not  say  that.    It  disappeared. 

Mr.  Bradt.  It  has  disappeared. 

The  Chairman.  I  do  not  think  that  sort  of  remark  is  justified — 
"'  strangely  disappeared."    It  is  a  reflection  on  the  conferees. 

Mr.  Bradt.  I  did  not  intend  it  that  ^ay  at  all.  I  might  also  call 
attention  to  the  fact  that  you  were  kind  enough  in  this  committee  to 
eliminate  the  footago  tax,  and  the  footage  tax  appeared  back  in  the 
bill  finally. 

But  to  come  down  to  what  I  appear  for,  I  pleat'  as  perhaps  the 
oldest  theatrical  man  in  the  United  States  actively  engaged.  I  must 
be  an  expert;  you  consult  with  representatives  of  other  industries  of 
the  United  States  as  to  what  you  are  going  to  do  with  them ;  you  con- 
sult with  experts  on  steel,  rubber,  leather,  or  any  other  commodity- 
I  say  that  in  this  instance  at  least  you  should  take  into  consideration 
the  expert  judgment  of  a  man  who  has  passed  his  whole  life  in  the 
entertainment  business^  and  I  say  to  you  that  just  as  surely  as  we  are 
in  this  room  this  estimate  made  here  will  not  be  justified  by  the  event. 
It  is  estimated  that  from  admissions  for  the  nscal  year  1918  there 
were  $26,357,000;  for  the  fiscal  year  1919,  under  existing  law,  esti- 
mated $50,000,000 ;  and  for  the  12  months'  period  under  the  proposed 
bill,  $100,000,000.  I  desire  to  go  on  record  as  an  expert  as  saying 
that  that  estimate  in  the  last  column  will  not  come'truis  and  that  it 
is  very  likely  the  estimate  of  the  second  column  will  decrease  with 
the  increased  taxation.  I  put  it  up  to  any  gentleman  here  that  if 
be  goes  to  the  box  office  of  the  theater  and  is  called  upon  ^o  pay  10^ 
15,  30,  40,  or  80  cents  over  and  above  the  already  pretty  stiff  prices 
tliat  thev  charge  in  some  theaters,  that  he  will  think  it  is  becoming 
hard,  it  is  mv  business  to  sit  in  the  box  office  and  watrh  the  public 
and  get  tlie  pulse,  and  I  can  see  it  coming  now,  even  in  anticipation  of 
this  tax.    The  business  is  decreasing  all  over  the  country;  not  in 
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Washington,  true;  not  in  New  York,  true:  riot  in  Chicago,  trtie;  and 
not  in  Boston,  true.    But  they  are  not  the  United  States. 

Senator  Thomas.  Have  you  among  your  stars  a  young  woman 
named  Anita  Roberts  or  Anita  Williams? 

Mr.  Brady.  Anita  Stewart. 

Senator  Thomas.  Is  it  a  fact  that  you  pay  her  $3,500  a  week? 

Mr.  Brady.  I  am  not  quite  positive  or  it.  hut  I  think  so.  And  1 
might  say  that  if  that  young  lady  gets  thai  amount  of  money,  she 
will  have  to  give  about  GO  per  cent  of  it  to  the  Government. 

Senator  Thomas.  I  hope  so. 

Mr.  Brady.  If  it  is  true,  and  it  is  stated.  In  meetings  between 
theatrical  interests  and  the  governing  lx)dies  of  the  Ignited  States 
three  names  always  come  up — Charlie  Chaplin,  Mary  Pickford,  and 
Douglas  Fairbanks.  Let  us  say  that  those  people  are  getting  very 
large  salaries,  which  they  earn,  because  their  pictures  sell  the  world 
over.  Those  names  I  have  just  mentioned  sell  as  well  in  India  as 
they  sell  here.  Is  it  not  a  fact  that  if  Marv  Pickford  makes  $500,000 
or  $700,000  or  $1,000,000  a  year,  the  Government  is  going  to  take  60 
per  cent  of  it  ? 

Senator  Thomas.  But  it  strikes  me  that  a  business  that  can  pay 
salaries  like, that,  even  in  war  times,  is  doing  pretty  well. 

Mr.  Brady.  The  fact  nevertheless  remains  that  we  have  declared 
no  dividends.    These  actors  are  getting  the  money. 

Senator  Thomas.  There  are  lots  of  industries  we  are  taxing  that 
have  not  declared  any  dividends,  and  are  not  likely  to,  during  war 
times. 

Senator  Jones.  I  was  just  going  to  ask  you  about  that.  How  much 
has  your  inventory  increased  during  the  last  year? 

Mr.  Irwin.  Our  inventory  has  not  increased,  and  our  inventory 
is  really  fictitious. 

Senator  Jones.  That  probably  is  the  reason  it  has  not  increased. 

Mr.  Irwin.  No;  in  this  respect,  Senator:  It  was  necessary  for  us, in 
order  to  show  any  profits  at  all  upon  which  to  borrow  money,  in  some 
cases  to  pay  our  tax,  to  inventory  our  negatives  upon  their  former 
value,  the  value  when  we  were  able  to  sell  those  negatives  abroad.  At 
the  present  time  our  foreign  business  is  very  greatly  decreased.  Yet 
our  balance  sheet  shows  our  negatives  put  in  at  their  former  value. 
The  net  result  is  that  previously  we  used  to  receive,  on  a  class  of 
picture  that  cost  $26,000,  a  gross  profit  of  $54,000  from  the  United 
States  and  our  European  sales.  Where  our  European  sales  are  cut 
off  we  receive  a  gross  profit  of  only  $19,000.  Yet  we  have  had  to 
value  those  negatives  and  have  taken  them  up  at  their  former  value. 
The  net  result  is  that  there  has  been  a  tremendous  accumulation  of 
negatives  that  we  hope  to  dispose  of  abroad.  But  the  chances  are 
that  when  the  war  is  over  the  European  market  will  never  be  able 
to  digest  the  tremendous  supply  that  is  now  on  the  shelves  ready  to  be 
sent  abroad,  and  has  been  accumulating  for  four  years.  I  have  the 
actual  figures  here  en  that.  A  certain  class  of  negatives  costs  on  the 
average  $26,000.  Fifty  prints  for  use  in  the  United  States  cost 
$10,000,  making  the  total  cost  $36,000.  When  fully  used  abroad,  add 
30  prints  costing  $6,000.  Cost  if  used  only  in  the  United  States. 
$36,000.    Cost  if  used  abroad  also,  $42,000. 

Senator  Jones.  Do  you  mean  to  say  that  you  have  been  making 
those  great  expenditures  in  piling  up  goods  on  the  shelves,  as  you  call 
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it,  when  you  feel  that  you  are  never  going  to  get  your  money  out  of 
them? 

Mr.  Irwin.  Yes,  sir. 

Senator  Jones.  Why  do  you  do  itf 

Mr.  Irwin.  We  have  been  making  those  expenditures.  Our  nega- 
tives are  costing  us  more  to*day  than  ever  before. 

Senator  Jones.  If  you  have  no  use  for  the  negatives,  can  not  get 
any  money  out  of  them,  why  do  you  put  money  into  them? 

Mr.  Irwin.  We  are  endeavoring  to  get  as  much  money  as  possible 
from  them  in  the  United  States  and  Canada,  and  we  are  hoping  to 
get  our  usual  profits  from  them  abroad ;  but  the  chances  are  we  will 
never  be  able  to  accomplish  that  end. 

Senator  Jones.  As  a  business  man,  do  you  mean  to  tell  me  that  you 
are  putting  your  money  into  those  things  when  you  honestly  believe 
the  chances  are  you  will  never  get  your  money  out? 

Mr.  Irwin,  xes,  sir;  and,  Senator,  I  will  tell  you  why.  The  com- 
petition in  this  business  is  so  keen  that  the  company  that  does  not 
continue  its  expenditures,  and  continue  a  product  that  is  in  advance 
of  the  public  demand,  soon  falls  to  the  wayside.  No  company  in  this 
industry  can  stand  still.  Our  product  must  always  be  in  advance 
of  the  public  demand.  There  are  millions  and  millions  of  people 
coming  to  the  motion-picture  industry  as  patrons  who  never  saw  a 
motion  picture  a  year  ago  or  two  years  ago.  Had  we  talked  to  you 
gentlemen  of  motion  pictures  two  years  ago  the  chances  are  that  most 
of  you  would  not  have  ever  seen  a  motion  picture.  Yet  to-day  you 
are  well  acciuainted  with  them.  There  are  millions  and  millions  of 
people  coming  to  the  screen  every  day  as  patrons.  Our  product,  in 
order  to  hold  those  patrons,  must  be  in  advance  of  the  public  demand 
as  to  merit,  as  to  artistry,  as  to  acting,  as  to  production,  as  to  setting, 
as  to  stories,  and  witli  the  cost  of  everything  increasing,  the  competi- 
tion among  ourselves  is  so  great  that  no  company  can  let  up«  One 
manufacturer  was  asked  in  a  meeting  with  the  exhibitors,  '^  If  you  are 
losing  money,  why  do  you  continue  m  business?  "  This  president  of 
one  of  the  largest  manufacturing  companies  answered,  ^'  We  will  con- 
tinue in  businessjust  as  long  as  we  have  5  cents  to  take  the  subway 
and  go  down  to  Wall  Street." 

Senator  Jones.  If  you  gentlemen  had  recently  escaped  from  St. 
Elizabeths  I  would  not  wonder  at  your  argument  But  I  never  saw 
two  gentlemen  appear  before  the  committee  who  looked  as  if  they 
had  more  good,  oright  business  sense  and  judgment  than  you  two 
gentlemen,  and  to  have  it  appear  in  this  record  that  you  are  contend- 
ing that  you  are  deliberately  investing  money  in  a  thing  which  you 
deliberately  believe  you  will  never  get  it  out  of  is  beyond  the  compre- 
hension of  at  least  one  member  of  the  committee. 

Mr.  Irwin.  Senator,  we  must  do  so  or  quit.  May  I  point  this  out 
to  you  ?  If  you  will  look  at  our  balance  sheet  you  will  see  the  tre- 
mendous amount  of  money  we  owe  to  the  banks,  and  you  will  see  that 
in  many  instances  we  have  borrowed  that  money. 

Senator  Jones.  And  still  are  borrowing  the  money  to  put  it  into  a 
thing  from  which  you  never  expect  to  get  it  out? 

Mr.  Irwin.  We  do  hope  to  get  it  out  when  this  war  is  over,  but  the 
chances  are  growing  less  as  the  war  continues.  We  have  hoped  that 
when  we  made  a  negative  that  was  very  expensive  we  would  get  our 
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tUBual  profit  from  that  negative.  But  as  the  war  goes  on  from  year  to 
year  we  are  becoming  more  fearful  that  the  congestion  of  product 
will  prevent  it. 

Senator  Thomas.  You  spoke  of  competition.  I  understood  Mr. 
Brady  to  say,  when  he  began  his  discussion  of  this  matter,  that  he 
represented  the  entire  industry  of  the  United  States. 

Mr.  Irwin.  He  does. 

Senator  Thomas.  Then  you  are  combined  for  the  purpose  of  resist- 
ing this  tax  ? 

Mr.  Irwin.  No,  Senator;  we  are  only  combined  in  an  associati(Hi 
for  the  protection  and  the  promotion  of  our  own  welfare,  and  since 
this  country  entered  the  war  that  association  has  devoted  itself  to 
no  other  work  than  the  promotion  of  the  war. 

Senator  Thomas.  But  they  are  cutting  each  other's  throats  by  in- 
vesting in  ways  that  you  say  will  probably  never  realize  a  profit? 

Mr.  Irwin.  Unfortunately,  we  are.  Unfortunately,  we  may  have 
an  artist  under  contract  to-day— 4x)  cite  an  unfortunate  condition  of 
a  younff  industry — and  an  opposition  producing  company  will  come 
and  mane  an  offer  to  that  artist,  even  though  the  artist  is  under  con- 
tract, which  will  make  that  artist  so  unhappy  and  sulk  to  such  an 
extent  in  the  work  that  we  have  to  amend  the  contract  and  increase 
the  weekly  compensation.  Those  are  evils  in  the  industry  which  will 
only  be  corrected  through  such  an  association. 

May  I  just  point  this  out  to  you,  that  if  you  will  look  at  our  incoiQje 
sheets  you  will  see  that  the  producing  and  distributing  branch  of  the 
industry  last  year  did  not  earn  $5,000,000.  This  is  a  tax  of  10  per 
cent  on  our  gross  rentals.  Our  gross  rentals  are  $70,000^000.  The 
tax  will  be  $7,000,000,  at  least  $2,000,000  more  than  we  arc  earning. 
Not  a  company.  Senator — although  it  may  appeal  to  you  as  very  bad 
business,  and  doubtless  there  are  many  bad  business  executions  in 
this  industry,  which  will  correct  themselves  as  the  industry  grows 
older — ^paid  a  dividend  last  year. 

iSenaior  Townsend.  I  understood  Mr.  Brady  said  you  did  not  ob- 
ject to  the  10  per  cent  tax. 

Mr.  Brady.  We  do  not  object  to  the  10  per  cent  tax  in  the  present 
law  on  admissions.  It  is  the  intention  in  the  next  law  to  raise  it  to 
20  per  cent  and  to  ask,  further,  a  10  per  cent  tax  on  rentals. 

I  will  ask  you  now  to  listen  to  an  exhibitor,  a  man  from  Maine,  who 
represents  the  men  who  run  the  theaters,  Mr.  Alfred  S.  Black. 
The  Chairman.  You  may  proceed,  Mr.  Black. 

STATEMENT  OF  ME.  ALFKEB  S.  BLACK,  OF  MAINE. 

Mr.  Black.  Mr.  Chairman,  I  represent  the  exhibitors'  branch  of 
the  motion-picture  industry,  representing  the  theaters  of  the  United 
States.  This  is  the  first  time  that  the  small  theater  has  come  to 
Washington  to  be  heard.  I  will  try  to  be  very  brief  and  confine  my 
remarks  to  business  statements. 

The  exhibitors  are  a  unit  to  win  the  war,  and,  as  Mr.  Bitidy  has 
stated,  without  thought  of  profit.  We  are  willing  to  pay  a  just  and 
fair  tax — ^glad  to  do  so — ^but  ask  you  not  to  make  the  tax  so  burden- 
some as  to  put  a  large  number,  especially  of  the  small  theatei*s,  out  of 
existence.    Mr.  Brady  has  shown  you  what  the  theater  has  done  in  the 


TO  PBOYIIXB  BBVBKUE  FOB  WAB  PUBPOflflS.  601 

conduct  of  the  war.    I  shall  not  touch  upon  it,  but  simply  want  ta 
emphasize  the  fact  that  it  is  one  of  the  biggest  assets  to  the  Govern- 
ment, and  I  hope  you  will  take  that  thought  away  with  you  when  you 
leave  this  committee  room. 
There  are  three  different  taxes: 

First,  the  seating  taz,  which  the  proposed  bill  increases  to  a  double 
amount,  exempting  the  small  theater  in  towns  and  cities  of  5,000.  If 
this  was  the  only  tax  to  be  increased,  the  exhibitor  would  not  object. 

The  second  tax  is  the  change,  or  proposed  change,  from  the  footage 
tax  to  the  10  per  cent  on  rentals.  It  is  estimated  that  the  present 
footage  tax  pays  the  Government  approximately  $2,300,000,  and  that 
the  new  proposed  tax  will  amount  to  approximately  $7,000,000.  The 
manufacturers  have  ably  stated  that  they  can  not  afford  to  pay  this 
tax,  which  is  true.  But  it  is  even  more  true  that  the  exhibitor  can  not 
afford  to  pay  the  tax,  and  there  is  no  way  that  he  can  pass  this  taz 
over  to  the  public  unless  by  means  of  profiteering  through  increased 
admissions,  which  causes  a  very  material  falling  off  in  his  business. 
The  third  tax  is  the  increase  of  the  admission  tax  from  10  to  20  per 
cent,  which  is  the  most  dangerous  of  all.  When  the  1917  tax  was  put 
in  force,  it  is  an  actual  fact  that  there  was  a  falling  off  in  business  of 
at  least  25  or  30  per  cent.  It  was  four  or  five  months  before  anything 
like  normal  conditions  came  back,  and  they  have  never  recovered,  espe- 
cially with  the  small  theater. 

The  small  theater  comprises  approximately  75  to  80  per  cent  of  the 
total  theaters  in  this  country,  and  to-day  they  are  laboring  under  a 
great  burden.  The  tax  not  only  closed,  as  estimated,  some  three  to 
four  thousand  theaters,  but  the  gradual  draft — ^with  the  exception  of 
a  very  few  towns  which  are  being  benefited  by  war  activities,  and  the.y 
are  in  the  minimum — is  weakening  the  existence  of  the  exhibitors,  so 
that  these  few  theaters  which  have  been  able  to  show  a  small  profit 
are  now  going  into  the  loss  column  and  can  not  stand  further  taxation 
and  remain  open. 

We  feel  that  if  this  increased  Hdmi.Sv'^ion  tax  is  put  into  effect  it 
will  be  more  effective  in  cutting  out  theater  attendance  than  the  1917 
tax  was,  and  that  the  Government  will  get  a  very  small  proportion 
of  the  increased  taxes  estimated,  and  they  will  be  losing  the  effect 
of  the  screen,  which  has  been  so  important  to  the  causes  of  the 
war.  We  ask  you  to  consider  the  exhibitor,  and  especially  the  small 
exhibitor ;  that  we  have  a  double  taxation  at  the  present  time,  a  seat- 
ing tax,  and,  in  addition  to  that,  we  pay  numerous  State,  county, 
and  city  taxes,  and  various  licenses,  and  a  censorship  tax.  Those  are 
all  burdens  upon  the  exhibitor  which  can  not  be  passed  over  to  the 
public.  But  there  is  really  a  double  taxation,  with  a  seating  tax 
and  a  so-called  footage  tax,  or  a  proposed  percentage  tax.  It  is  more 
in  proportion  than  any  other  industry  pays  in  that  we  can  not  turn 
it  over ;  and  then,  on  top  of  this,  the  grave  danger  of  increasing  the 
tax  so  that  it  will  drive  away  the  patrons  from  the  treater,  which 
is  an  all-important  thing  at  the  present  time.  It  means  more  to  the 
Government,  in  our  judgment,  to  have  the  people  attend  the  theaters 
where  they  can  get  the  propaganda  that  is  so  necessarj-  for  them  to 
receive  at  the  present  time,  where  they  can  gather  together  for  the 
successful  outcome  of  these  various  drives,  and  so  on,  as  Mr.  Brady 
has  ably  referred  to,  than  it  is  to  get  the  additional  amount  that  might 
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be  obtained  by  the  Government  in  this  additional  tax,  and  I  urge 
you,  as  strongly  as  I  can,  from  the  exhibitors  of  the  United  States, 
to  consider  that  and  not  put  a  burden  upon  them  that  will  eventually 
drive  out  of  business  s  very  large  percentage  of  the  exhibitors  of 
this  country. 

Mr.  Brady.  Senator,  may  I  say  one  more  word  to  correct  souie> 
thing  that  was  said,  so  that  it  may  go  into  the  record? 

The  Chairman.  Yes. 

Mr.  Brady.  Senator  Thomas,  you  said  we  were  combined  to  fight 
this  tax? 

Senator  Thomas.  You  said  you  represented  everybody. 

Mr.  Brady.  The  only  reason  why  I  represent  everybody  here  is 
because  the  only  way  they  could  all  be  brought  into  one  concrete  mass 
was  through  the  letter  of  the  President.  They  are  all  in  one  con- 
crete mass,  w^ith  many  divided  interests,  with  the  interest  of  the  ex- 
hibitor who  has  just  spoken  entirely  diflFerent  from  Mr.  Irwin's 
interest.  But  for  public  service  only  are  they  in  a  concrete  mass, 
not  for  fighting  any  taxation. 

Senator  Robinson.  They  could  not  have  all  been  heard.  They 
necessarily  had  to  have  some  one  to  speak  for  them. 

Mr.  Brady.  That  is  true. 

Senator  Robinson.  We  could  not  have  heard  every  divei'se  in- 
terest among  them. 

Mr.  Brady.  That  is  true. 

The  Chairman.  We  asked  that  the  industries,  as  far  as  practicable, 
select  some  one  to  speak  for  them,  and  I  think  you  are  }ust  snimply 
complying  with  the  request  of  the  conunittee  when  you  come  as  the 
representative  of  the  whole  industry, 

Mr.  Brady.  That  is  right. 

The  Chairman.  You  said  something  in  your  statement  a  little 
while  ago  that  might  have  been  interpreted  to  mean  that  you  did  not 
think  your  industry  was  getting  as  full  and  fair  a  hearing  before 
this  committee  as  other  industries  did. 

Mr.  Brady.  I  feel,  Senator,  that  the  other  industries  are  very  well 
known.  You  know  all  about  iron  ore;  jou  know  all  about  news- 
papers; and  you  know  all  the  other  great  industries.  But  this  indus- 
try is  a  young  industry,  and  you  may  not  understand  about  it.  For 
instance,  you  take  the  Senator's  argument  as  to  what  a  fool  a  man 
must  be  to  go  on  making  expenditures  each  week  and  no  profit 
coming  in. 

Senator  Thomas.  That  was  not  it.  What  Senator  Jones  criticized 
was  the  statement  that  you  were  making  these  investments  with  no 
expectation  of  getting  a  return,  but  expected  to  lose  them. 

Mr.  BfiADr.  Let  me  give  you  a  concrete  illustration  of  what  the 
Senator  referred  to.  I  was  the  head  of  the  World  Film  Co.  for  two 
years,  and  I  received  a  very  large  salary  as  an  expert  produce. 
That  company  went  on  for  two  years  while  t  was  the  managing 
director  oi  it,  and  it  was  forced  to  produce  a  picture  every  week  for 
this  reason,  that  the  motion-picture  houses  throughout  the  United 
States  must  have  an  issue  each  week.  Pictures,  as  a  general  rule, 
run  only  one  night.  That  company  invested  in  the  two  years  an 
average  of  from  $25,000  to  $30,000  weekly  in  a  five-reel  picture,  and 
yet  at  the  end  of  the  two  years,  with  all  that  stuff  on  the  shelf,  as 
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TOU  say,  their  bank  roll  had  decreased  500  per  cent,  and  still  they 
had  to  go  on,  hoping  and  hoping  and  hoping,  and  producing,  and 
hoping  that  some  day,  as  in  the  case  of  the  General  Motors  Co.,  they 
would  be  able  to  make  some  money.  I  think  that  is  the  best  illus- 
tration I  can  give  you.  You  remember  when  the  automobile  was  a 
luxury,  when  there  was  a  great  break  in  Michigan,  and  an  automobile 
man's  note  was  not  worth  30  cents,  and  there  were  all  kinds  of  men 
manufacturing  automobiles  and  getting  a  bit  here  and  a  bit  there 
and  a  bit  there,  and  all  sorts  of  people  running  in  the  automobile 
business.  Then  suddenly  there  came  a  great  crash;  the  automobile 
business  went  flat  on  its  back,  and  then  some  smart  men  stepped  in 
and  picked  out  the  responsible  units  of  that  business  and  made  the 
entire  car  themselves — went  at  the  business  in  a  businesslike  way — 
and  the  automobile  business  became  a  great  proposition. 

I  assert  this,  that  the  gi*eat  man  is  some  day  going  to  come  to  the 
film  industry.  The  film  industry  at  present  should  be  far  beyond 
where  it  is.  It  should  not  be  entertainment.  The  day  is  going  to 
come  when  children  are  going  to  be  taught  by  film.  Instead  of  mak- 
ing education  irksome  for  the  child,  you  are  going  to  make  education 
pleasant  for  the  child.  The  bird,  the  snake,  the  caterpillar  turning 
into  the  butterfly,  will  be  shown  to  the  child  on  the  screen,  so  that  he 
or  she  will  enjoy  it.  The  operations  of  great  physicians  on  the  eye 
and  the  ear  will  be  taken  for  the  screen,  and  a  close-up  will  be 
exhibited  for  years  and  years  to  students  in  the  colleges  of  this  coun- 
try. Therefore,  when  that  great  man  does  come,  he  will  lead  this 
industry  out  of  the  wilderness,  the  same  as  other  great  man  led  the 
automobile  business  out. 

The  Chairman.  What  I  had  in  mind  to  say  was  that,  so  far  as  the 
film  industry  is  concerned,  this  committee  nas  given  every  person 
who  has  come  in  asking  to  be  heard  in  behalf  of  that  industry  a  full 
and  ample  opportunity. 

Mr.  Brady.  You  were  kindness  itself  to  us  a  year  ago. 

The  Chairman.  And  I  want  to  say  further  that  in  the  conference 
of  the  two  Houses  on  the  last  bill  I  do  not  think  any  subject  occupied 
the  time  of  that  conference  longer  than  the  question  of  the  tax  to  be 
imposed  upon  the  film  industry.  You  had  some  very  strong  cham- 
pions upon  that  conference  committee.  I  remember  very  well  the 
very  eloquent  speech  which  you  made  to  the  committee  in  behalf  of 
your  industry  at  that  time.  I  am  glad  you  came  back  and  have  given 
us  your  views  with  reference  to  this  bill,  a?  you  did  with  referencp 
*to  that. 

Mr.  Brady.  You  must  always  reuieniber  it  is  the  poor  man's  en- 
tertainment, and  it  is  keeping  many  a  man  from  a  worse  place. 

Mr.  Irwin.  May  I  say  to  Senator  Jones,  in  answer  to  his  criti- 
cism, that  it  is  necessary  for  us  to  continue  to  make  pictures  for  the 
United  States  that  cost  just  as  much  and  more  than  the  pictures 
which  were  formerly  used  for  the  United  States  and  abroad.  The 
fact  that  our  market  is  restricted  abroad  can  not  relieve  us  from 
making  the  same  high-class  pictures  for  the  United  States,  and  hop- 
ing that  we  will  some  day  get  our  money  out  of  the  foreign  market. 

Senator  Jones.  What  I  was  criticising  was  the  fact  that  you  did 
not  hope  to  get  it  back  and  did  not  expect  to  get  it  back. 

Mr.  Irwin.  We  have  to  continue  to  make  the  pictures  for  the 
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United  States  or  go  out  of  business,  and  we  can  not  decrease  the  merit 
of  the  pictures  we  may  offer.  So  that  we  either  ha^e  to  continue  to 
make  pictures  for  the  iJnited  States  or  go  out  of  business,  and  that  is 
the  problem  that  confronts  the  business. 

Senator  Jokes.  You  have  to  continue  to  make  these  pictures  and 
pile  them  on  the  shelves  for  foreign  use  that  you  do  not  hope  to 
make  ? 

Mr.  Irwin.  Yes,  sir;  because  we  make  them  for  the  United  States. 
You  see,  the  same  negative  that  is  made  for  the  United  States  is  made 
for  the  world.  The  foreign  market  merely  consists  of  taking  addi- 
tional positives.  We  can  make  as  many  positives  from  a  n^ative 
as  we  want,  a  thousand  or  10,000.  Our  foreign  market  consisted 
simply  of  making  30  more  positives  and  shipping  them  to  the  for- 
eign markets.  'Hiat  has  been  restricted.  Our  great  cost  is  in  our 
negative.  Our  negative  costs  us  probably  $26,000  or  $30,000.  Our 
positives  cost  us  probably  $250  apiece.  We  never  make  a  nemtfve 
for  the  foreign  market.  We  make  our  negative  for  the  world,  ahd 
where  we  have  lost  our  revenue  has  been  cut  off  from  the  positives 
we  shipped  abroad.  .  ^ 

Mr.  Jdlack.  Mr.  Chairman,  I  wanted  to  bring  up  just  this  one 
point,  that  in  the  production  of  pictures  the  stars'  salaries  play  a 
very  large  part.  The  star  pays  a  tax  on  his  salary,  and  when  the 
proposed  percentage  on  the  cost  of  production  is  made  it  makes 
really  double  taxation.  I  simply  wanted  to  bring  that  point  clearhr 
before  you. 

(A  mefnorandum  prepared  by  the  National  Association  of  Motion 
Picture  Industry  was  submitted,  and  is  here  printed  in  full,  as  fol- 
lows:) 

[Memorandum  prepared  by  »a  committee  of  the  National  Aseoclatlon  <ff  tlie  Hotino 
Picture  Industry  in  respect  to  the  fllm-foota^e  tax  of  the  revenue  act  of  Oct.  S.  1917. 
Arthur  S.  Friend,  chairman ;  William  A.  Brady,  president ;  ex>officio  members,  Walt«r 
W.  Irwin,  David  P.  Howells,  Ix»e  A.  Ochs,  H.  B.  Vamer.] 

The  film-footage  tax  as  enacted  and  now  in  effect,  is  unique  In  that  In  effect 
it  is  a  penalty  levied  uiH>n  persons,  firms,  and  corporations  engaged  in  a  busi- 
ness which,  instead  of  being  of  the  type  ordinarily  penalized  or  licensed,  is  in 
fact,  one  which  benefits  the  Government,  and  whose  uses  and  purposes  are 
ilirectly  employ e<l  by  the  Goverament.  In  other  words,  we  find  the  legislative 
department  of  the  Government  In  effect,  condemning  what  the  administrative 
depnrtment  uses,  encourages,  and  seeks  to  maintain. 

It  would  seem  that  this  tax  developed  out  of  a  complete  misapprehension  of 
the  nature  of  the  motion-picture  industry,  because  it  is  inconceivable  that 
Congress?  should  have  delibiTately  attempted  to  criiiple  an  industry  in  respect 
to  which  the  administrative  department  of  the  Government  has  repeatedly  and 
positively  spoken.  The  President,  at  the  very  beginning  of  the  war,  put  him- 
self clearly  on  record.  Every  word  contained  In  his  letter  of  June  28,  1917. 
addressed  to  Mr.  William  A.  Brady,  president  of  the  National  Association  of 
the  Motion  Picture  Industry,  is  worthy  of  consideration,  and,  accordingly,  the 
letter  Is  here  set  forth  In  extenso : 

The  White  House, 
Washififfton,  June  28,  1918. 

My  Dear  Mu.  Brady  :  It  is  In  my  mind  not  only  to  bring  the  motion-picture 
Industry  Into  fullest  and  most  effective  contact  with  the  Nation's  needs,  but 
to  give  some  measure  of  official  recognition  to  nn  Increasingly  Important  factor 
in  the  development  of  our  national  life.  The  film  has  come  to  rank  as  a  ver>' 
high  medium  for  the  dissemination  of  public  Intelligence,  and  since  It  speaks 
a  universal  language  It  lends  itself  importantly  to  the  presentation  of  America's 
plans  and  purposes. 

May  I  ask  you  as  chairman  by  my  appointment,  to  organize  the  motlon-pletiiPfr 
Industry  In  such  manner  as  to  establish  direct  and  authoritative  cooperation 
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With  the  Committee  on  Public  Information,  of  which  Mr.  George  Creel  is 
chairman? 

It  Is  much  to  ask,  but  my  Jsnowledge  of  the  iiatrlotic  service  already  rendered 
by  you  and  your  associates  makes  me  count  upon  your  generous  acceptance, 
Cordially  and  sincerely,  yours, 

WooDRow  Wilson. 
Mr.  William  A.  Bbady, 

1^  West  Forty-eighth  Street,  New  York  City. 

That  the  administration's  appreciation  has  not  diminished,  but  has,  in  fact, 
ihcreased,  is  best  shown  by  the  acts  of  the  several  department  heads,  although 
of  course,  verbal  expressions  are  not  lacking.  Substantially  all  of  the  adminis- 
trative departments  of  the  Government — notably  the  Treasury  Department,  the 
War  Department,  the  Navy  Department,  the  Department  of  Agriculture,  the 
Food  Administration,  the  Fuel  Administration,  and  the  Department  of  Training 
Camp  Activities — are  using  the  motion  pictures  as  an  integral  part  of  their 
work,  and  in  many  instances  have  established  and  are  maintaining  completely 
organized  motion-picture  branches  in  their  departments.  The  Red  Cross  also 
usee  the  motion  picture,  and  most  successfully.  And  It  Is  to  be  noted  that  not 
alone  is  recognition  given  to  the  fact  that  the  motion  picture  is  "  a  very  high 
medium  for  the  dissemination  of  public  intelligence,"  but  also  Is  recognition 
given  to  the  fact  that  the  motion  picture  provides  entertainment  and  rcdief 
which  is  essential  in  the  strenuous  and  critical  times  in  which  we  now  are. 
That  America  will  win  her  war  is  beyond  doublt,  but  just  as  it  is  important  that 
the  money,  the  ships,  the  food  that  are  essential  must  be  pr6vided  that  the  men 
who  fight  may  fight  well,  so,  too,  is  it  essential  that  the  psychology  of  the  men 
at  the  front  and  the  men  and  women  at  home  be  recognized  and  be  protected. 
In  every  cantonment  in  America  motion  pictures  are  provided  for  the  entertain- 
ment of  the  soldiers,  and  in  every  camp  In  France  motion  pictures  are  provided 
for  the  soldiers;  in  every  naval  training  school  motion  pictures  are  provided 
for  the  sailors,  and  on  every  boat  that  can  possibly  carry  them  motion  pictures 
are  likewise  provided.  And  what  of  the  people  at  home?  What  will  they  do 
and  what  can  they  do  to  keep  their  courage  up,  to  keep  their  minds  clear,  to 
gain  a  momentary  relief  from  the  thought  of  horror  and  the  thought  of  distress 
that  comes  so  insistently  from  and  through  this  terrific  fight  for  freedom  in 
which  America  is  now  engaged. 

The  honorable  the  Secretary  of  the  Treasury  has  just  publicly  stated:  "I 
should  look  upon  it  as  a  misfortune  if  moving  pictures  or  other  clean  forms  of 
amusement  should  be  abolished." 

Assuming,  then,  that  the  film-footage  tax  was  not  intended  as  a  penalty  or  a 
license  tax,  it  would  belong  in  the  great  class  of  shifting  taxes.  But  placed  Ih 
that  category,  it  meets  with  two  very  serious  objections:  First,  it  can  not  be 
shifted  because  of  the  nature  of  the  industry ;  and,  secondly,  if  it  did  shift,  the 
ultimate  consumer  being  the  public,  it  would  place  a  burden  against  one  form 
of  amusement,  to  wit,  the  motion  pictures,  which  is  essentially  the  poor  man's, 
the  multitude's  amusement,  in  effect  a  discrimination  against  the  one  form  of 
amusement  which  is  undoubtedly  more  a  necessity,  more  a  war-time  essential, 
than  any  other  form  of  amusement  known  in  this  country  at  this  time.  And, 
peculiarly  enough,  it  Is  a  discrimination  against  the  one  form  of  amusement 
that  Is  more  economically  provided  than  any  other  form  of  amusement  Once 
an  actor  renders  his  or  her  service  before  the  camera,  the  result  goes  and  can 
be  made  to  go  to  entertain  and  diversify  millions  upon  millions  of  people  all 
over  the  world.  In  the  legitimate  theater  the  most  that  one  actor  can  do  in  a 
single  appearance  Is  to  entertain  the  number  of  people  who  can  be  seated  in 
that  particular  theater  at  that  particular  time,  which  at  the  utmost  is  not  over 
2,000.  Again,  at  a  time  when  we  are  told  that  the  conservation  of  man  power  is 
important,  we  find  the  motion-picture  theater,  operating  entirely  without  stage 
attaches  or  employees,  discriminated  against  in  the  tax. 

The  film-footage  tax  can  not  be  shifted.  The  nature  of  the  business  makes 
It  impossible.  As  presently  constituted,  there  are  three  divisions  of  the  indus- 
try— production,  distribution,  and  exhibition.  The  production  consists  in  the 
making  of  a  negative  similar  to  the  plate  made  by  the  ordinary  photographer, 
on  which  is  reproduced  the  subject  In  order  to  do  this  In  the  motion-picture 
Industry  studios  must  be  provided  and  the  services  of  actors,  directors,  photog- 
raphers, and  mechanics  must  be  enlisted.  The  principal  item  of  cost  in  the 
Industry  is  the  making  of  this  negative,  which,  of  course,  varies  in  accordance 
with  the  kind  and  quality  of  picture  attempted  by  the  producer.    The  negative 
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is  made  on  seu.sitiztHl  film,  from  wlifcii.  wlien  developeil.  positive  copies  can  be 
reproduced  practically  without  limitation  as  to  number.     Obviously,  the  cost 
of  the  negative  is  not  In  the  least  affected  by  the  number  of  positive  copies  taken 
from  it,  but  equally  obviously  the  return  to  the  producer  is  affected  by  the 
number  of  iwsltive  copies  made.    The  positive  copies  are  distributed  for  exhibi- 
tion to  the  various  motion-picture  theaters  on  a  rental  basis,  and  the  motion- 
picture  theaters  disi)lay  or  show  the  positive  copies  by  projecting  them  on 
screens  to  their  patrons.     The  ultimate  consumer,  then.  Is  the  patron  of  the 
motion  picture,  or  the  public.    The  present  film-footage  tax  amounts  to  about 
nine-tenths  of  a  cent  per  linear  foot  of  positive,  and  motion-picture  tJieaten 
to-day  are.  on  tlie  average,  each  exhlbitlpg  alxmt  7,(XK)  feet  at  each  entertain- 
ment, the  tax  against  which  would  amount  to  approximately  $63.    As  a  matter 
of  fact,  however,  the  exhibitor  does  not  pur<*hase  the  film,  merely  leases  U, 
so  that  the  tax  on  each  copy  of  7,000  feet  is  divided  In  equal  imrts  amuDg  the 
lessees.    Kach  exhibitor  accordingly  pays  $1.05  of  the  $IS  gross  lax  for  each  day 
that  he  leases  and  exhibits  the  7,0(.i0  feet.^    Each  copy  is  treated  the  same  wa^, 
i.  e.,  nuule  to  return  its  $63  by  carrying  with  it  a  charge  of  $1.05  (15  t-entsa 
i-eel)  a  <hiy  against  each  user  of  it.    The  total  revenue  to  the  Government  l« 
l)rought  back  to  the  produ<*er  of  the  motion  picture  who  originally  ^lays  It,  ac- 
cording to  the  number  of  copies  in  use  each  day. 

The  ultimate  consumer,  the  patron  of  the  theater,  pays  no  iM»rliun  for  the 
very  obvious  reason  that  such  a  sum  can  not  be  apinu'tloned.  iU\  the  otbpr 
hand,  the  patron  d<»es  pay  the  adndsslons  tiix.  which  Is  based  uihhi  tlie  pntir 
of  the  ticket  of  admission,  and  In  reference  to  which  a  separate  brief  lias  bw* 
prepared. 

Among  the  peculiarities  of  the  situation  In  which  the  film  industry  ^*''> 
Itself;  It  is  to  be  noted  that  It  ls.au.  Industry  which  has  been  aeriini^i}  aoii 
adversely  affei'tetl  by  the  war.  Pri(»r  to  the  war.  the  pnHlucer  of  a  nejoiUvr 
(HMild  use  It  to  reproduce  positives  for  use  not  alone  In  this  eountrj*.  l»ut  a 
all  of  the  European  countries;  the  additional  cnist  Incurred  In  supplying  th« 
foreign  market  being  only  the  <'ost  of  making  the  additional  prints  from  tbr 
original  negative,  and  the  manufacturer  derlviNl  a  very  large  proporttou  of  hi* 
profit  from  this  double  use  of  the  negative.  This  Is  almttst  eiide«).  ForHce 
countries  can  not  use  nmch  film,  but  the  cost  of  negatives  renmliM  quite  s» 
great  as  before,  even  greater  In  most  cases  Inrause  the  cost  of  all  mnt^iiaK 
as  well  as  labor,  required  for  the  making  of  negatives,  has  Increased.  Furtbrr 
there  now  are  no  foreign  negatives  from  which  prints  might  be  c-hea|>ly  tii*le 
for  use  here. 

It  is  quite  comnum  to  refer  to  the  economy  residting  from  large  outfit.  IhH 
the  e<'<momy  arising  from  foreign  use  of  film  Is  of  far  greater  lutiinent  tbai 
any  saving  resulting  from  output  ah»ne ;  it  is  the  saving  resulting  fnini  luakiw 
the  principal  article  of  manufacture  repeat  Its  usefulness  many  tiincM.  V» 
war  conditions  have  taken  It  from  us. 

Our  tax  statements  are  before  you:  they  show  profits,  although  suialU^r,  mvt 
smaller  than  In  prewar  years.  But  we  ask  you  to  look  a  little  further  :  t»xaiuif*r 
our  balance  sheets  at  the  beginning  and  end  of  1017.  It  will  lie  foumi  that  «' 
have  shown  profits  based  on  inventories  of  film  accumulate<l  after  \\s^  henp  it^ 
held  for  future  use  abroad;  i>urthe<»retical  profits  are  lih*k«l  up  In  thnt  filn 
unless  the  war  comes  to  an  end  s(Min  we  shall  never  realixe  that  |yn»fit.  ■* 
the  ac<*umulate<l  stock  of  films  will  never  be  dlgc»ste<l  by  the  foreign  uuirket. » 
least  not  at  a  normal  price. 

•^'e  have  dei'lare<l  these  profits,  and  have,  where  iHinsible.  InirrowtM  u>^4 
lit  pay  taxes  on  them.    Lmik  over  our  balance  sheets  and  see  to  what  an  rxtrf 
we  are  in  debt  to  banks  for  loans  to  carry  this  stock. 

It  Is  very  iloubtful  if  any  film  conqmny  w«>uhl  have  shown  a  profit  with^ 
taking  Into  aixrount  an  Inventtiry  of  film  ummI  here  but  caimble,  uu(l««r  n«»n* 
ccmdltlons  of  um«  al>roaiL    It  is  al8«i  doubtful  whether  film  companies,  lu  \^ 
of  war  conditions,  are  uu»rally  or  legally  iMiund  to  take  up  asM»ts  of  Ku«*h  a  H«i 
character.     We  have  done   It,   and   neverthelesw  show  profitN   to   lui\e  h^ 


*  Price,  Waterhottse  *  Co.,  chartered  Accovntanu,  who  ore  employed  bj  w^ou  of  ^ 
larger  corpora tloat  engaged  in  the  motlon-plrtnre  bosinest,  and  from  wbo*e  expvrt  k»-« 
edge  tad  experience  the  Icnreo  referred  to  tbronghoat  thU  brief  are  taken.  w«r*  dt|Pi^ 
npon  to  work  oat  the  dlvlalon  of  the  tax  amons  leasee*  or  exhibitors  of  iboCIoii  p|ct<*« 
A  payment  of  15  ccntt  a  reel  (1.000  feet  of  poaltWe)  per  day  eqnmlixe*  the  «ma«Bt  »»« 
to  the  UoTemment  by  the  prodncera  of  motion  olctores  under  the  ao-mlled  fllm^fwaf 
lax.    7.000—105x60  lesseea  of  one  day  eachi*|0.6S. 
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greatly  reducetl.     We  have  pnUi  but  JiisiKniflc^ant  <llvi(len<ls  in  1917,  and  none 
ill  1918;  we  can  pay  none. 

What  conceivable  benefits  can  we  >?et  from  war  conUitionKV  The  soldiers 
want  films;  yes,  and  we  supply  them  at  bare  cost  or  below.  There  is  a  demand 
for  film  f<ir  loan  and  saving  propaganda ;  we  supply  it  frcn; — we  show  films 
urging  thrift  and  saving,  well  knowing  that  from  that  saving  we  shall  suffer. 
In  no  way  do  we  benelit. 

As  to  the  exact  effect  up(»n  our  earnings  of  Itxss  of  foreign  trade,  a  concrete 
example  may  illustrate: 

A  certain  cUiss  of  negatives  cost  on  the  average,  each $26, 000 

TM)  prints  for  use  lu  United  States  of  America  cost , 10,000 

Total 36, 000 

When  fully  used  abroad,  add  30  prints,  cost 6,000 

<'o«f  If  iisetl  only  lu  Vnlted  States  of  America 36,000 

Cost  If  use<l  abrosid  als<» 42, 000 

Income  from  rentaLs,  Tnlteil  States  of  America,  gross 55,000 

Gn>8s  profits  out  of  which  to  pay  exi^enses 19,000 

If  used  abroad,  the  figures  become: 

Income  from  rentals,  IJnltetl  States  of  America $55,000 

Income  from  rentals,  foreign 33,000 

Total 88,000 

Cost 42,000 

fSross  profit  out  of  which  to  pay  expenses—— _' _-_J-l.--    46;000 

■ 

<^ut  of  the  gross  profit  the  cost  of  distribution  must,  of  course,  be  taken,  and 
It  is  concelve<l  that  Hie  cost  of  distribution  in  the  United  States  of  America  is 
between  'Jo  jind  30  i)er  cent  of  the  gross  income  from  rentals.  The  figure  given 
ab(»ve  ns  Income  from  fcirelgn  rentals  Is  the  net  which  reaches  the  United 
States,  subje<*t  t»nly  to  deductions  to  cover  shipment,  freiglit,  and  insurance. 

The  earnings  are  proportionate  to  the  number  of  prints  that  can  be  use^ 
this  depending  on  territory  covered. 

Clearly,  the  business  makes  no  war  profit,  and  yet  it  is  the  one  industry 
against  which  a  penalizing  tax  has  been  imposed.  Its  product  never  reaches 
the  consumer  in  the  sense  that  other  manufactured  product  reaches  the  coiir 
sumer;  it  is  never  used  up;  it  is  merely  shown  to  one  set  of  people  and  then 
passed  on  to  be  shown  to  another,  and  the  very  thing  that  brings  a  revenue  to 
the  producer,  the  positive  copy,  is  so  excessively  taxed  that  the  producer  is 
compelled  to  limit  his  output,  and  thus  reduce  on  account  of  the  tax,  the  profits 
on  which,  if  earned,  he  would  piay  and  gladly  pay  a  larger  return  to  the  Govern- 
ment. In  short,  the  comparatively  small  income  derived  by  the  Government 
from  the  film-footage  tax  has  tended  very  materially  to  reduce  the  profits  of 
the  industry  and  so  reduced  the  amount  of  income  tax  and  excess-profits  tax 
payable  to  the  Government  under  the  law.  As  before  Indicated,  the  fllm-f(X>tage 
tax  must  have  been  ctmceived  out  of  a  gross  misunderstanding  of  the  very 
nature  of  the  motion-picture  Industry.  Enforcing  It  is  reducing  the  industry*s 
contribution  to  the  Government  and  placing  an  unnecessary  and  painful  hard- 
ship upon  both  the  industry  and  the  Government. 

To  depart  for  a  moment  from  the  fundamental  proposition  advanced  in  this 
memorandum,  the  motion-picture  Industry  wishes  to  call  attention  to  the 
peculiarities  of  the  law  as  now  in  force,  in  respect  to  foreign  trade,  which  was 
bringing  about  Inequitable,  unjust,  and  in  some  instances  unconstitutional  re- 
Bolts,  with  the  hope  that  under  any  circumstances  Congress  will  find  in  its 
redraft  of  the  law  adequate  and  proper  remedies.  The  law  provides  that  the 
quarter  of  a  cent  per  foot  on  unexposed  motion-picture  stock  is  payable  only 
on  the  raw  stock  which  Is  made  in  America,  thus  exempting  the  imported  raw 
stock  and  favoring  the  foreign  manufacturer  as  against  the  domestic  manufac- 
turer. As  a  result,  too,  It  favors  the  one  company  In  America  which,  through  Its 
foreign  afRliations,  has  long  been  in  the  habit  of  getting  from  its  French  afflli- 
ated  company  all  of  the  raw  stock  or  practically  all  of  the  raw  stock  which  it 
oseS  for  Its  American  product.  Such  a  discrimination  being  obviously  unjust 
wotdd  seem  to  require  no  extensive  argument  The  law  as  it  now  stands  also 
requires  the  payment  of  this  fllm-footage  tax  by  the  American  producer,  Inclnd* 
Ing  the  quarter  of  a  cent  on  each  foot  of  unexposed  and  the  half  a  cent  on  ear 
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foot  of  exposed  stock  for  all  motion  pictures  exported,  whether  the  same  be  made 
for  export  and  directly  exported  by  the  producer  or  sold  by  the  producer  to 
domestic  dealers  for  export  In  view  of  the  ruling  of  the  Supreme  Court  In 
the  case  of  William  E.  Peck  &  Company  (Inc.)  v,  John  Z.  Lowe,  jr.,  Collector  of 
Internal  Revenue  (decided  May  20,  1918),  it  would  seem  that  irrespective  of 
any  other  revisions  contemplated  by  Congress  a  clear  provision  should  be  made 
eliminating  the  condition  last  described  and  found  by  the  Supreme  Court  in 
the  Peck  case  to  be  unconstitutional. 

If  there  must  be  in  any  form  a  tax  on  the  American  product  of  American 
producers  of  motion  pictures  it  would  seem  clear  that  that  tax  should  not  be 
made  so  as  to  discriminate  as  the  present  tax  does  in  any  respect  in  favor  of  the 
foreign  made,  unexposed  film,  and  it  would  seem,  too,  that  the  constitutional 
provision  against  the  taxation  of  American  product  for  export  should  be  fully 
recognized  and  provided  for  in  the  act 

The  motion-picture  industry  will  make  way  for  no  industry,  and  the  men  and 
women  engaged  in  it  will  make  way  for  no  men  or  no  women  when  it  comes  to 
patriotism.  If  the  Government  requires  the  industry  as  a  whole  in  the  prosie- 
•cntion  of  its  war  work  there  will  be  no  cry  against  the  conscription;  if  the 
Government  requires  100  per  cent  of  the  profits  there  will  be  no  cry  against 
that;  but  the  motion-picture  industry  feels  that  it  is  Justified  in  crying  loudly 
and  witii  all  its  power  against  being  taxed  as  others  are  not  taxed,  in  being  dis- 
criminated against,  and  In  being  abused  as  it  is  abused  under  the  present  tax. 
There  is  no  record  anywhere  in  the  world  of  any  such  tax  as  the  filni- footage 
tax  which  is  now  levied  against  the  motion-picture  industry.  It  is  neither  a 
license  tax,  an  income  tax,  nor  a  tax  against  luxuries.  It  must  be,  aii  before 
pointed  out.  a  tax  created  out  of  a  total  misconception  of  the  very  nature  of  the 
industry.  The  film  is  but  the  container  of  the  industry's  product.  It  is  like 
taxing  the  paper  in  which  packages  are  delivered  from  the  'stores,  or  the  paper 
on  which  magazines,  periodicals,  and  newspapers  are  printed. 

The  industry  wishes  to  be  frank  and  wishes  to  be  fair.  Its  all  is  at  the 
dispoflal  of  the  Government,  and  it  has  served  and  is  serving  the  Government 
fully,  freely,  ready,  and  anxious  to  do  more;  but  Just  as  no  man  falsifies  his 
income-tax  return  in  order  to  pay  more  by  way  of  income  tax  than  the  Govern- 
ment has  assessed,  so  the  motion-picture  industry  feels  that  it  should  not  be 
taxed  except  as  other  industries  are  taxed. 

All  of  which  is  respectfully  submitted  on  behalf  of  the  National  Association 
of  the  Motion  Picture  Industry,  representing  the  entire  industry  in  an  its 
tranches  in  the  United  States. 

Dated  at  New  York,  July  26, 1918. 

The  Chaibman.  That  will  conclude  to-day's  session,  and  ther^ 
will  be  no  further  general  hearings. 

TMemorandum  prepared  by  a  committee  of  exhibitors*  branch  of  the  National  AssodaftaB 
of  the  Motion  Picture  Industry,  Alfred  S.  Black,  chairman.  1 

The  motion-picture  exhibitors  of  the  United  States  have  been  a  unit  squarely 
hehlnd  the  administrntion  and  dedicatcHl  100  per  cent  to  the  win-tlie-war 
program  witliout  thought  of  profit. 

The  exhibitors  stand  ready  and  ^iJid  to  pay  their  just  and  fair  propf»rtion  of 
the  large  amount  ne<»essary  to  be  raised  by  taxation,  but  appeal  to  the  Oon- 
i^ress  of  the  Ujiited  States  not  to  be  unfairly  burdened  with  practically  the 
whole  tax  placed  uiwn  amusements  to  the  extent  that  a  further  considerable 
percentage  of  them  will  be  forced  out  of  business.  We  desire  to  emphasize  that 
as  a  ffooil  business  proposition,  it  Is  more  important  to  the  United  States 
Government  Itself  than  even  to  the  exhibitors  tliat  taxation  be  made  equitable 
for  the  many  reasons  cited  herein. 

The  power  of  tlie  screen  In  eduaitlng  and  affecting  the  morals  of  our  people 
and  providing  the  most  directt  means  for  necessary  propaganda  and  the  succesi» 
of  the  various  drives  is  one  of  the  Government's  principal  assets  in  winning 
the  war.  Thousands  and  tliousands  of  concrete  Illustrations  could  be  given 
as  to  the  cooi)eration  and  direct  results  obtained  by  our  brancli  of  the  motion- 
picture  industry  in  its  work  in  connection  with  lll)erty  loans,  food  conserva- 
tion. Agriculture  Department,  fuel  conservation,  War  and  Navy  Departments, 
Aircraft  and  Shipping  Boards.  Department  of  Interior,  commercial  ecimomy 
board,   training-camp  activities.   Civil   Service  Connnlsslon,   war   stamps.    Re^l 
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Croats,  Y.  M.  C.  A.,  Knights  of  Coluiubus,  Salvation  Army,  Jewish  war  relief 
drives,  and  committee  on  public  Information,  Including  very  close  cooperation 
with  four-minute  men.  Everything  possible  should  be  done  to  encourage  at- 
tendance at  motion-picture  theaters  and  nothing  done  to  prevent  same.  As 
Creat  as  the  pressing  need  of  raising  additional  money  by  taxation,  the  revenue 
to  be  obtained  from  additional  admission  tax,  which  will  undoubtedly  prove  so 
hurtful,  should  be  of  secondary  consideration. 

In  addition  to  the  various  State  and  city  taxes  and  licenses,  censorship  fees, 
etc.,  now  being  paid  by  motion-picture  theaterj^,  thwe  are  three  distinct  forms 
of  taxation,  all  of  which  affect  directly  the  exhibitors,  two  being  paid  by  them 
and  the  tliird  directly  re<luclng  their  lK>x-<»fflce  receipts. 

Tax  No.  1  (seating  tax) :  This  tax  was  placed  upon  all  theaters  under  the 
1914  laws  as  a  war  nioasurv  at  a  tlmo  wlion  theaters  were  looked  upon  some 
what  as  a  luxury,  and  the  important  part  they  were  to*  play  In  the  conduct 
of  the  war  not  realized.  Under  the  proposed  tax  the  seating  tax  on  all 
theaters  in  cities  and  towns  over  5,(K.)0  liopuhition  is  doubled.  If  this  was  our 
only  tax,  we  would  gladly  imy  same  without  appeal. 

Tax  No.  2  (excise  or  film  tax)  :  Under  the  1917  laws  a  tax  was  placed  of 
one-fourth  cent  n  foot  on  all  negntive  film  and  one-half  cent  a  foot  on 
all  positive  tilm  estimated  to  have  given  the  Government  a  revenue  of 
^2,300,000.  The  manufacturers,  not  being  able  to  withstand  this  tax,  promptly 
passcHl  it  on  to  the  exhibitors,  who  were  oven  less  able  to  withstand  same,  in 
the  form  of  a  15-cent  tax  per  day  on  each  1,000  feet,  of  film  leasetl,  with  the 
result  that  between  S,000  and  4,0(X)  theaters  were  forced  out  of  business  on 
acc<»unt  of  same  and  the  other  additional  burdens  caused  by  the  war. 

Under  the  proposed  tax  a  10  per  cent  tax  on  rentals  is  to  be  levied,  which 
upon  an  estimated  gross  rental  of  $70,000,000  amounts  to  $7,000,000,  or  approxi* 
mately  three  times  the  present  revenue,  and  which.  If  placed  upon  the  motion- 
picture  exhibitors,  will  force  very  many  more  of  them  out  of  business. 

The  exhibitors  feel  that  the  seating  tax  and  film  tax  is  really  a  double  taxa- 
tion and  thereby  out  of  proportion  to  taxes  upon  other  industry.  That  the 
fundamental  principle  of  all  taxation  Is  to  pass  same  to  the  consumer,  In  this 
case  the  general  public,  but  that  this  can  not  be  done  without  profiteering  by 
increasing  admission  prices,  which  is  also  a  dangerous  procedure  na  seriously 
affecting  the  business  itself,  very  largely  a  poor  man's  amusement.  That  pro- 
duction of  motion  pictures  should  not  be  taxed  unless  all  productions  for  tlie 
amusement  world  be  so  taxed,  and  such  tax  be  equitably  distributed  over  the 
w*hole  amusement  field.  For  illustration,  the  production  of  a  stage  drama  or 
musical  production  down  to  a  phonograph  record  or  baseball  bat  should  be 
similarly  taxed.  That  we  admit  there  are  many  evils  In  the  motion-picture  In- 
dustry which  fehould  and  will  be  corrected  In  time,  but  which  are  at  present 
uncontrollable  by  the  exhibitors,  the  lessees.  An  especial  evil  is  the  high 
salaries  paid  by  the  manufacturers  to  the  motion-picture  stars.  These  sala- 
ries compose  a  very  large  part  of  the  cost  of  production,  and  whereas  the  Gov- 
ernment is  already  collecting  large  taxes  from  said  stars,  It  is  again  double 
taxation  when  a  percentage  tax  is  placed  uiwn  film  rentals. 

Tax  No.  8  (admission  tax) :  This  tax  proposes  doubling  the  present  admission 
tax.  When  the  admission  tax  was  placed  upon  theaters  under  the  1917  tax  law 
we  feel  the  law  should  have  been  worded  so  that  It  would  have  been  a 
straight  10  per  cent  tax  upon  admissions  and  not  upon  the  unit  of  each  10 
cents  admission,  as  it  would  have  been  much  more  equitable  and  practical  In 
Its  workings.  -That  immediately  upon  the  collection  of  the  tax  the  theater 
attendance  fell  off  over  the  United  States  upon  an  average  of  25  per  cent  to  30 
per  cent,  and  it  was  some  four  months  before  its  partial  effect  was  overcome. 
Normal  conditions  have  not  yet  been  re<*overed  and,  as  already  referred  to 
herein,  many  hundreds  of  theaters  were  fon^ed  to  close. 

The  smaller  theaters  In  the  small  cities  and  towns,  which  comprise  75  to  80 
per  cent  of  the  total  theaters  of  the  United  States,  are  having  at  present  a 
hard  time  to  get  by  and  gradually  It  is  getting  worse  for  them.  While  a  com- 
paratively few  cities  and  towns  have  been  benefited  by  war  activities,  the 
continuous  draft  and  other  causes  of  the  war  are  changing  many  smaller 
theaters  from  a  small  profit  to  a  loss,  and  no  additional  burdens  can  be  endured 
without  forcing  many  more  hundreds  of  theaters  out  of  business. 

If  an  increase  of  admission  tax  is  made  at  the  present  time,  it  will  cut  down 
the  theater  attendance  probably  in  greater  proportion  than  in  1917,  and  by 
compelling  so  many  theaters  to  close  will  defeat  the  ends  desired  to  be  ob- 
tained.   The  Government  will  get  only  a  small  portion  of  increased  tax  as  esti- 
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matecl  and  in  turn  will  lose  a  large  part  of  the  available  power  of  the  screen 
and,  as  heretofore  emphasized,  at  a  time  when  we  believe  it  very  unwise  for 
so  very  many  reasons. 

We  therefore  strongly  urge  that  you  carefully  weigh  the  placing  of  double 
taxation  and  especially  not  to  overburden  our  industry  by  excessive  taction 
and  additional  admission  taxes  so  that  the  purposes  for  which  the  exhibitom 
of  the  United  States  as  a  unit  are  so  earnestly  working  may  not  be  automati- 
cally taken  from  them. 

All  of  which  is  respectfully  submitted  on  behalf  of  the  exhibitors*  branch  of 
the  National  Association  of  the  iftot ion-Picture  Industry,  representing  the  mo- 
tion-picture theaters  of  the  United  States. 

Rockland,  Me.,  September  20, 1918. 

(Thereupon,  at  12  o'clock  noon,  the  committee  adjourned.) 
(The  following  brief  was  submitted  by  the  Eastern  Soda  Water 
Bottlers'  Association:) 

Washixgtox,  D.  C,  September  16,  191S. 
Hon.  F.  M.  Simmons, 

Chairman  Finance  Committee^  United  States  Senate, 

Washington,  D,  C. 

Dear  Sib:  The  undersigned  members  of  the  carbonated  beverage  indnstry, 
representative  of  31  States,  beg  to  submit  for  your  consideration  in  connection 
with  House  bill  12863  the* following: 

While  the  tax  of  20  per  cent  of  the  selling  price  of  carbonated  beverages 
proposed  in  the  measure  referred  to  heretofore  is  very  high  for  the  extent  of 
the  business  involved,  we  rely  upon  the  judgment  and  fairness  of  your  com- 
ndittee  to  adjust  said  tax  in  conformity  with  the  limitations  and  the  needs  of 
our  industry  and  our  country. 

We  respectfully' call  the  attention  of  your  committee  to  section  628,  sulisectioo 
(a),  and  suggest  that  the  line  reading  "a  tax  of  20  per  cent  of  the  price  for 
which  so  sold  "  be  changed  to  read  "  a  tax  of  20  per  cent  of  price  for  which 
the  contents  are  sold."  This  is-  to  make  clear  the  distinction  between  the  con- 
tents and  the  package  where  a  deposit  has  been  exacted  to  insure  the  return  of 
boxes  and  cases. 

We  further  recommend  that  section  628,  subsection  (b),  be  amended  by  the 
addition  of  the  words  "  at  5  cents  to  9  cents  per  gallon,  a  tax  of  1  cent  per 
gallon." 

Your  committee  is  also  resi)ectfully  requested  to  consider  the  fact  that  nndtf 
the  present  law  the  tax  is  entirely  absorbed  by  the  manufacturers  of  carbonated 
beverages  and  has  not  been  passed  on  by  the  manufacturers  to  the  ultimate  con 
sumer. 

We  further  ask  you  to  consider  the  fact  that  the  manufacture  of  soft  driaki 
has  been  curtailed  50  per  cent  in  its  sugar  supply  and  that  labor,  and  olber 
conditions  arising  from  the  war  have  burdened  the  industry  to  such  an  extern 
that  we  must  respectfully  request  that  you  consider  carefully  the  preBoA 
limited  scope  in  levying  whatever  taxes  your  judgment  may  consider  nni  niiisrr 

Respectfully  submitted. 

Eastkhn  Soda  Wateb  Bottlkbs'  Associatioii, 

H.  J.  McMackin,  Secretary. 

National  Bm-ERAOE  &  MiNiatAi.  Water  AsaociATioif. 

Pannux  Mabtin,  President, 

Amesican  Bottlebs'  PBOTBcnrs  AsaociArroif^ 

Wm.  T.  Phiij^ips,  Secretary. 
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THTTBSDAT,  SEPTEMBEB  19,  1918.  , 

United  States  Senate, 
Committee  on  Finance, 

Washington^  D.  C. 

The  committee  met,  pursuant  to  adjourmnent,  at  10.30  a.  m.,  in  the 
committee  room.  Senate  Office  Building,  Senator  F.  M.  Simmons  pre* 
sidmg. 

Present:  Senators  Simmons  (chairman),  Smith,  Thomas,  Jones, 
Nugent,  Penrose,  Lodge,  McCumber,  Smoot,  Townsend,  and  Dilling- 
ham. * 

The  committee  proceeded  to  the  consideration  of  the  bill  (H.  R. 
11283)  "  to  provide  revenue  and  for  other  purposes." 

The  Chairman.  The  committee  will  hear  Congressman  Joseph  W. 
Fordney,  of  Michigan. 

STATEHEBT  OF  HON.  JOSEPH  W.  FORDNET,  A  BEFBESENTATIVE 

FBOM  THE  STATE  OF  MICHIGAN. 

Mr.  Fordney.  I  will  be  very  bri(^f ,  Mr.  Chairman ;  as  brief  as  I 
can,  at  least. 

Gentlemen,  I  have  helped  frame  this  bill  as  it  is  now  before  the 
House,  and  every  member  on  that  committee,  both  Bepublicans  and 
Democrats,  has  had  a  free  hand  in  the  preparation  of  the  bill.  No 
politics  have  entered  the  committee's  work  at  all. 

I  do  not  believe  any  member  of  the  Ways  and  Means  Committee  is 
fully  satisfied  with  all  there  is  in  this  bill.  I  think  never  is  a  great 
bill  framed  where  all  is  satisfactory  to  all  who  take  part  in  the  fram- 
ing of  the  bill. 

I  reserved  the  right  to  attempt  to  have  amended  certain  provisions 
of  the  bill,  perfectly  agreeable  to  other  members  of  the  committee, 
and  I  will  be  very  Brief  in  stating  my  objections  to  the  present  bill 
as  it  is  now  before  the  House. 

First  of  all,  I  am  not  at  all  satisfied  with  the  definition  of  capital. 
I  think  it  is  entirely  wrong.  It  should  be  more  liberal.  I  believe 
the  views  of  the  Secretary  of  the  Treasury  agree  with  my  views  in 
that  respect.  In  the  first  place,  permit  me  to  spea,k  of  the  lumber 
industry  and  mining.  The  raw  material  back  of  a  sawmill  or  a 
mining  operation  measures  the  life  of  the  institution  and  in  figuring 
the  cost  or  percentage  in  the  lumber  business,  and  I  speak  of  that 
because  I  am  more  familiar  with  that  than  others,  because  I  am  a 
manufacturing  hiiiiber  man,  in  the  cost  of  production  the  value  of 
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timber  purchased  prior  to  March  1,  1913,  is  permitted  to  be  taken  as 
of  March  1, 1913;"that  is  to  say,  if  a  limiberman  purchased  timber  20 
or  30  years  ago,  or  many  years  ago,  at  a  very  low  price,  which  was 
the  case  especilly  in  the  South — 20  j^ears  ago  timber  in  the  South 
brought  50  cents  a  thousand  feet,  stumpage,  which  is  now  worth  $5 
to. $7  per  thousand,  stumpage;  in  the  tree;  in  the  woods — in  the  cost 
of  production  the  value  as  of  March  1^  1913,  is  takeji  and  cjifirged  up 
to  production  with  all  other  costs  of  production^  and  the  difference 
between  that  cost  of  production  and  the  selling  price  is  the  profit  on 
which  there  must  be  an  excess-profits  tax  paid  or  a  normal  tax  by  the 
corporation  or  the  business. 
'    Senator  McCumber.  That  is,  where  the  land  itself  is  resold  ? 

Mr.  FoRDNEY.  How  is  that? 

Senator  MoCumber.  Where  the  land  itself  is  resold? 

Mr.  FoRDNEY.  No;  the  timber  cut  from  the  land,  Senator,  and  con- 
verted into  lumber.  For  instance,  let  urn  give  you  an  illustration. 
An  average  manufacturer  of  lumber  in  the  South  to-day  is  usin^  a 
$5  per  thousand  stumpage  value  and  charging  it  to  his  production 
cost,  and  crediting  land  account  with  that  $5,  and  so  on,  when  he 
has  a  land  account  on  his  books — and  they  all  do— and  then  add  to 
that  $5  per  thousand  your  lafbor  cost  and  all  other  costs,  milling  aad 
planing,  and  so  on,  and  all  overhead  costs,  and  the  difference  between 
the  selling  price  and  the  cost  is  the  profit. 

Senator  McCumbeb.  That  is  what  I  wanj^d  to  get  at;  whether  rou 
mean  the  selling  price  of  the  lumber  or  the  selling  price  of  tibe  lainMr 
with  the  land,  or  both. 

•  Mr.  FoBDNEY.  If  the  land  U  also  sold,  that  also  must  be  credited  A0 
land  account,  and  in  a  return  of  capital.  That  $5  per  thousand 
stumpage,  and  whatever  is  realized  irom  the  sale  of  the  cut-over 
land,  is  considered  a  return  of  capital,  on  which  there  is  oo  tax.  But 
when  it  comes  to  the  corporation  asking  for  deductions  few  the  pur* 
pose  of  paying  this  excess-profits  tax  or  war-profits  tax,  m  the  case 
may  be,  under  this  law,  that  stumpage  value  is  not  permitted  to  be 
t9&n.  The  corporation  must  go  back  to  the  original  investment,  tfae 
original  capital  invested,  surplus  and  undivided  profits  retained  in 
the  business,  and  so  on,  and  that  is  taken  as  capital.  Now,  my  con- 
tention is  that  the  value  of  the  production  that  the  stumpage  value 
of  that  land  on  March  1, 1913,  or  whatever  you  may  have  paid  for 
the  timber  if  purchased  since  March  1, 1913,  is  what  is  charged  to  the 
cost  of  production,  and  if  so,  that  is  a  return  of  capital  and  is  not 
subject  to  those  super  taxes,  and  therefore  if  it  is  capital  in  that  in- 
stance it  ought  to  be  capital  all  the  time.  I  can  not  see  any  reason 
why  the  value  of  your  property  as  of  March  1,  1913,  when  tajki^  ia 
the  cost  of  production,  should  not  be  taken  as  capital/  Now,  that  is 
the  whole  meat  in  the  coconut;  and  for  that  reason  I  believe  the 
value  of  your  property  as  of  March  1,  lfl^l3,  as  provided  for  in  the  act 
of  September  8,  1916,  and  the  act  of  October  3,  1917,  ouj^ht  to  be 
your  capital  on  which  you  ask  your  deductions,  if  a  corporation  or  an 
individual.    Now,  that  is  that  point. 

Senator  Nugent.  Are  you  speaking  now  solely  with  respect  to  the 
timber  itself,  or  the  land  with  the  timber  standing,  or  do  you  include 
also  the  value  of  the  land  with  the  timber  standing  t 

Mr.  FoRDNEY.  How  is  that? 
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Senator  Nugeiit.  Do  you  include  also  the  value  of  the  land  with 
the  timber  standing? 

Mr.  FoKDNBT.  On,  yes;  the  value  of  the  land  should  be  included; 
whatever  is  received  from  the  sale  of  the  land,  together  with  your 
stumpage  value,  ought  to  be  charged  to  the  land' account,  of  course, 
as  capital;  and  when  ypur  capital  has  all  been  returned,  then,  of 
course  there  is  no  more  credit  to  that  account.  That  would  be  true 
of  every  item  of  mineral.  I  am  not  familiar  with  oil,  but  it  should 
apply  also  with  oil. 

Senator  Nugent.  Would  you  calculate  the  value  of  the  land  at  its 
stumpage  value  only,  or  at  its  agricultural  value  after  the  timber  is 
removed! 

Mr.  FoRDNET.  The  value  of  the  land  should  be  fixed  at  its  agricul- 
tural value  after  the  timber  is  taken  off.  For  instance,  in  the  case  of 
a  tract  I  am  interested  in  in  Mississippi,  when  we  began  operations  in 
1907  we  charged  to  land  account  a  certain  amount  of  that  property. 
We  purchased  a  going  concern  there.  We  charged  in  another  account 
on  our  books,  the  value  of  the  mill  and  all  other  personal  property, 
rolling  stock,  and  engines  for  logging,  and  steel  rails  and  such  like, 
and  planing  mill.  The  very  first  year  we  charged  off  a  depreciation 
for  the  mill  on  this  basis.  When  we  purchased  that  property,  upon 
our  estimates  we  had  20  years'  cut  of  timber  for  that  mill  at  so  much 
a  year— 40,000,000  a  year. 

There  was  nearly  $500,000  invested  in  the  sawmill  and  other  para- 
phernalia connected  with  it.  We  have  charged  off  5  per  cent  of 
that  amount  each  year,  so  that  at  the  end  of  20  years,  when  our  raw 
material  is  cut  out,  the  remainder  of  the  mill  is  not  worth  anything 
except  as  junk;  whatever  you  get  out  of  salvage  must  be  credited  to 
that  account.  Therefore  we  have  charged  off  each  year  5  per  cent, 
so  that  at  the  end  of  20  years  the  mill  and  all  this  other  property  will 
be  wiped  off  our  books;  otherwise  at  the  end  of  20  years  you  have 
something  on  your  books  that  is  not  worth  anything,  and  you  have 
not  kept  your  books  correctly.  E>'ery  concern  in  the  country  does 
that.  For  instance,  there  is  one  pine-lumber  company  that  has  a  mill 
}tist  lately  constructed,  operated  entirely  by  electricity.  It  was  one 
of  the  first  mills  in  the  South  operated  by  electricity.  I  went  specially 
to  see  that  mill.  They  invested  in  it  $1,000,000.  They  have  about  12 
years'  cut  of  timber — possibly  15  years'  cut  of  timber — in  their  hold- 
ing. The  timber  in  the  countrv  aside  from  their  holdings  had  been 
purchased  and  is  in  strong  hanas  and  can  not  be  purchased  by  them, 
and  ^en  their  cut  of  timber  at  the  end  of  15  years  has  heefn  ex^ 
bausted  then  Uiat  million  dollar  mill  property,  is  absolutely  valueless, 
except  for  such  salvage  as  they  can  get  out  of  it;  therefore  they 
must  charge  off  an  annual  depreciation,  so  that  at  the  end  of  the 
operation,  at  the  time  when  their  timber  has  been  exhausted,  that  mill 
will  have  been  wiped  off  their  books  by  depreciation,  etc.  So  that  it 
V9  a  question  of  great  importance,  that  question  of  depreciation. 

There  are  48,000  sawmills  in  the  United  States.  About  28,000  to 
30,000  of  those  sawmills  are  very  large  investments — very  large  mills 
that  cut  10,000,000  or  more  per  year.  There  are  many  sawmills  in 
the  country  in  which  there  is  an  investment  of  a  million  dollars  in 
fbe  mill  and  the  planing  mill  and  yards  and  other  improvements 
about  the  place ;  and,  as  I  said,  when  their  timber  has  been  exhausted 
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that  property  is  absolutely  valueless*  except  for  whatever  you  may  gd 
in  the  way  of  salvage  out  of  it. 

Senator  Thomas.  Mr.  Fordney,  why  did  you  not  fix  this  in  your 
committee? 

Mr.  FoRDXEY.  My  good  friend,  I  have  been  fighting  for  it  for  the 
last  two  years;  but  my  good  friend  Kitchin,  all  powerful,  does  not 
a^ee  with  me,  and  for  this  reason — and  for  no  good  reason  given  by 
hmiself  or  anybody  else — ^if  in  your  definition  of  capital  you  permit 
the  use  of  the  value  of  the  timber  as  of  March  1, 1913,  the  Government 
will  not  get  as  much  tax  from  the  provisions  of  this  law  as  thev  will 
by  charing  it  to  an  original  investment-capital  and  surpluk  and 
undivided  capital. 

Senator  Thomas.  Was  not  the  report  of  the  House  committee 
unanimous? 

Mr.  Fordney.  I  agreed.  Senator,  that  I  would  do  as  Romans  do- 
that  I  would  stand  by  the  majority  of  the  committee  and  offer  no 
amendments  in  the  House. 

Senator  Thomas.  And  appeal  to  the  Senate? 

Mr.  Fordney.  Yes;  appeal  to  the  Senate ;  and  I  reserved  that  right. 
[Laughter.] 

The  Chairman.  We  were  feeling  very  highly  complimented. 

Mr.  Fordney.  Thank  you,  gentlemen.  I  appeal  to  your  judgment 
in  the  matter  to  give  most  careful  attention  to  that  question,  because 
it  is  an  exceedingly  important  one. 

Senator  Nugent.  Is  it  or  is  it  not  true  that  the  lumber  companies 
charge  a  proportionate  depreciation  of  the  sawmill  each  year  to  the 
purchaser  of  the  lumber?  In  other  words,  do  they  increase  the  price 
of  the  lumber  to  the  wholesaler  or  the  retailer  in  an  amount  propor- 
tionate to  the  depreciation  in  the  value  of  the  mill  ? 

Mr.  Fordney.  Senator,  I  think  I  could  answer  that  by  saying  yes; 
but  let  me  explain  that  no  matter  what  your  cost  charges  are. 
whether  for  insurance,  taxes,  or  advertisement,  or  whatever  the 
overhead  expense  is,  must  be  charged  to  your  production,  and  the 
consumer  must  pay  it  or  the  manufacturer  goes  broke.  Now,  what- 
ever tax  is  being  imposed  upon  the  people  of  the  country  by  this 
law — ^internal  taxes,  you  as  a  manufacturer  charge  to  your  cost  of 
production  and  you  must  do  it  or  else  you  do  not  make  any  money, 
lou  fall  behind;  and  the  man  that  finally  consumes  that  article 
must  pay  -it  all,  and  he  does  pay  it  all.  Let  me  give  you  an  illustra- 
tion. You  may  say  as  a  protectionist  that  would  apply  to  imports, 
but  it  does  not,  because  tlje  conditions  are  not  the  same.  In  one 
instance  there  are  two  American  manufacturers  in  competition  with 
each  other.  In  the  other  instance  there  are  a  foreign  manufacturer 
and  an  American  manufacturer  in  competition  with  each  other, 
whose  conditions  and  whose  costs  are  not  the  same.  That  explains 
that. 

I  purchased  some  beefsteak  at  my  home  the  other  day  at  50  cwits 
a  pound,  and  never  before  fully  realized  that  whatever  profit  there 
may  have  been  in  that  beefsteak,  either  to  the  farmer  who  raised 
the  animal  or  to  the  butcher,  nil  along  down  the  line,  every  cost 
connected  with  it  was  paid  by  me  when  that  beefsteak  was  consumed 
on  my  table ;  and  what  applies  to  a  beefsteak  will  apply  to  a  pair  tf 
shoes  and  every  other  article  purchased  in  the  country,  so  far  fts 
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your  intemal-revenue  taxes  are  concerned,  because  it  applies  to  you 
the  same  as  it  does  to  me:  you  and  I  are  in  the  same  business  and  in 
competition  with  each  otner,  and  w6  must  and  we  do  add  it  to  our 
cost  of  production.    If  we  do  not,  we  are  going  to  lose  money. 

Senator  Nugent.  I  wish  you  would  explain  a  little  further,  if  you 
will,  Mr.  Fordney,  why  it  is  that  you  are  of  the  opinion  that  the 
lumber  com^anj  should,  be  allowed  credit  for  its  depreciation  so  far 
as  the  sawmill  is  concerned,  if,  as  a  matter  of  fact,  that  depreciation 
is  charged  to  the  customer  and  the  customer  pays  each  year. 

Mr.  Fordney.  Well,  my  good  friend,  suppose  that  you  purchased 
a  million-dollar  piece  of  property,  standing  timber,  and  you  put  in 
$250,000  in  the  mill  plant.  You  charge  for  your  mill  plant,  and  to 
your  land  account  $500,000,  and  when  you  commence  cutting  and 
depleting  your  forest  and  turning  it  into  finished  production  you 
will  charge  for  cost  of  production,  we  will  say,  a  given  sum  per 
thousand,  say  $5,  and  credit  land  account  $5.  li  your  $5  which  you 
are  crediting  to  land  account  is  more  than  the  .timber  cost  you,  when 
your  land  account  has  been  wiped  off  your  books,  then  you  have 
no  further  return  of  capital  from  the  depletion  of  the  forest;  but 
you  must  each  year  charge  off  depreciation  of  your  mill  in  propor- 
tion-to the  life  of  the  mill,  or  at  the  end  of  your  operation  tne  mill 
stands  at  $250,000  on  your  books,  and  if  you  have  not  charged  it  to 
your  customers,  you  are  out  $250,000,  because  your  mill  is  not  worth 
anything. 

Senator  Nugent.  I  do  not  understand  it  that  way,  upon  your  own 
statement.  If,  as  a  matter  of  fact,  you  charge  the  proportionate 
depreciation  of  the  value  of  the  mill  each  year  to  the  consumers  of 
the  lumber,  then  at  the  end  of  10  years,  say,  the  mill  has  been  paid 
for  by  the  increased  price  that  the  consumer  pays  for  the  product. 

Mr.  Fordney.  If  you  charge  it  off  altogether;  but  if  you  do  not 
charge  it  off — for  instance,  suppose  that  your  cost  of  production  is 
$20  per  thousand,  not  including  depreciation  as  it  is  in  the  case  of 
the  company  I  am  interested  in,  our  depreciation  being  5  per  cent  on 
$i00,000,  and  on  the  btisis  of  a  cut  of  40,000,000  feet  a  year ;  that  is,  50 
cents  a  thousand  feet  for  every  thousand  feet  of  lumber  we  cut.  We 
charge  that  50  cents  to  cost  of  production.  Suppose  that  charging 
that  to  our  cost  of  production  puts  the  cost  up  to  $20.50  per  thousand 
feet.  If  we  do  not  charge  that  to  production,  our  cost  is  $20,  but  we 
are  out  50  cents,  because  we  can  not  get  back  that  value,  unfortunately ; 
therefore  we  must  charge  to  our  cost  each  year  a  proper  proportion  of 
depreciation  each  year  in  order  that  when  the  business  has  been  bon- 
cluded,  we  shall  have  had  a  return  of  our  capital  invested  in  the  mill. 
I  would  like  to  make  it  plainer,  if  I  could.  Senator. 

Now,  gentlemen,  another  thing.  I  believe,  and  I  am  sincere  in  this 
belief,  after  a  great  deal  of  study,  that  borrowed  money  is  capital  and 
should  be  permitted  to  be  used  by  corporations  as  capital  invested. 
Let  me  tell  you  why.  Under  existing  law  it  is  not  permitted  to  be 
used.  That  is  not  permitted  to  be  done.  The  interest  paid  upon 
borrowed  money  can  be  used  as  a  part  of  your  cost  of  production  in 
the  overhead  expense.  Here  is  an  illustration :  Suppose  that  here  is 
a  firm  organized  with  a  million  dollars  of  capital;  wealthy;  their 
people  put  in  all  their  capital,  $1,000,000. 
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When  it  comes  to  their  deduction,  they  are  entitled  to  and  do  get 
a  deduction  of  8  or  10  per  cent,  under  the  provisions  of  this  law,  ac- 
cording to  whether  they  come  under  the  excess-profits  tax  or  the  war- 
profits  tax  provision.  They  get  a  deduction  of  8  or  10  per  cent  cm 
$1,000,000.  You  and  I  may  organize  a  corporation  for  a  million  dol- 
lars capital,  but  we  are  unable  to  put  in  the  cash.  We  pay  in  $5,000,- 
000  and  step  out  and  offer  bonds  on  the  property,  or  take  any  other 
method  of  borrowing  money,  and  we  borrow  a  half  a  million  doUan 
of  money.  We  put  that  money  into  the  business.  Then  we  have  $1,- 
000,000  capital  paid  up,  oh^-half  paid  by  the  stockholders,  and  the 
other  half  borrowed  money ;  but  when  it  comes  to  our  deduction,  we 
can  only  get  a  deduction  of  the  amount  of  the  actual  cash  we  paid  in 
out  of  our  pockets,  and  can  not  get  any  deduction  for  the  borrowed 
money.  Now,  that  borrowed  money  is  capital  in  the  business;  but  if 
permitted  to  be  used  as  capital  in  the  business  then  there  should  be 
no  interest  credit  for  that  But  whether  your  money  is  borrowed  or 
yon  pay  it  out  of  your  pocket,  it  is  capital  and  is  in  the  business  and 
ought  to  be  considered  capital  when  it  comes  to  your  deduction. 

Senator  McCumber.  Have  you  made  an  estimate  of  how  m.uf^ 
additional'  levy  will  have  to  be  made  to  cover  the  losses  that  will 
follow  from  a  diange  in  the  law  making  borrowed  money  capital ! 

Mr.  FosDNET.  No,  sir ;  I  have  not ;  but  it  would  be  quite  an  item. 
Senator. 

Senator  McCumber.  It  would  wonderfully  reduce  the  amount, 
would  it  not  ? 

Mr.  FoRDNET.  It  would  be  quite  an  item,  there  is  no  queslioiL 
But,  Senator,  if  we  are  framing  a  law  for  the  purpose  of  getting 
the  largest  amount  of  money,  now  that  is  one  thing;  but  if  we  are 
framing  a  law  here  to  be  just  and  equitable  to  all  the  taxpayers,  that 
is  another  thing.  You  and  I  may  be  able  to  pass  a  law  that  will 
permit  the  collector  of  internal-revenue  taxes  to  take  a  man  by  the 
nape  of  the  neck  and  shake  the  money  out  of  his  pockets  and  say, 
"  This  belongs  to  the  Government.'^ 

Senator  McCttmber.  We  should  try  to  do  both.  We  dM>uld  en- 
deavor to  be  as  just  as  we  can  and  get  all  the  money  we  can. 

Senator  Thomas.  That  is  what  your  committee  has  beem  tiying 
to  do  with  your  alternate  s^^stem  of  taxation  t 

Mr.  FoRDXET.  To  make  it  fair  and  just  and  equitable;  yea,  to  alL 

Senator  Thomas.  Tax  a  man  on  the  war-profits  bans  or  the  otber 
basis,  whichever  way  you  can  get  the  most  out  of  him. 

Wtr.  FoRUNEY.  That  is  true,  Senator. 

Senator  Thomas.  It  is  like  the  man  with  his  coon  ti-ap.  He  had 
it  fixed  "  to  catch  'em  acomin'  and  agwine." 

Mr.  FoRDNET.  The  trouble  is  that  we  can  not  agree  on  all  these 
things,  and  we  must  abide  by  the  majority,  and  I  will.  I  will  vote 
for  this  bill  whether  I  agree  with  it  or  not 

Senator  Thomas.  You  will  not  take  it  amiss  if  I  criticifle  the 
House  committee's  bill  or  recommend  its  amendment? 

Mr.  FoRDNET.  Oh,  no.  I  kind  of  expect  that,  Senator.  I  look 
for  it.        ' 

That  question  of  borrowed  cafrital  is  a  very  important  one  to  €b» 
poor  man,  more  especially,  we  will  say,  than  to  the  man  who  has 
the  ready  cash  to  put  in  his  business. 
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One  other  thing.  In  existing  law  we  have  the  income  or  normal 
tax  paid  by  the  corporation  as  6  per  cent,  but  any  money  earned  by 
the  corporation  and  not  distributed  to  the  stockholders  during  the 
taxable  year  must  pay  a  penalty,  which  is  16  per  cent,  as  I  recollect, 
unless  that  money  is  used  in  the  business  or  necessary  in  the  busi- 
ness ;  but  if  it  has  been  placed  to  surplus  by  the  company  for  the  pur- 
pose of  evading  taxes  and  not  used  in  the  business,  then  the  Treas- 
ury Department  has  the  authority  under  the  law  to  impose  a  penalty 
of  15  per  cent  additional.  There  were  no  penalties  imposed  under 
existing  law — ^have  been  neither  this  year  or  the  year  before — but 
there  is  no  such  provision  in  this  law.  This  law  provides  that  the 
normal  tax  paid  by  a  corporation  shall  be  18  per  cent — a  jump  from 
6  per  cent  to  18  per  cent — and  on  such  portion  of  the  earnings  of  the 
taxable  year  as  have  been  distributed  to  the  stockholders  there  shall 
be  a  normal  tax  only  of  12  per  cent.  Now,  that  is  putting  the  cart 
before  the  ho^se,  because  the  intention  was  to  make  the  normal  tax 
12  per  cent  instead  of  18  per  cent^  but  that  additional  6  per  cent 
between  12  and  18  is  a  penalty  compelling  the  corporation  to  dit9- 
tribute  to  the  stockholders  all  of  the  earnings  of  the  taxable  ^ear. 
Gentlemen,  that  is  without  any  alternative,  without  anv  pronsion 
that  if  it  is  used  in  the  business  it  is  not  taxable,  except  this. 

I  made  so  much  fuss  on  the  committee,  and  so  many  times,  every 
day,  that  finally  the  committee  agreed  with  me  that  money  earned 
during  this  taxable  year  and  used  by  the  corporation  to  dischargiB 
interest-bearing  obligations  is  not  subject  to  the  extra  6  per  cent 
penalty.  I  beneve  it  is  shown  that  about  one-fouiih  of  the  money 
retained  by  the  corporations  during  the  last  year  was  subject  to 
those  taxes — would  be  subject  to  those  taxes.  If  it  was  figured  out 
correctly  on  the  basis  of  nondistributed  dividends  last  year,  about 
one- fourth  of  that  extra  6  per  cent  would  pay  the  penalty.  There- 
fore a  flat  normal  tax  of  18^  per  cent  would  be  put  to  12  per  cent  on 
distributed  earnings  and  8  per  cent  on  earnings  not  distributed. 

But  here  is  the  point;  here  is  the  real  test  to  that  feature  of  the 
law,  in  my  opinion.  Every  bank  in  the  country  passes  each  year,  to 
surplus  or  undivided  profits,  a  portion  of  their  earnings,  aiter  the 
passing  of  a  reasonable  dividend  by  the  directors. 

Senator  Smoot.  You  mean  they  should  ? 

Mr.  FoHDXET.  Yes ;  they  should  do  it,  Senator. 

Now  every  bank  in  this  country  accumulates  bad  debts.  I  never 
heard  of  one  that  did  not  have  bad  debts.  Finally  your  bank  ex- 
aminer comes  along  and  orders  the  writing  off  of  your  books  of  cer- 
tain bonds  or  notes,  which  are  worthless,  no  longer  valuable  as 
assets.  That  bank  must  have  undivided  profits  to  charge  that 
against,  or  it  must  charge  that  to  its  surplus;  and  under  the  bank- 
ing laws  the  national  banks  can  do  that  up  to  the  limit  of  10  pet 
cent  of  their  capital  surplus,  and  if  this  prevents  them  from  taking 
out  of  undivided  profits  and  charging  to  that  account,  then  the 
bank  must  break  into  its  surplus,  which  would  be  a  very  serious 
matter. 

Senator  Jones  of  New  Mexico.  Under  the  proposed  bill,  if  bad 
debts  "are  found  during  the  year,  the  bank  has  a  rignt  to  charge  thosd* 
off  against  current  earnings,  has  it  not? 

Mr.  FoRDNET.  Yes;  but  it  must  pay  18  per  cent  of  the  nondis- 
tributed dividends. 
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Senator  Jones  of  New  Mexico.  No ;  I  do  not  take  it  so. 

Mr.  FoRDNEY.  Oh,  yes ;  I  am  correct  in  that  Senator. 

Senator  Jones  of  New  Mexico.  Do  they  not  have  a  right  to  charge 
off  the  bad  debts  during  the  year? 

Mr.  FoRDNEY.  Yes ;  and  deduct  it. 

Senator  Jones  of  New  Mexico.  Yes. 

Mr.  Fordney.  But,  Senator,  whatever  proportion  of  the  earnings 
of  the  bank  belongs  to  undivided  profits  or  surplus  during  tlie  year 
must  pay  that  6  per  cent  penalty. 

Senator  Jones  x)f  Ne\^  Mexico.  I  understand  that ;  but  you  said 
that  you  thought  they  ought  to  have  the  right  to  write  off  these  bad 
debts  without  paving  that  tax,  and  I  think  thev  have  it  under  the 
bill. 

Mr.  Fordney.  No:  Senator.  I*erhaps  I  have  not  made  myself  verj 
clear. 

In  charging  off  those  bad  debts  they  must  charge  th*at  to  the  undi- 
vided profits  of  the  bank,  which  is  generally  a  reasonable  amount 
carried  in  order  to  take  care  of  these  accounts.  Now,  if  they  can  not 
place  to  undivided  profits  this  year  any  portion  of  their  earnings 
without  paying  that  extra  6  per  cent,  they  will  not  put  money  to 
undivided  profits  or  surplus  and  pay  6  per  cent  on  it. 

Senator  Jones  of  New  Mexico.  Do  not  the  banks  now,  as  a  usnal 
thing,  charge  to  profit  and  loss  the  bad  debts  which  they  have  ascer- 
tained during  the  year? 

Mr.  Fordney.  Yes. 

Senator  Jones  of  New  Mexico.  And  then  credit  profit  and  loss  with 
the  earnings,  and  the  balance  remaining  represents  the  earnings  of  the 
business  of  the  year? 

Senator  Smoot,  Certainly. 

Mr.  Fordney.  Oh,  certamly;  if  they  have  nothing  to  charge  it  u» 
but  profit  and  loss,  then  thev  must  break  into  their  surplus. 

Senator  Jones  of  New  Mexico.  They  charge  it  to  the  current  eam> 
ings  of  the  year. 

Mr.  Fordney.  Or  they  must  take  it  from  undivided  profits  or 
surplus.  I  have  been  cautioned  that  I  must  stop  quickly.  IjK 
me  say  to  you  the  earnings  of  this  taxable  year  placed  to  undivide*! 
profits  by  a  bank  must  pav  18  per  cent  penalty.  That  is  used  to  Uk*- 
care  of  your  bad  debts,  of  course.  None  can  be  put  to  surplus  unk:^ 
it  pays  18  per  cent,  or  to  undivided  profits. 

Now,  another  thing.    I  will  ask  you  to  give  careful  nnisideration  v 
these  things,  and  if  I  have  not  made  them  clear  you  can  dig  it  out 
from  the  bill.    Here  is  another  thing.    Under  existing  law  no  person 
can  go  to.  the  Treasury  Department  and  get  from  the  Treasury-  a  rt 
port  of  some  man's  inccane-tax  report  under  penaltv  of  State  prison 
or  a  fine,  or  both,,  except  under  Executive  order.    'There  is  a  pro*: 
fiion  in  this  law  that  permits  the  House  or  the  Senate  to  call  for  an^ 
man's  report.     That  «)]>ens  the  way  for  the  dema^gue,  my  gw>i 
friends,  and  the  very  minute  that  provision  is  put  into  law  tlie  .*v*- 
cialists  in  the  House* or  in  the  Senate — and  we  must  admit  that  thr^ 
are  thei-e:  I  do  not  know  who  they  are,  but  they  are  there  just  iJ- 
j;iinie--will  introduce  a  resolution  calling  upon  the  Treasury  ofidaK 
to  furnish  tlie  tax  return  of  some  man,  Kockefeller,  or  of  the  Uiut««: 
States  ,^teel  Corporation,  or  the  Beef  Trust,  or  some  creat  corponiti<« 
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and  any  man  who  votes  against  that  resolution  will  be  immediately 
classed  and  advertised  upon  the  billboards  as  favoring  special  inter- 
ests. That  information  can  .now.  be  obtained  through  an  Executive 
order,  through  the  President,  and  that  is  where  that  responsibility 
should  be  laid,  and  when  you  reach  that  provision  in  the  law  I  wish 
you  would  be  careful  in  y out  attention  to  that  and  give  it  all  the  more, 
possibly. 

Just  one  more  point,  and  I  am  going  to  conclude.  This  6  per 
cent,  imposed  upon  surplus,  worlcs  a  great  hardship  upon  every  in- 
stitution in  the  country.  For  instance,  I  will  give  you  an  illustration 
on  cotton  mills  of  the  country.  There  were  in  the  country  33,430,000 
spindles  last  year.  There  are  now  over  34,000,000  spindles.  About 
two-thirds  of  those  spindles  are  in  the  cotton  mills  of  tlie  South. 
The  original  cost  of  a  cotton  mill  is  about  $25  per  spindle  for  the 
number  of  spindles  in  the  cotton  mill.  For  instance,  250  spindles 
cost  originally  about  $550,000.  I  think  you  will  find  in  the  record 
in  my  speech  on  this  revenue  bill  a  statement  from  the  proprietor 
of  a  cotton  mill  to  that  effect,  and  that  in  order  to  do  the  business  of 
the  corporation,  in  carrying  its  raw  material,  manufactured  goods  on 
hand,  customers'  notes,  money  in  the  bank  to  meet  ordinary  expenses, 
there  is  required  to-day  a  sum  of  money  equal  to  the  original  cost  oi 
that  factory,  or  another  $25  per  spindle.  At  $25  apiece,  34,000,000 
spindles  come  to  over  $800,000,000,  and  if  you  do  not  permit  them 
to  carry  a  surplus  of  the  necessary  money  in  order  to  do  the  business 
of  this  year,  you  impose  a  penalty  upon  them  of  6  per  cent  upon  be- 
tween $800,000,000  and  $900,000,000,  which  ie  over  $50,000,000  a  year. 
That  is  on  the  cotton  industry  alone.  The  cotton  industry  of  the 
South  is  growing  like  a  mushroom  in  the  night.  Only  10  years  ago 
the  majority  of  the  cotton  mills  of  this  country  were  in  New  England 
and  in  the  Northern  States — Pennsylvania,  and  so  on — but  the 
industry  has  been  growing  in  the  South  and  it  is  growing  very 
rapidly,  and  this  extra  6  per  cent  penalty  is  a  mighty  serious  ques- 
tion. You  will  find  in  the  record,  in  my  remarks,  a  letter  and  a 
telegram  from  Mr.  Wallace  Kogers,  of  Mississippi,  giving  the  neces- 
sary amount  of  working  capital  used  now,  and  the  normal  amount 
before  the  war.  I  ask  you  to  give  careful  consideration  to  that, 
gentlemen. 

Senator  Jones  of  N'ew^  Mexico.  Would  thev  not  be  better  off  if 
they  were  not  taxed  at  all  ? 

Mr.  FoRDNEY.  I  never  knew  anybody  that  was  in  favor. of  being 
taxed,  Senator;  but  we  have  got  to  pay  it  now.  We  have  got  to 
support  our  boys  over  there. 

Senator  Jones  of  New  Mexico.  Those  that  are  doing  patriotic  work 
now,  why  tax  them  at  all  ? 

Mr.  FoRDNEY.  I  am  in  favor  of  taxing  people.  Senator,  and  1 
would  make  up  a  bill  that  would  take  more  than  $9,000,000,000. 
This  bill  we  are  now  considering  will  bring  in  from  one  to  one  and 
ft  half  billions  of  dollars  more  than  the  estimates.  The  bill  of  last 
year  was  estimated  to  produce  three  and  three-i]uarters  billions  and 
it  has  already  produced  over  four  billions ;  and  the  Commissioner  of 
Internal  Revenue  says  if  you  will  give  him  the  necessary  amount  of 
money  to  employ  accountants  to  do  the  work,  he  will  get  more  than  a 
billion  more  under  last  year's  tax,  and  these  estimates  are  made  upon 
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the  same  plan  as  the  estimates  made  up  by  Mr.  McCoy  for  the  biD 
of  October,  1917,  and  in  my  opinion  will  yield  from  a  billion  to  a 
billion  and  a  half  dollars  more  than  the  estimates.  If  we  live  long 
enough,  I  hope  to  see  that  I  am  right  about  that,  because  I  am  sincere 
about  it.    I  thank  you,  gentlemen. 

The  Chairmak.  We  will  now  hear  Mr!  L.  K.  Leggitt.  What  inter- 
est do  you  Represent? 

STATEKENT.OF  MB.  L.  K.  UGOETT,  PBESIBENT  OF  THE  UHITED 

BBUOCO. 

• 

Mr.  Liggett.  I  am  president  of  the  United  Drug  Co.,  an  inde- 
pendent interest  that  has  not  been  represented  at  your  hearingSL 

We  are  manufacturers  of  phaimaceutical  preparations,  drugs^  and 
medicines,  as  well  as  retailers. 

We  are  interested  in  sections  600  and  604 ;  in  the  provisions  on  non- 
beverage  alcohol. 

We  feel  that  the  industry  is  having  an  injustice  done  it  by  haring 
the  tax  on  nonbeverage  alcohol  raised  from  $2.20  to  $4.40  a  prtm 
gallon.  It  is  practically  the  only  such  material  that  any  such  tax  is 
being  imposed  upon.^  Alcohol  is  being  used  in  the  manuf  actnring  of 
artificial  spirits,  artificial  fiowers,  thermometers,  bruMies,  and  many 
other  articles — ^taking  them  at  random  here — on  which  no  tax  at  afi 
is  paid.  That  is  denatured ;  yet  our  industry,  in  which  alcohol  is  j oat 
as  essential  to  the  manufacturing  of  our  products  as  the  glassware 
that  we  put  the  products  in,  or  the  cork  which  goes  in  it^  is  taxed  to 
this  extent. 

I  do  not  believe  that  the  committee  of  the  House  realized  the  im- 
portance of  it  or  fully  realized  how  much  of  a  burden  they  wet« 
placing  on  our  business,  and  I  will  give  you  just  a  few  items  sbowing 
the  increased  cost  of  some  of  the  simple  products. 

Essence  of  peppermint,  one  of  the  conmiodities  used  in  all  house- 
holds, has  increased  in  manufacturing  cost  81^  per  cent. 

Tincture  of  benzoin  has  incrased  ^  per  cent. 

Rhubard  has  increased  36.8  per  cent. 

Cascara  will  be  increased  29.1  per  cent. 

Squills  will  be  increased  32.2  per  cent. 

Aconite  will  have  an  increase  of  57.9  per  cent. 

Arnica  will  be  increased  32.2  per  cent.  This  affords  a  strikiait 
example.  Iodine  is  manufactured  under  a  formula  by  which  we  can 
nse  denatured  alcohol,  and  it  pays  no  tax  at  all ;  and  yet  arnica,  mat 
for  almost  the  same  purposes,  in  a  way,  will  have  an  increased  cost  •f 
32.2  per  cent ;  that  will  have  to  be  levied  on  the  people. 

Digitalis  will  be  increased  59.7  per  cent. 

Nux  vomica  will  be  increased  62.2  per  cent. 

Iron,  quinine,  and  strychnine  will  increase  17.4  per  cent. 

Aromatic  spirits  of  ammonia  will  increase  66.5  per  oeqt  in  cost* 

I  illustrate  this  by  giving  you  these  few  simple  iterate^  becaase  they 
ai*e  familiar  to  you! .  That  goes  through  the  entire  line  of  ptodwctiL 
representing  some  5.000  items,  in  which  alcohol  is  used. 

I  do  not  want  to  take  up  verv  mueh  of  your  time,  exeepting  to 
down  on  this  one  point,  that  tne  Intcmal-Bevenue  Departasnt 
so  regulated  the  use  of  alcohol  in  medicines  that  tbey  hav* 
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cally  made  it  denatured  alcohol.  Before  we  can  come  by  alcohol  it 
is  necessary  for  us  to  ask  permits  of  the  legal  representative  of  the 
Internal-Revenue  Department,  file  with  him  these  in  duplicate,  to- 

f;ether  with  a  bond  that  we  will  use  the  alcohol  for  medicine  only, 
t  is  necessary  also  to  file  our  formulas,  to  be  forwarded  with  every- 
thing else  to  Washington.  We  can  not  buy  alcohol  except  by  desig- 
nating what  we  are  buying  it  for.  For  that  reason  alcohol  is  dena- 
tured just  as  much  as  if  it  were  denatured  physically  as  is  the  alco- 
hol used  in  the  arts. 

I  would  like,  if  I  may,  to  file  a  brief  with  your  committee  in  the 
next  day  or  two. 

The  Chaibman.  It  will  be  printed,  together  with  what  you  have 
said  here. 
Mr.  Liggett.  I  thank  you  very  much. 

Mr.  Smoqt.  You  had  better  have  it  in  to-morrow  or  not  later  than 
Monday. 

STATEMENT  OF  ME.  W.  M.  HORNER,  OF  MINNESOTA. 

Mr.  HoRNEH.  I  wish  just  briefly,  gentlemen,  to  speak  to  you  on  the 
question  of  proceeds  of  life  insurance  policies  payaole  at  death  where 
DQught  purely  for  business  purpoeeB  by  an  individual  business,  a 
copartnership,  or  a  corporation. 

My  remarks  are  not  m  conflict  with  those  of  other  gentlemen  who 
have  appeared  before  you  to  go  into  other  phases  of  the  life  insurance 
question.  I  am  glad  to  say  to  you  that  I  am  sure  from  an  analysis 
that  you  will  find  out  that  my  objection  is  not  something  that  will 
take  revenue  from  the  Government;  but  if  the  inconsistency  in  sec- 
tion 213  is  corrected,  it  will  add  revenue  rather  than  take  revenue 
from  the  Government,  compared  with  the  way  it  now  stands. 

Senator  Nugent.  What  interests  do  you  represent  If 

Mr,  HoRNEB.  The  interests  of  a  large  number  of  life  insurance 
agents  oyer  the  country  and  purchasers  of  this  form  of  insurance. 

The  paragraph  in  section  213  to  which  I  wish  to  call  attention  be- 
gins on  line  14  on  page  9  and  reads  as  follows : 

(1)  The  proceeds  of  Ufe  lusuruace  poUcies  paid  upon  the  death  of  the  insured 
to  Individual  beneficiaries  or  to  the  estate  of  the  insured. 

You  will  notice  that  that  taxes  income  from  policies  payable  to  a 
copartnership  or  corporation.  I  might,  just  to  visualize  what  I  have 
in  mind,  call  your  attention  to  the  advertisements  of  Wool  Soap, 
where  the  shrinkage  of  the  youngster's  undershirt  is  shown  so  visibly 
after  waiting.  There  is  also  a  story,  which  vou  are  doubtless  famil- 
iar with,  or  of  which  you  will  see  the  point  if  you  are  not — I  will  not 
prolong  my  remarks  by  telling  it — a  story  of  a  colored  wedding 
where  the  groom  is  shot  and  spoiled  beyond  recognitioQ  by  the  oppos- 
ing faction. 

Tinder  the  present  law  such  policies  are  taxed  through  the  pre- 
nkiums  not  being  deducted  from  gross  incomas.  These  policies,  like 
all  the  policies  under  tlie  new  law,  pay  a  stamp  tax,  and,  under  the 
proposed  law,  in  amoimtn  beyond  $40,000  they  are  counted  under  the 
inheritance  tax,  and  taxed  under  the  inheritance  tax.  This,  counting* 
the  proceeds  of  such  policies  as  income,  the  policies  having  paid  all 
these  other  taxes,  not  only  subjects  the  proceeds  to  tlie  inheritance 
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tax,  but  they  are  counted  as  income  which  in  most  cases  would  bring 
them  under  the  maximum  of  the  surtax. 

But  there  is  another  point  to  which  your  attention  must  be  drawn, 
that  that  large  amount  of  money,  cominc:  in  in  that  way,  brought 
purely  as  indemnity,  increases  the  income  tax  that  that  concern  would 
pay  that  year  if  the}'  did  not  have  the  policy  mature,  so  that  in  all 
cases  the  amounts  of  such  policies,  when  they  become  claims  by  death, 
are  shrunken  into  almost  entire  uselessness,  and  are  almost  entirely 
taken  up  by  the  income  tax  that  is  paid  upon  the  insurance,  and  the 
increase  of  the  normal  tax  on  the  normal  income. 

The  Chairman.  What  amendment  do  you  propose? 

Mr.  Horner.  The  amendment  I  propose  is  to  alter  this  paragi*aph 
of  section  213  so  that  it  will  read :  '  .      • 

The  proceeds  of  aU  life  insurance  poUcies  paid  upon  tlie  deatli  of  the  insured. 

We  just  add  the  word  '*  all,"  and  strike  out  the  balance  of  the  para- 
graph, following  the  word  "  insured,"  in  line  15. 

Senator  Smoot.  What  is  your  amendment,  again? 

Mr.  Horner.  We  add  the  word  "all,"  after  the  word  "of,''  in 
line  14,  on  page  9,  of  the  bill,  and  strike  out,  after  the  word  "  insured," 
in  line  15,  all  the  balance  of  that  paragraph^  so  that  it  will  read : 

The  proceeds  of  aU  Ufe  insurance  poUcies  paid  upon  the  death  of  the  insured. 

It  is  not  necessary  for  me  to  take  up  any  more  of  your  time,  know- 
ing how  much  you  have  to  do,  excepting  to  call  attention  to  this  one 
point.  Through  error  in  the  law  of  1916  the  premiums  paid  upon 
such  policies  were  allowed  to  be  deducted  as  expenses,  like  fire  insur- 
ance premiums.  That  created  among  a  poorer  class  of  agents,  willing 
to  take  a  spurious  and  temporary  advantage,  the  recommendation 
to  clients  of  insurance  of  a  high  premium  kind  that  would  not  be 
recommended  or  sold  or  bought  in  normal  times. 

Under  the  law  as  passed  last  year  that  evil  was  corrected  by  not 
allowing  the  premiums  to  be  deducted  from  gross  income.  Now  the 
facts  are  that  over  these  United  States  in  the  last  10  or  15  years  the 
practice  of  insuring  the  individual  in  a  small  business  as  well  as  a 
large  business  has  become  general,  and  it  is  more  necessary  in  the 
small  business,  because  the  small  business  most  needs  the  anchorage; 
and  the  practice,  I  say,  has  grown  up  of  putting  a  value  upon  some 
one  or  some  individuals,  upon  the  man  upon  whose  shoulders  the 
responsibility  of  that  business  lies,  and  insuring  them  and  indemni- 
fying the  business  against  loss  by  death.  It  is  just  as  legitimate  as 
the  practice  of  business  insurance.  It  is  of  great  economic  value  to 
the  business  institutions  of  this  country,  and  it  is  a  statement  of  fact 
that  the  hundreds  of  millions  of  dollars  of  insurance  already  now  in 
force  upon,  that  plan  would  absolutely,  necessarily,  the  majority  of 
them,  have  to  lapse.    There  is  no  reason  for  carrying  that  insurance. 

Then  the  further  statement  of  fact  is  that  because  of  the  newness 
of  the  plan,  and  the  very  low  mortality  of  insurance  in  the  former 
years,  there  would  be  very  little  from  which  the  Government  could 
claim  an  income,  and  the  insurance  men,  not  the  heavy  writers,  but 
the  men  making  a  normal  income,  would  be  affected  very  greatly 
and  the  Government  would  lose  rather  than  gain. 

I  thank  vou  verv  much. 
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STATEHENT  OF  SENATOB  JOHN  WALTEB  SMITH,  OF  MABYLAND. 

Senator  Smith.  Mr.  Chairman  and  gentlemen  of  the  committee, 
I  am  here  with  some  gentlemen  to-day  who  represent  the  National 
Coal  Association  of  the  United  States.  The  reason  I  am  here,  per- 
sonally^ is  because  the  president  of  that  company,  Mr.  Wheelwright, 
is  from  my  State.  Mr.  Butler  would  like  to  be  heard  for  a  short 
time  and  will  state  what  the  conditions  are. 

Senator  Lodge  (in  the  chair).  Our  time  is  very  short.    Proceed. 

Senator  Thomas.  And  we  have  heard  a  number  of  gentlemen  upon 
that  feature  of  the  bill. 

STATEUENT  OF  MS.  BUSH  C.  BTTTLEE,  BEFBESEHTINO  THE 

NATIONAL  COAL  ASSOCIATION. 

Mr.  Butler.  You  heard  me  on  Monday,  gentlemen,  and  a  few 
minutes  were  reserved  for  Mr.  Homberger  to  discuss  one  subject 
only,  that  of  including  borrowed  capital  as  invested  capital.  Mr. 
Hornberger  has  asked  me  to  take  the  few  minutes  that  were  assigned 
to  him  for  that  subject,  and  I  shall  be  exceedingly  brief. 

We  see  no  reason  for  excluding  borrowed  capital  from  the  defini- 
tion of  "  invested  capital,"  because  it  makes  no  difference  to  the  busi- 
ness or  to  anyone  else,  really,  from  what  source  the  capital  employed 
in  the  business  is  deijived.  It  is  a  mere  incident  of  organization  in 
many  instances,  that  bonds  are  issued  or  notes  or  debentures  are 
issued  instead  of  stock.  I  can  say  from  the  history  of  the  coal  in- 
dustry that  the  exclusion  of  borrowed  capital  from  the  definition  of 
"  invested  capital "  will  strike  most  heavily  upon  the  operators  who 
are  least  able  to  afford  it,  namely,  the  men  who  have  small  companies, 
or  the  men  who  are  endeavoring  to  carry  on  this  business  which  is 
now  so  sorely  needed  for  the  prosecution  of  the  war  who  are  obliged 
to  borrow  money,  not  having  sufficient  capital  of  their  own,  with 
which  to  purchase  shares  of  stock. 

You  can  not  classify  capital.  It  is  not  divided  into  classes  or  com- 
partments. It  is  for  any  corporation  to  determine  what  particular 
class  of  its  assets  are  realized  from  the  sale  of  bonds  and  what  from 
the  sale  of  stocks.  It  is  all  one  mass,  commingled,  common,  running 
together,  and  it  is  certainly  more  or  less  of  an  arbitrary  distinction, 
even  though  Congress  may  have  the  power  to  make  it,  to  say  that 
borrowed  money  shall  not  be  included  in  invested  capital.  I  know  of 
many  things  which  are  much  more  burdensome  to  a  company  than 
evidences  of  indebtednes»of  the  company.  I  know  of  stock  issues  the 
protection  of  which  is  more  ample  and  sufficient  and  the  return  on 
which  is  greater  and  more  secure  than  bonds  or  other  obligations; 
so  that  there  is  no  reason,  from  the  mere  standpoint  of  the  name  or 
the  indebtedness,  why  it  should  bo  excluded,  and  full  recognition 
should  be  given  to  all  classes  of  preferred  stock. 

I  have  asked  permission  to  leave  a  brief  with  the  committee. 

Senator  Lodge.  It  will  be  printed  with  your  remarks,  Mr.  Btitler. 

(The  brief  referred  to  above  is  here  printed  in  full,  as  follows:) 

MEMOKANDUM  OF»8irOGERTXONR  STtBMITTED  ON  BEHALF  OF  THE  NATIONAL  COAL  ASSO- 
CIATION. • 

To  the  Finance  CJommittee  of  the  United  States  Senate. 

The  National  Coal  Association  represents  two-thirds,  or  nearly  400,000,000 
tons,  of  the  annual  bituminous  coal  production  of  the  United  States.  In  sub- 
mitting these  suggestions  and  In  the  arguments  presented  before  your  committee 
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In  its  behalf,  the  association  Is  looking  broadly  at  the  provisions  of  the  bill 
under  consideration  as  applicable  to  all  lines  of  industry  and  not  with  special 
reference  to  their  application  to  the  coal  industry  alone. 

We  have  presented  three  suggestions  for  your  consideration:  (1)  A  proposed 
revision  of  the  definition  of  invested  capital;  (2)  a  proposal  that  borrowed 
capital  be  not  excluded  from  invested  capital;  (3)  a  proposal  that  the  excess 
of  current  cost  over  and  above  prewar  cost  of  Installations  of  plant,  eQu^ment, 
etc.,  be  amortized  at  the  rate  of  50  per  cent  per  annum  for  a  two-year  period. 

We  desire  to  present  briefly  our  reasons  supporting  tbese  suggestions : 

(1)  Revision  of  definition  of  invested  capital.  (Sec.  326,  p.  61.) — ^The  provi- 
sions of  this  section  give  no  consideration  whatever  to  the  value  during  the 
taxable  year  of  the  property  the  income  from  which  is  subject  to  the  tajc  The 
unjust  discrimination  brought  about  by  the  provisions  of  the  present  law  de- 
fining invested  capital  are  proposed  by  the  bill  to  be  perpetuated  and  intensified. 
Under  this  section  (326)  the  cash  value  of  tangible  property  at  the  time  of  its 
purchase,  whether  50  years  ago  or  two  years  ago,  is  made  the  value  of  the  prop- 
erty for  the  purpose  of  laying  the  excess  tax.  The  unjust  discrimination  arising 
under  the  provisions  of  the  present  law  are  well  illustrated  by  the  table  (see 
p.  5  hereof)  presented  to  the  committee  at  our  hearing.  The  same  unjust  dis- 
crimination obviously  wlU  occur  if  the  provisions  of  section  326  of  the  bUl  ara 
enacted  into  law. 

To  Illustrate  the  discrimination  complained  of :  The  table  (p.  5)  shows  that  41 
out  of  395  companies  reporting  to  the  National  Coal  Association  had  for  each  ton 
of  coal  produced  during  the  year  1917  an  average  invested  capita!  of  ^  eeots 
upoo  which  exemptions  were  allowed,  and  that  34  of  the  395  companies  so  report- 
ing showed  an  average  invested  capital  of  $8.21  for  each  ton  of  coal  produced 
during  that  year  upon  which  exemptions  were  allowed.  Allowing  the  maximum 
exemption  of  9  per  cent  of  the  invested  capital,  as  provided  In  the  present  law. 
the  operators  in  the  first  group  were  credited  with  aa  average  exemption  of 
$0.0585  per  ton,  and  of  the  second  group  $0.7385  per  ton.  It  is  unneoessary  in 
this  brief  to  discuss  the  reasons  why  this  vast  spread  in  the  exemption  of  ooib- 
petltlve  operators  selling  perhaps  at  the  same  prices  in  the  same  field  to  the  same 
markets  exists.  Merely  to  point  out  the  fact  Is  sufficient  to  condemn  the  law 
making  any  such  situation  pos.<9ible.  The  remedy  we  propose  for  this  discrimina- 
tion is  that  the  property  subject  to  these  taxes  be  valued  as  of  the  year  for  whidi 
the  tax  is  levied,  and  if  this  be  Impracticable  as  an  administrative  matter,  then 
that  the  value  be  fixed  as  of  some  date  prior  to  the  war,  as,  for  instance,  March 
1,  1913.  This  proposal  is  in  substance  the  same  as  that  submitted  by  the 
Southern  Pine  Association  and  the  American  Mining  Congress. 

(2)  Borrowed  money  should  be  included  in  invested  capitaL — fixdnsioir  of 
borrowed  money  from  invested  capital  under  the  terms  of  the  Uw  impose  a 
great  hardship  upon  those  concerns  (and  in  the  coal  industry  this  mean.<t  the 
concerns  of  smaller  financial  responsibility)  which  have  found  it  necessary  to 
finance  ttielr  enterprises  through  the  creation  of  debt.  The  only  method  of 
financing  available  to  many  small  business  men  whose  credit  is  not  sufficiently 
established  to  enable  them  to  operate  upon  their  own  capital  represented  by  th^r 
purchase  of  shares  of  capital  stock  is  by  the  issuance  of  bonds  or  other  securities. 

Invested  capital  in  any  business  Is  u<»t  divided  Into  compartments  or  classes. 
It  is  the  common  substance  of  the  business,  no  matter  in  what  manner  it  may 
have  been  raised.  It  would  be  impossible  to  separate  corporate  assets  so  as  to 
indicate  those  dei'ived  from  the  proceeds  of  the  Issuance  of  stock  and  those 
derived  from  the  Issuance  of  evidence  of  Indebtedness.  All  of  the  assets  of 
aqy  business  are  hazarded  In  the  enterprise  whose  income  is  taxed  under 
this  law,  and  this,  regardless  of  the  source  from  which  the  assets  were  realized. 
The  wide  variation  in  capitalization  i^er  ton  of  production,  as  shown  in  the 
exliibit  (p.  5),  Is  in  no  small  part  due  to  the  fact  that  invested  capital  does 
not  Include  borrowed  money,  and  what  has  been  said  regarding  the  discrimi- 
nation arising  by  reason  of  the  present  defiuitioii  of  Invested  capital  applies 
equally  with  reference  to  the  exclusion  of  borrowed  money  from  the  definition. 

If  borrowed  money  be  Included  as  Invested  capital,  it  would  naturally  follow 
that  Interest  on  borrowed  money  should  in  the  Income  tax  be  subjected  to  the 
same  treatment  as  dividends  on  stock,  that  Is  to  say.  It  should  not  be  de- 
ductable  from  taxable  income  as  is  now  provided  in  section  234  ^2)  of  the  bill. 

(3)  The  excess  of  current  cost  over  and  above  prewar  cost  of  insiailations 
of  plant  equipment,  etc.,  should  be  amortized  at  the  rate  of  50  per  cent 
per  annum  for  a  tvoo-year  period. — The  provisions  of  the  bill  recognize  the 
principle  that  excessive  costs  due  to  war  conditions  should  be  speedily 
amortized  and  pot  carried  permanently  in  defiance  of  economic  principles  in 
capital  account.    Limiting  the  rate  of  amortization  to  25  per  cent  of  the  net 
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t«rntag8,  as  the  bill  provides,  will  mean  one  thing  to  one  company  and  another 
thing  to  another  company.  In  other  words,  it  will  In  practical  application 
create  unjnst  discrimination  an  between  taxpayers.  Furthermore,  in  many  In- 
stances, and  this  is  particularly  true  in  the  coal-miulng  Industry,  the  rate  of 
amortization  proposed  In  the  bill  may  not  equal  10  per  cent  or  even  5  per  cent 
a  year  of  such  excess  cost,  as  a  result  of  which  the  principle  of  amortization 
for  which  the  bill  stands  will  be  defeated  by  the  very  terms  of  the  law  Itself. 
We  suggested  before  the  committee  at  the  time  of  our  hearing  that  subject  to 
adjustments  to  be  made  by  the  Treasury  Department  amortization  of  this 
excess  cost  should  be  permitted  at  the  rate  of  50  per  cent  per  annum  for  a 
two-year  period.  Obviously  this  will  result  in  a  reduction  of  the  taxes  to  be 
paid  during  the  two  years,  but  equally  obviously  it  will  largely  increase  the 
taxes  to  be  paid  in  subsequent  years. 

We  believe  that  the  limit  of  amortization  to  25  per  cent  of  Income  will  work 
injustice  in  many  cases,  and  that  the  power  of  adjustment  which  section  234  (8) 
confers  on  the  commissioner  fully  safeguards  the  Goternment  in  this  respect. 

We  therefore  recommend  that  this  section  be  amended  by  striking  out  the 
last  sentence  reading,  "  In  no  case  shall  deduction  under  this  paragraph  excee<l 
25  per  cent  of  the  taxpayers'  net  Income  arf  computwl  without  the  benefit  of  this 
paragraph." 

In  presenting  the  views  of  this  association  before  your  committee  on  the  16th 
instant  Mr.  Butler  stated  that  because  of  the  fact  that  the  public  press  had 
announced  that  the  Treasury  Department  had  recommended  a  larger  i)er- 
centage  of  exemption  for  the  mining  Industry  than  for  any  other  industry, 
he  desired  to  express  to  the  committee  the  association's  appi'oval  of  such  rec- 
ommendation. We  urge  favorable  consideration  of  the  Treasury  Department's 
recommendation  for  the  following  reasons :  First,  that  the  coal  industry  is 
said  to  have  paid  a  higher  percentage  of  Its  net  income  by  way  of  Fe<leral  taxes 
for  the  year  1917  than  any  other  industry,  thus  clearly  indicating  that  the  coal 
industry  as.  an  Industry  carried  more  than  its  share  of  the  burden  of  Federal 
taxation ;  second,  that  the  hazards  of  the  business  are  relatively  much  greater 
than  the  hazards  incident  to  almost  any  other  Industry. 

Ke«^)ertfu11y  submitted. 

National  Coaj^  Associatioiv, 
J.  H.  Whkslwbiqht,  President. 
J.  D»  A.  Morrow,  Oenerat  Secretary. 

W.  K.  Field,  Chairman, 

A.  M.  Ogle, 

S.   H.    ROBBINS, 

C.  B.  BocKUS, 
R.  H,  Gross, 

.T.    B.    I  J.    HORNBKHGKR. 

A.  M.  Marion, 
W.  P.  Helm,  Jr.. 

Committee. 

KusH  C.  Butler,  General  Counsel. 


Capital  per  ton  production. 


UBderSl 

Between  SI-12 
Between  $^$3 
Between  13-94 
Between  $4-15 
Over  $5. 

Total... 


Companies  reiwrt- 
ing. 


Number. 


41 
156 
105 
34 
35 
34 


395 


Per  cent 
of  total 


10.38 

tig.  49 

38.58 

8.61 

6.33 

8.61 


Their 
percent 
of  the 
produc- 
tion 
reported. 


19.6 
37.6 
31.9 
6^3 
13.8 
10.8 


100.00  1      100.00 


Capftalitatlon  per  ton 
prodooea. 


Low. 


0.047 
1.032 
3.00 
3.073 
4.31 
5.04 


Hfgh. 


0.963 
1.968 
3.9^ 
3.979 
4.887 
1.893 


Average. 


0.65 
1.43 
3.14 
3.46 
4.65 
8.31 


3.73 


Exeinp- 
tion<m 
oasis  <^ 
10  per 
oentof 
capitali- 
zation. 


90.065 
.143 
.314 
.340 
.465 
.831 


Capitalization  of  companies  in  first  two  groups  representing  47.2  per  cent  of  production 
(67.957,904)  is  $1.16  per  ton. 

Capitalization  of  companies  in  first  three  groups  representing  69.14  per  cent  of  pro- 
duction is  $1.42  per  ton. 

Capitalization  of  companies  In  last  three  groups  representing  30.86  per  cent  of  pro- 
.duction  Is  $5.88  per  ton. 

Companies  reporting  produce  148,894,309  tons. 
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The  Chairman.  The  committee  will  be  pleased  to  hear  Mr.  W.  E. 
Humphrey. 

STATEMENT  OF  ME.  W.  E.  HUMPHEEY. 

Mr.  Humphrey.  Gentlemen,  I  wish  to  call  your  attention  to  one 
provision  of  the  bill. 

Senator  Nugent.  What  interest  do  you  represent? 

Mr.  Humphrey.  I  represent  the  principal  mortgage  companies  of 
the  Northwest.  I  have  here  a  list  showing  the  principal  ones,  and  I 
will  file  that  with  the  committee. 

Senator  Lodge.  Let  it  be  inserted  at  this  point. 

(The  list  referred  to  is  here  printed  in  full,  as  follows:) 

The  following  Is  a  list  of  the  companies  represented  by  Mr.  Humphrey  and  Mr. 
M(!Oonahy : 
Balfour,  Guthrie  &  Co.,  San  Francisco. 
Seattle- American, Mortgage  Co.,  Kansas  City.  Mo. 
North  American  Mortgage  Co.,  Bozeman,  Mont. 
Northwestern  &  Pacific  Mortgage  Co..  Spokane,  Wash. 
International  Mortgage  Co.,  Spolcane,  Wash. 
American  Mortgage  Co.,  Portland,  Oreg. 
Holland- Washington  Mortgage  Co.,  Seattle,  Wash. 
Mortgage  Co.  Holland  America,  Seattle,  Wash. 
Holland  North  American  Mortgage  Co.,  Seattle,  Wash. 
Holland  Mortgage  C,  Spokane,  Wash. 
Holland  Texas  Mortgage  Co.,  Port  Arthur,  Wash. 
Netherlands  American  Mortgage  Co.,  St  Paul,  Minn. 

Mr.  Humphrey.  I  want  to  call  your  attention  for  a  moment  to  a 
provision  of  the  law  in  regard  to  deductions  allowed  corporations  in 
the  computation  of  their  income  tax  in  the  present  law.  The  present 
law  provides  as  follows.  This  is  a  very  short  provision,  under  sec- 
tion 12  [reading] : 

Third.  The  amount  of  Interest  paid  within  the  year  on  its  iudebtedness  to  an 
amount  of  such  indebtedness  not  in  excess  of  the  sum  of  (a)  the  entire  amount 
on  the  paid-up  capital  stock  out^standing  at  the  close  of  the  year,  or,  if  no  capital 
stock,  the  entire  amount  of  capital  employed  in  the  business  at  the  dose  of  tfe^ 
year,  and  (b)  one-half  of  its  interest-l)earing  indebtedness  then  outstanding. 

The  present  House  bill  changed  that  provision  of  the  law,  and  we 
are  simply-  contending  that  the  change  of  the  House  made  it  a  just 
one,  and  we  ask  that  it  be  retained.  The  present  House  bill  now 
being  considered  has  this  provision.  I  read  from  House  Document 
No.  1267,  Sixty-fifth  Congress,  second  session,  page  16,  under  the  head 
"  Deductions  allowed  "  [reading] : 

(2)  All  interest  paid  or  accrued  within  the  taxable  year  on  its  indebtedness 
(or,  in  the  case  of  a  foreign  corporation,  the  proportion  of  such  interest  paid 
which  the  amount  of  its  gross  Income  from  sources  within  the  United  States 
bears  to  the  amount  of  its  gross  Income  from  all  sources  within  and  without  the 
United  States)  In  excess  of  the  Interest  received  from  taxation  under  this  title. 

Yesterday,  I  think  it  was,  or  day  before  yesterday,  the  House  in 
Committee  of  the  Whole  struck  out  the  last  Ime,  so  that  it  now  stops 
after  the  words  "  TJnited  States."    That  was  amended,  as  I  noticed  in 
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loi^ing  it  over,  on  the  floor.  In  giving  the  reason  for  this,  the 
report  contains  this  statement  that  I  think  covei*s  the  whole  situation 
in  a  sentence.  I  read  from  the  same  report,  House  Document  No. 
1267,  page  92,  under  the  head  of  "  Deductions  "  [reading]  : 

(1.)  Ui^der  existing  law  the  Interest  deduction  Is  limited  to  interest  on 
an  amount  of  indebtedness  not  in  excess  of  the  sum  of  the  paid-in  capital  stock 
plus  one-half  of  the  interest-bearing  indebtedness.  Since  borrowed  money  is 
not  allowed  to  be  included  in  computing  invested  capital  for  the  purpose  of 
the  war-proflts  and  excess-profits  tax,  it  seems  only  fair  to  allow  as  a  deduction 
in  computing  net  income  the  whole  amount  of  the  interest  paid  during  the 
year. 

Now,  if  that  is  proper,  why  should  not  a  corporation  be  permitted 
to  deduct  whatever  interest  it  is  compelled  to  pay? 

Senator  Lodge.  You  are  satisfied  with  the  House  provision? 

Mr.  Humphrey.  Yes. 

Senator  Townsexd.  You  are  satisfied  with  the  amendment  made 
yesterday  ? 

Mr.  ifuMPUREV.  Yes;  with  the  amendment  which  has  been  made. 

Senator  Lodoe.  In  striking  out  that  last  line? 

Mr.  Humphrey.  Yes. 

Senator  Robikson.  The  amendment  made  in  the  House  is  not 
objectionable  to  you  ? 

Mr.  Humphrey.  No,  sir:  that  is  what  we  desire.  We  are  not  per- 
fectly satisfied  with  it.  We  could  probably  write  one  that  would 
satisfy  us  a  little  better;  but  we  are  satisfied  with  that  one.  Take  a 
corporation  with  a  capital  of  $400,000  and  bonds  outstanding  of 
$3,000,000 ;  they  would  be  permitted  to  deduct  interest  on  $1,900,000. 
In  other  words,  there  would  be  $1,100,000  on  which  they  were  pay- 
ing 5  per  cent  interest  amounting  to.  $50,000.  that  they  would  not  be 
permitted  to  deduct.  Not  only  would  they  not  be  permitted  to 
deduct  it,  but  they  would  have  to  pay  a  tax  on  their  loss,  which 
would  amount,  if  paying  6  per  cent,  to  $3,200.  That  is  not  an  income 
or  a  profit.  It  is  a  tax  on  a  loss,  and,  of  coui*se,  there  is  no  justice 
to  it,  and  I  never  knew  of  but  one  reason  why  it  was  inserted  in  the 
present  law,  and  that  reason  was,  probably,  to  keep  a  corporation 
irom  decreasing  its  capital  stock  and  increasing  its  bonded  indebted- 
ness. But  if  that  was  the  reason,  that  is  the  only  reason  I  can 
imagine  why  it  ever  did  get  into  law ;  and  that  reasdn  has  disappeared 
under  the  excess-profits  tax,  because  if  they  reduce  their  capital  stock 
and  increase  their  bonded  indebtedness  they  would  have  to  pay  more. 

Senator  Thomas.  I  think  that  was  the  reason. 

Mr.  Humphrey.  Yes. 

Senator  Thomas.  And  that  has  been  one  of  the  strongest  arguments, 
to  my  mind,  in  favor  of  the  British  war-profits  tax,  which  is  based 
upon  actual  earnings  rather  than  upon  indebtedness. 

Mr.  Humphrey.  I  think  that  was  probably  a  reason;  but  if  you 
take  it  under  the  present  law,  even  if  you  do  not  increase  the  excess- 
profits  tax  it  w  ould  be  a  great  loss  for  them  to  do  it,  so  that  there  is  no 
longer  any  reason  that  I  can  imagine  why  the  provision  in  the  House 
bill  shoula  not  be  adopted.  Certainly  there  is  no  justice  in  compelling 
a  corporation  to  pay  a  tax  on  its  loss.  I  see  no  reason  why  a  corpora- 
tion should  not  be  treated  exactly  the  same  as  a  natural  person. 

I  should  like  to  file  a  brief. 
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Senator  Ix)dge.  File  your  brief  and  it  will  be  printed  with  your  re- 
marks. 
Mr.  Humphrey.  That  you. 
(The  brief  of  Mr.  Humprey  is  here  printed  in  full,  as  follows:) 

WA8HIWGTON,  D.  C,  September  IS,  J9t$. 
Hon.  F.  M.  Simmons, 

Chairman  Committee  on  Commerce,  United  States  Senate. 

My  Dear  Senatob:  Representing  the  principal  mortgage  companies  of  th^ 
Pacific  northwest,  we  call  the  attention  of  your  committee  to  the  following  rtednr- 
tlons  allowed  corporations  in  the  computation  of  incme  tax  In  the  present  revenw 
law: 

The  revenue  act,  approved  September  8, 1916,  under  the  head  of  **  DedocttoOi;.*' 
section  12,  contains  the  following  provision : 

Thfrd.  The  amount  of  interest  paid  within  the  year  on  its  indebtedness  to  an 
amount  of  such  indebtedness  not  in  excess  of  the  sum  of  (o)  the  entire  amount 
of  the  paid-up  capital  stock  outstanding  at  the  close  of  the  year,  or.  If  no  capita! 
stock,  the  entire  amount  of  capital  employed  in  tlie  business  at  the  close  of  the 
year,  and  (6)  one-half  of  its  interest-bearing  indebtedness  then  outstanding. 

The  present  revenue  bill  H.  R.  12863,  reported  to  the  House  of  Representative!^ 
September  3,  1918,  and  as  amended  in  the  Committee  of  the  Whole,  under  th** 
subhead  **  Deductions  allowed,"  section  234,  contains  the  following  provlsioii. 
to-wit : 

(2)  All  interest  paid  or  accrued  within  the  taxable  year  on  its  indebtettoeiK. 
or,  in  the  case  of  a  foreign  corporation,  the  proportion  of  such  interest  paid  which 
the  amount  of  its  gross  income  from  sources  within  the  United  States  bean  to 
the  amount  of  its  gross  income  from  all  sources  within  and  without  the  rnltt^l 
States. 

Under  the  present  law,  a  corporation  is  only  permitted  to  dedact  the  IntcniC 
on  indebtedness  not  exceeding  the  sum  of  tlie  paid-in  capital,  plus  one-half  <tf 
the  interest-bearing  indebtedness  outstandins:  at  the  close  of  the  year.  TUs  it 
an  unusual  and,  it  appears  to  us,  an  nnjnst  law.  Why  should  a  oorporatta 
he  subjected  to  a  different  rule,  in  the  payment  of  tax,  ftiom  a  persoo?  Wh; 
should  not  a  corporation  be  allowed  to  deduct  from  ita  income  ail  the  Inurat 
it  is  compelled  to  pay?  As  to  how  the  present  law  works  and  the  iiDjnstiM» 
of  it,  take  the  following  illustration.    A  corporation  with — 

Paid-up  capital $400,000 

No  profits  available  for  distribution. 

Bonds  outstanding  $3,000,000,  one-half  deductible l^SOQlOi* 

Total  amount  on  which  interest  may  be  deducted l,llO0i,O0v 

Amount  of  bonds  outstanding ■_ SI,ono.nv 

Amount  on  which  Interest  may  be  deducted 1.900i«W 

Causing  a  loss  of  interest  on 1, 100. <W 

Amounting  at  5  per  cent  to 5Sk,<n 

So  that  under  the  present  law  they  are  not  allowed,  In  figuring  their  laesot 
tax,  to  deduct  as  an  expense  the  Item  of  $55,000  paid  by  them  In  Uitere«a.  I« 
are  obliged  to  pay  a  tax  of  $3,300  on  that  amount,  which  Is  not  income  or  pt^ 
but  expense;  and  as  there  Is  no  income  or  profit  out  of  which  It  can  be  pai«i  / 
must  be  paid  out  of  capital,  and  is  not  an  inc^ome  tax  bat  an  eiodse  tax. 

The  unjustness  In  the  operation  of  the  present  law  Is  so  apparsai  fmai  chr 
above  Illustration  that  further  argument  Is  unnecessary,  for  it  resolu  tn 
pelllng  a  corporation  not  to  pay  a  tax  on  Its  lnc*ome  but  compels  it  to  pay  r 
on  its  105IS. 

Taking  the  larger  view  <if  the  quest itm,  the  purfmse  of  an  Inonoe  las  !•  t 
colhH*t  a  tax  upon  an  lncc»iiie  or  upon  i  rotit.  the  same  to  be  iwld  oof  of  Ihi^  |im^ 
and  not  to  nnniiel  the  imyment  of  a  tax  uiHin  a  loss,  whicli«  it  Is  s»lf  sititwi'- 
c'oulfl  not  lie  in  id  out  of  n  profit  but  would  have  to  lie  paid  oat  of  tlir  rst^fa' 

This  law  (an  not  he  Jn;«tlfled  on  any  principle  of  taxaflitt  ami  tJi#  scil^  fv« 
son  for  its  justification.  If  any.  In  incorporating  It  into  the  law  of  IfllC  ««• 
to  prevent  <*ori>^ratlons  from  derreasing  the  amount  of  their  cspltal  «*n 
ttnd  incTeasing  the  amount  of  their  bonde<l  ind(4>tedneKs  In  order  to  ivcttrr  'W 
additional  Interest  allowan<-e.    But  Mich  reason.  If  It  ever  ejclHteiU  has 
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tor  under  the  exceKH-profits  tax  law  there  is  no  longer  any  inducement  for  a  cor- 
pdrutioD  to  take  yuch  net  If  m  ns  they  would  therehy  ho  losers,  as  shown  by  the 
following;  illustration : 

Take,  for  example,  a  c<»uipany  oiK^ratin);  with  a  capital  st«K*k  of  $1.(X)0,000, 
and  a  Inmd  i^sue  of  $1.0tK>,(K)0,  drawing  r>  iier  cent,  which  luadt^.  a  profit  of  9 
per  cent  in  1917  ($JKMX)0).  and  averuKefl  S)  ikm*  <'ent  for  the  prewar  jx*riod. 
If  they  reduf'ed  their  capital  to  ^HMUKK).  and  int-rea'^e*!  thdr  h<»nde<l  Iinlehted- 
nesK  to  $1.90(UMMK  they  wotild  Ih»  allowed  an  ailditioual  chMluctlon  on  Income 
tax  of  r>  i)er  cent  on  J^iKXI.OCM).  or  $45,000.  leaving  a  balance  of  $45,000  profits 
on  whiclx  the  tax  would  be  assessed,  resulting  in  a  net  advantage  of  $2,700. 
This,  however,  would  leave  a  net  profit  of  45  per  cent  on  their  reduced  capital, 
whl<'h  would  subject  them  to  the  payment  of  the  excess-profits  tux. 

With  a  net  profit  of - $45, 000 

Allowing  a  de<luctIon  of  9  ner  cent $9,000 

ST>eclflc  deduction  of 3,000 

* 

Making  a  total  deduction  of 12,000 

\ye  have  a  balance  of  profits  of 33,000 

subject  to  the  excess-profits  tax,  which  would  amount  to  $14,400,  or  $11,700  more 
than, the  saviiig  of  $2,700  in  the  income  tax;  or,  in  other  words,  they  would  lose 
$11,700  by  the  transaction. 

We  therefore  submit  that  corporations  should  be  allowed  to  deduct  all  in- 
tereat  paid  or  accrued  within  the  taxable  year. 

We  submit  the  foregoing,  confident  that  in  view  of  the  above  faets,  your  com- 
mittee will  approve  the  provision  in  reference  to  this  matter  in  the  present 
Hbuse  biU. 

Respectfully  submitted. 

W.    E.    HUMPHKEV. 
Jas.  M.  McCk>NAHET. 

8TATEHENT  OF  liR.  0.  F.  WTEinCB,  SECEETAAT  OF  THE  AUEBICAH 

APPRAISAL  CO.,  HILWAITEEE,  WIS. 

Mr.  HiEMKE.  Mr.  Chairman  and  gentlemen  of  the  committee,  I 
wish  brieflv  to  submit  to  you  for  consideration  the  provision  of  sec- 
tion 303  of  title  3  of  the  war  and  excess  profits  tax,  which  provides 
as  follows  [reading] : 

i*>]cc.  303.  Tliat  in  tlie  cam*  of  a  corporation  the  MiruiuKs  of  which  are  tu  he 
aKcrlbetl  primarily  to  the  activities  of  the  principal  owners  or  Htm-kholders  who 
are  themselvt*s  reguhirly  engaged  In  the  active  conduct  of  the  affairs  of  the 
corfjoratlon,  and  In  which  capltJil  (whether  Investcfl.  borrowe<l,  rented,  or  other- ' 
wise  Hecured)  Is  n<»t  directly  «ir  lndire<*tly  a  material  income-prtKlucing  factor, 
tJ^e  shall  he  levle<l«  cN>lle<'fed,  and  paid  for  each  taxable  year  upon  its  net  ia- 
conic  (in  lieu  of  the  tax  imposed  by  Title  II  of  the  revenue  act  of  nineteen  hun- 
dred iind  seventeen  and  In  lieu  of  the  tax  imposed  by  section  three  hundred  and 
one  of  this  art,  but  in  addition  to  the  other  taxes  imposed  by  this  act)  a  tax 
of  twenty  i)er  centum  of  the  amount  of  Its  net  incoine  in  excess  of  $3,000.  A 
forei^  corporation  shall  not  be  elititled  to  tbe  spedflc  exemption  of  |3,0(K>. 

A  corponition  fifty  per  centum  or  more  of  whose  gross  income  (as  defined  in 
s4M>tion  two  hundred  and  tlUrteen  for  in«'ome-tax  purxK>ses)  citnsists  of  gains 
or  profits  derived  from  purchase  and  sale,  or  of  gains,  profits,  or  commissions 
derived  from  Government  contracts,  or  whose  Invested  capital  is  more  than 
.$100,000,  shall  not  be  subject  to  the  tax  imposed  by  this  section,  but  shall  be 
Aubjec*t  to  the  tax  liu|ioued  by  section  thret*  hundred  and  one. 

I  should  like  to  speak  of  the  corporations  mentioned  in  the  last 
paragraph  I  have  quot«ii'  from  this  section.  "'  whose  invested  capital 
IS  nM>re  than  $100,000." 

Briefly,  the  American  Appraisal  Co.  was  organized  20  years  ago  by 
its  present  president  and  treasurer,  nnd  it  was  merely  incidental  that 
the  fonn  af  organization  was  a  corporation.     Up  to  the  present  date 
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^6t  a  dollar  has  ever  been  paid  into  the  treasury  of  the  American  Ap- 
praisal Co.  for  its  capital  stock. 

As  secretary  of  the  company,  I  have  been  connected  with  the  com- 
pany for  16  years,  and  the  other  dozen  who  are  with  the  company 
have  practically  all  been  with  the  company  for  more  than  15  years, 
60  that  we  are  an  organization  of  highly  trained  and  expert  ap- 
praisers. 

Senator  Thomas.  What  is  your  business?     Wliat  do  you  do? 

Mr.  HiEMKE.  We  make  appraisals  of  properties  for  financial  pur- 

f)oses,  for  insurance  purposes,  upon  whicn  to  base  insurance  and  ool- 
ect  the  losses  after  a  fire.  We  are  a  disinterested  authority,  and.hav^ 
been  accepted  as  such  in  the  purchase  and  sale  of  large  properties,  in 
the  settlement  of  fire  losses,  and  in  many  other  activities  where  dis- 
interested valuation  is  desirable. 

Senator  Thomas.  Your  assets  consist  in  your  experience  and 

Mr.  HiBMKE.  Yes ;  our  assets  are  our  experience,  an  accumulation 
of  20  years  in  a  successful  enterprise. 

Senator  Joi^es  of  New  Mexico.  What  would  you  say  to  ins^rtins 
in  the  law  a  provision  treating  such  a  corporation  as  a  partnership? 

Mr.  HiEMKE.  That  is  exactly  what  we  would  like  to  submit  to  your 
honorable  body  for  cdnsideration. 

Senator  Thomas.  In  connection  with  that,  what  have  you  to  saj 
to  our  extension  of  this  law  so  as  to  include  partnerships  and  indi- 
viduals ? 

Mr.  HiEMKE.  I  beg  your  pardon? 

Senator  Thomas.  I  say,  in  that  connection,  what  would  you  have 
to  say  regarding  the  expediency  of  extending  the  clauses  regarding 
excess-profits  and  war-profits  taxes  to  partnerships  and  individuals! 
It  is  now  confined  to  corporations. 

Mr.  HiEMKE.  I  do  not  know. 

Senator  Jones  of  New  Mexico.  It  is  extended  under  the  excess- 
profits  tax. 

Senator  Smoot.  Not  under  existing  law. 

Mr.  HiEMKE.  Not  under  the  present  law;  and  that  is  ^hy  wa 
would  like  to  have  considered  the  reasonableness  or  equity  of  having 
eliminated  those  words  limiting  it  to  a  capital  of  $100,000  for  swcn 
concerns  as  ours;  and  I  know  there  are  otners  in  the  country,  but  I 
have  been  in  Washington  only  3()  hours,  and  I  came  immediately  on 
ascertaining  that  provision  in  section  303. 

Senator  Bobinson.  Do  you  desire  to  submit  a  specific  amendment 
which  would  accomplish  the  specific  purpose? 

Mr.  HiEMKE.  I  have  framed  a  letter  which  I  would  like  to  ask 
permission  to  submit  in  the  record,  and  I  would  like  to  ask  con- 
sideration of  the  [feasibility  of  eliminating  that  provision  the  samo 
as  the  provision  with  regard  to  individusus  and  copartnerships  has 
been  eliminated  from  the  excess-profits  tax. 

Senator  Smoot.  How  do  you  do  in  your  company — ^just  issue  one 
share  to  each  of  the  individuals  interested  ? 

Mr.  HiEMKE.  We  are  capitalized  for  $800,000,  and  we  have  about 
$250,000  issued  to-day,  with  the  balance  of  the  stock  in  the  treasury, 
contracted  with  worthy  employees,  which  will  be  paid  to  them  an- 
nually in  consideration  of  their  staying  with  us^  a  number  of  years 
Those  old  employees  are  our  asset,  and  we  are  issuing  to  those  em- 
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ptoyees,  in  addition  to  their  salaries,  as  an  incentive  to  remain  with 
the  company,  this  stock. 

Senator  Smoot.  Then  the  company  has  not  received  anything  in 
cash  for  the  shares  issued? 

Mr.  HiEMKE.  The  company  has  up  to  date  not  received  one  dollar 
for  any  of  the  shares  that  are  issued,  and  we  have  no  capital.  Oui 
surplus  and  undivided  profits  conduct  our  business,  and  that  money 
is  merely  used  as  an  incident  to  the  business  to  provide  for  deferred 
ayment  for  services  rendered  or  to  provide  for  office  furniture. 
Vg  do  no  merchandising,  no  manufacturing,  or  trading  of  any  kind; 
simply  render  our  service  as  a  copartnerSiip  or.  individual  would. 
But  because  of  our  organization,  and  because  this  organization  has 
been  a  successful  institution  witn  the  members  who  rounded  it,  we 
would  be  subjected  to  what  we  believe  is  an  unjust  provision  of  the 
law  if  that  $100,000  provision  is  allowed  to  stand,  and  an  unfair 
advantage  to  any  other  organization  who  would  have,  say,  $90,000 
invested  in  their  business.  They  would  pay  20  per  cent,  and  we 
would  pay,  under  the  excess-profits  tax  or  the  war-profits  tax — ^and 
our  business  is  of  such  a  nature  that  it  would  come  largely — ^up  to 
80  per  ceht  of  our  earnings.  We  are  willinff  to  pay  and  anxious  to 
ay  all  the  taxes  that  are  ecfuitably  imposed,  and  if  the  law  could ' 
e  framed  so  that  an  organization  such  as  ours  would  pay  20  per 
cent  tax  we  would  be  highly  pleased,  but  we  do  submit  for  your  con- 
sideration the  elimination  of  that  as  an  unjust  provision  to  or- 
ganizations such  as  ours. 

Senator  Jones  of  New  Mexico.  Do  you  pay  salaries  to  all  of  these 
members? 

Mr.  HiEMKE.  Yes,  sir;  all  officers  are  paid  salaries,  and  profits  are 
declared  on  the  stock  as  the  stock  is  issued,  as  dividends. 

Senator  Jones  of  New  Mexico.  Do  you  pay  salaries,  do  you  think, 
<!omTnensurate  with  the  worth  of  the  services,  or  are  they  merely 
nominal  salaries? 

Mr.  HiE^fKE.  That  is  a  hard  question  to  answer.  I  would  say  that 
the  salaries  and  the  stock  issued  and  dividends  represent  and  are 
commensurate  with  the  services  rendered  by  the  respective  members. 

Senator  Jones  of  New  Mexico.  And  that  includes  dividends  as. 
well,  you  think? 

Mn  HncMKE.  Yes. 

Senator  Jones  of  New  Mexico.  Do  you  object  to  telling  us  how 
much  the  salaries  of  these  different  people  are? 

Mr.  Htekke.  I  would  be  glad  to.  The  president  receives  $25,000 
a  year;  the  treasurer  receives  $20,000;  the  secretary,  $16,000;  the 
vice  president,  $15,000;  the  general  manager,  $15,000;  the  general 
superintendents  $11,000;  and  the  assistant  general  manager,  $4,641.66. 

Senator  Jones  of  New  Mexico.  And  how  much  will  be  added  to 
those  sums  by  way  of  dividends? 

Mr.  HiEMKE.  That  depends  upon  what  dividends  are  declared. 

Senator  Jones  of  New  Mexico.  \\'hat  has  been  your  experience? 

Mr.  HiEMKR.  They  have  ranged  from  nothing  up  to  75  per  cent. 
Last  year  they  were  75  per  cent.  The  year  before  that  they  were  40 
per  cent. 

Senator  Smoot.  That  is  40  per  cent  of  the  stock  that  is  issued  to 
them,  or  40  per  cent  more  than  the  sfjaries  they  are  paid  ? 
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Ml*.  HiEj^jLE.  Forty  per  cent  on  the  stock  that  is  issued  to  them, 
to  the  stockholders  of  record. 

Senator  Nugent.  What  addition  would  that  make  to  the  salaries 
that  you  have  enumerated  there^  in  dollars  and  cents,  approximately; 
if  you  desire  to  give  that  information? 

Sir.  HiEMjtE.  It  is  75  per  cent  on  $237,950  at  the  close  of  our  last 
fiscal  year,  February  28,  1918. 

Senator  Jones  of  New  Mexico.  T\Tiat  proportion  of  that  does  your 
president  get? 
.  Mr.  HiEMKE.  The  president  has  805  shares. 

Senator  Robinson.  What  is  the  par  value  of  the  shares? 

Mr.  HiEMKJB.  $100, 

Senator  Robinson,  I  think  we  could  figure  that  from  the  statement 
you  have  made* 

Mr.  HiEMKB.  I  could  compile  that  and  submit  it. 
.  Senator  Jones  of  New  Mexico.  I  wish  you  would,  and  just  put  it 
in  in  connection  with  your  remarks, 

Mr.  HnJHXE.  Yes,  sir. 
,  (The  statement  referred  to  is  here  printed  in  full,  as  follows:) 

WASKmoTON,  D.  C,  September  19,  WiH.  - 
Qon,  F.  M.  Simmons, 

Chairfnan  Senate  Finance  Committee, 

Washitiffton,  D.  C. 

Deab  Sir  :  The  propose<?  revenue  b!U  for  1918,  which  you  have  now  under  coa- 
slderation,  draws  an  unfair  discrimination  in  nection  303  between  corporatlmis 
having  more  than  $100,000  invested  capital  and  smaller  corporations,  copartner- 
ships, and  individuals  engaged  in  an  identical  or  a  similar  bw^lness ;  that  is,.tbat 
of  rendering  personal  services. 

In  the  fourth  line  of  the  second  paragraph  of  section  803  of  the  proposed  law. 
corporations  having  more  than  $100,000  invested  capital  are  made  subject  to  the 
taxes  imposed  under  section  301  which  might  amount  to  80  per  cent  of  the  net 
income,  if  computed  under  the  war-prolits  niethtMl,  and  to  Uie  graduated  scale  of 
taxes  if  under  the  excess-profits  method,  whichever  produces  the  most  tax. 

Smaller  corporations  though  engaged  in  the  same  work  are  only  taxable  at  the 
rate  of  20  per  cent  upon  net  incomes  in  excess  of  $3,000,  while  copartnerships  and 
individuals  are  not  subject  to  any  excess-proftts  or  war-profits  tax  under  the 
proposed  bill. 

The  American  Appraisal  Co..  of  Milwauket%  is  a  Wisconsin  corporation  with 
authorized  capital  stock  of  $300,000.  Xot  a  dciUar  lias  ever  lieen  paid  into  the 
treasury  of  the  company  for  Ht(M*k.  all  the  stock  issue<1  t<i  date  having  1ie4»n  iftsne«l 
for  good  will  or  bonuses  for  services  rendered  by  the  stockholderit. 

Mr.  J.  L.  Moon  and  Mr.  W.  M.  Young,  present  president  and  treasurer,  re- 
spectively, founded  the  cf)r|K»rntion  20  years  ago.  and  the  writer  has  been  asfio- 
ciated  with  the  corporation  fol*  16  years.  The  dozen  smaller  stockholderR  baTe 
practically  all  been  with  the  coi-ponition  for  15  years  or  more. 

At  the  end  of  our  last  fiscal  year,  February  28,  1918,  Mr.  J.  Ij.  Moon  held  805 
shares  of  stock,  par  value  $100;  Mr.  Young,  586  shares;  and  the  writer,  35S 
shares,  the  balance  of  630  issui»tl  shares  being  held  by  the  11  smaller  share- 
holders. 

The  corporate  form  of  our  assox'lation  of  expert  apiiralsers  is  clearly  incidental 
only  to  our  organization.  Its  business  consists  of  rendering  expert  personal 
services  in  making  appraisjils  of  industrial  and  other  establishments  for  flnan- 
cial  and  other  purposes,  which  calls  for  a  high  degree  of  technical  training  and 
experience.  Its  earnings  have  always  been  and  are  now  primarily  due  to  the 
activities  of  the  principal  stock lio1dei*s  or  owners,  to  whose  industry  and  effi- 
ciency the  development  of  the  business  may  be  ascribed.  We  are  not  a  manu- 
faeturing  corporation,  do  no  buying  or  selling  or  any  kind  of  merchandlalBgi 
find  the  use  of  capital  in  this  c*»nipany  is  purely  incidental  to  the  character  of 
the  personal  services  rendered,  being  necessitated  by  delay  and  irregularity  In 
the  receipt  of  fees,  advance  of  salaries,  wages,  providing  office  tKiulpment  and 
accommodations. 
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Under  the  existing  revenue  law  businesses  rendering  personal  services,  such 
as  the  American  Appraisal  Co.,  and  as  above  outlined,  are  taxable  upon  excess 
profits  at  the  flat  rate  of  8  per  cent,  without  regard  to  the  form  of  organization, 
whether  corporate  or  a  partnership  or  individuals,  and  without  regard  to  the 
volume  of  business  or  size  of  capital. — ^Articles  71  and  72,  regulations  No.  41, 
Treasury  Department,  United  States  internal  revenue,  section  209  of  the  act. 

While  the  20  per  cent  flat  rate  upon  such  corporations  as  ourselves  is  quite 
agreeable,  I  submit  that  it  is  not  equitable  to  Impose  such  a  tax  discrimination 
in  the  same  businesses  because  of  the  form  of  organization  or  because  of  the 
size  of  invested  capital,  when  with  such  discrimination  a  heavy  burden  is  placed 
upon  the  existence  of  the  ime  and  an  unfair  advan&ge  is  given  to  the  other 
class. 

To  do  justice  to  such  cases  as  ours  the  $100,000  limitation  of  invested  capital 
should  be  stricken  from  the  bill,  which  is  the  relief  we  are  herein  seeking  of  you. 

It  should  also  be  borne  In  mind  that  the  stockholders  as  individuals  will  pay 
Increased  normal  and  surtaxes  upon  their  personal  incomes,  practically  all  of- 
which  are  derived  from  this  corporation. 

In  conclusion  I  wish  to  express  my  appreciation  of  the  courtesle«  extended  by 
your  committee  and  bespeak  your  further  kind  consideration. 

Respectfully  submitted. 

O.   F.   HlKllKE, 

Secretary  American  Appraiwl  Co,' of  Milwaukee. 

Senator  Townsend.  Mr.  Chairman,  a  matter  was  brought  to  the 
attention  of  the  Committee  on  Ways  and  Means  with  reference  to  in- 
surance— ^the  tax  on  unauthorized  insurance  companies.  Mr.  Kainey, 
a  member  of  the  committee,  wrote  a  letter  to  Mr.  Doyle,  a  member  of 
the  Board  of  National  Fire  Underwriters,  stating  the  position  and. 
asking  for  information,  which  Mr.  Doyle  furnished  in  a  letter^  and 
submitted  a  proposed  amendment  to  the  bill.  I  would  like  to  have 
that  put  into  the  record  here  now,  in  order  that  we  can  ask  the  Treas- 
ury, or  the  Treasury  Department,  when  it  comes  in,  because  it  appears 
that  it  was  opposed  to  a  matter  that  appears  to  me  to  be  absolutely 
just  and  fair. 

Senator  Lodge.  It  will  be  printed  in  the  record  at  this  point. 

(The  letters  referred  to  are  here  printed  in  full,  as  follows:) 

June  28,  1918. 
Mr.  J.  H.  DoYLEt 

Nationul  Board  of  Fire  VMerwritern, 

76  MUUinmn  f^treet.  N(ic  York  Citjf. 

My  Dear  Mb.  Doyle:  We  are  engaged  in  framing,  as  you  know,  a  very  large 
revenue  bill.  It  Is  necessary  to  find  every  possible  sonrce  of  taxation.  I  am 
advised  that  there  are  policies  of  transportation  and  marine  insurance  which 
were  issued  by  companies  having  no  pla<*e  of  business  In  the  United  States, 
and  these  companies,  therefore,  are  not  amenable  to  our  taxing  laws,  neither 
national  nor  State.  They  are  In  dlre<*t  competition  with  our  domestic  com- 
panies and  are  also  in  direct  competition  with  those  foreign  Insurance  com- 
panies which  have  compliei!  with  our  laws  and  which  have  a  domicile  In  the 
United  States,  and  which  are  subjected  to  the  license  requirements  of  our. 
States  and  our  State  taxing  systems,  as  well  as  our  national  Income  taxes,  etc. 
I  wish  you  would  advise  me  as  to  tlie  extent  of  this  business. 

Also,  advise  me  as  to  the  total  amount  of  premiums  which  go  abroad  in 
Insurance  of  this  character.  I  understand  the  situation  to  be  that  vessels 
and  their  cargoes  are  to  some  considerable  degree  insured  directly  by  the 
owners,  who  make  their  applications  direct  to  a  foreign  country.  I  would  like 
to  know  how  much  this  amounts  to.  I  am  also  advised  that  a  good  many 
foreign  companies  having  a  domicile  in  the  United  States  ami  authorized  to 
do  business  here  sometimes  refer  business  of  this  character  to  their  home 
offices,  and  the  i)nslne8s  is  conducted  by  mail  or  by  cable  between  the  home 
office  and  the  person  taking  out  insurance  on  a  vessel  or  floating  structure  of 
some  kind,  or  Its  contents,  in  this  country.  Do  you  tblnk  there  Is  any  founda- 
tion for  a  suspicion  of  this  kind? 
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I  will  be  very  glad,  indeed,  to  have  any  data  you  can  send  me  as  to  tbe 
character  of  the  Insurance  business  I  am  dlsousslnp  in  this  communlcatiou. 
Very  truly,  yours, 

Henry  T.  Rainet. 


Thk  Nation al  Board  of  Fire  Underwriters, 

Neir  York,  June  28,  J91H, 
Hon.  Henry  T.  Rainey, 

House  of  Representatives, 

Wa^shington,  I).  C. 

My  Dear  Congressman  Rainey  :  We  are  in  receipt  of  your  favor  under  date 
of  June  26,  In  relation  to  the  proposed  revenue  bill. 

Your  Information  respecting  placing  of  Insurance  by  persons,  firms,  etc,'  in 
the  United  States  with  foreign  companies  is  unquestionably  correct.  There  i« 
a  very  great  volume  of  this  business  placed  in  companies  and  associations  not 
authorized  to  transact  business  in  the  United  States,  and  such  companies  share 
none  of  the  expense  of  our  national,  State,  or  municipal  governments,  nor  are 
the  policies  taxed  under  the  provisions  of  the  present  revenue  act.  Their 
activities  are  not  confined  exclusively  to  marine  and  transportation  risks,  but 
include  all  classes  of  property  Insurance;  that  is,  fire,  tornado,  bombardment, 
invasion,  etc..  In  addition  to  transportation  and  marine. 

These  companies  make  no  returns  to  any  taxing  authorltj'  in  this  country, 
and  It  is  impossible  to  do  more  tjiaii  estimate  the  amount  of  the  premlnros. 
I  liave  conferred  with  a  number  of  our  leading  insurance  officials  and  they 
assure  me  that  a  conservative  estimate  of  marine  and  transiMirtatUm  business 
would  be  more  than  .$50,000,000  annually,  and  that  other  pro])erty  risks  com- 
bined will  excee<l  the  amount  paid  for  marine  and  tran.sportatlon.  If  this  1« 
true,  and  I  believe  It  is,  a  conservative  estimate  of  the  total  business  would 
Indicate  a  minimum  of  $100,000,000  annually.  Of  this  immense  sum  nothing  Is 
contributed  to  the  support  of  either  our  national.  State,  or  municipal  govern- 
ments, and  the  business  is  in  direttt  competition  with  our  domestic  companies 
and  the  United  States  branches  of  foreign  companies. 

It  is  the  general  belief  that  the  opportunity  presente«l  to  foreign  companies 
having  United  States  branches  to  evade  payhient  of  any  taxes  in  this  country 
by  transacting  bi^slness  direct  from  the  home  office  is  .so  apparent  that  many 
have  availed  themselves  of  same.  In  this  practice  I  am  quite  sure  the  Unlte<l 
States  branches  take  no  part,  but  the  business  is  written  at  the  home  office 
abroad,  at  the  instance  of  the  assured  or  some  broker  acting  for  him,  and  the 
authorized  branch  in  this  country  has  no  record  or  knowledge  of  It. 
■  I  understand  the  modus  operandi  of  handling  this  business  by  foreign  it»ni- 
panics  is  to  issue  policies  covering  property  in  this  country,  basing  their 
liability  upon  that  paid  by  some  American  company  covering  the  same  risk. 
To  Illustrate:  They  will  Issue  a  policy  for  $10,000  with  a  provision  that  they 
are  liable  and  will  pay  upon  the  same  basis  at  the  same  ratio  and  In  like 
amount  to  the  blank  insurance  company  which  Is  Interested  in  the  risk.  By 
this  means  they  not  only  escape  the  item  of  tax  expense,  but  likewise  esoiipe 
the  Items  of  expense  of  adjustment,  inspection,  etc.,  and  have  but  a  small 
acquisition  cost 

In  a  competitive  way  they  have  a  further  advnntagc  of  being  immune  from 
the  application  of  our  various  State  laws  affecting  the  business  of  Insurance, 
such  as  antidiscrimination  In  premium  charges,  the  necessity  for  ha\ing  iwHcies 
countersigned  by  a  resident  of  the  State  upon  whom  service  of  process  may  at 
any  time  be  had,  and  the  numerous  <»ther  restrictive  measures  to  be  found  in 
the  statutes  of  the  various  States.  They  can  charge  one  firm  one  rate  and 
another  firm  under  conditions  almost  identical  an  entirely  different  rate. 
Domestic  and  authorized  companies  nre  not  permitted  to  discriminate  In  this 
manner  and  the  result  is  that  in  a  competitive  way  the  foreign  lntei*ests  have 
a  tremendous  advantage  and  secure  business  through  the  very  simple  process 
of  taking  advantage  of  the  rate  which  domestic  companies  must  maintain  to 
prevent  discrimination. 

This  class  of  business,  therefore,  could  bear  a  ver>*  much  heavier  tax  than 
that  Imposed  upon  the  premiums  of  domestic  and  authorized  companies.  I 
should  say  that  a  tax  at  the  rate  of  10  per  cent  upon  Ineurance  covering 
property  interests  placed  with  foreign  companies  not  authorized  to  transact 
business  in  the  Unite<l   States,  or  if  authorized,  not  placed  through  United 
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States  branches,  would  secure  for  the  Government  annuully  u  sum  In  excess  of 
110,000,000.  This  would  not  result  in  an  increase  In  rates,  us  the  items  of  the 
several  taxes  now  imiMJsed,  plus  necessary  exiHjnses  which  the  domestic  and 
authorized  companies  must  hear,  are  In  excess  of  the  10  per  <*oiit  you  mention. 

All  of  the  above  Is  confirmed  by  the  estimates  of  several  of  our  larger 
companies  based  upon  their  competitive  experience. 

TrusUng  this  is  the  infurmatiou  you  desire,  I  am, 
Yours,  very  truly, 

J.  H.  DOTLB, 

A$»Uiant  General  C<nm9el. 

INSU1LANCE. 

[Proposed  smeDdment] 

Kach  policy  of  insurance,  or  certificate,  or  binder,  or  covering  note,  or  memo- 
randa, or  cablegram,  or  letter,  or  other  instrument  by  whatever  name  the  same 
shall  be  called,  by  which  insurance  shall  be  made  or  renewed  upon  property  of 
any  description  (including  rents  and  profits)  whether  against  peril  by  sea  or 
on  inland  waters,  or  in  transit  on  land,  or  transshl))ments  and  storage  at 
termini  or  way  iioints,  or  by  fire,  lightning,  tornado,  windstorm,  bombardment, 
invasion.  Insurreiiion,  riot  or  other  peril  taken  out  by  or  on  behalf  of  a  citizen 
of  the  United  States  or  a  resident  then»of,  or  by  any  corporati<m  or  partner- 
ship created  under  the  laws  of  the  Tnlte  1  States  or  of  any  State,  Territory,  or 
district  thereof,  a  tax  uiM»n  the  amount  of  premium  chargtHl  of  10  cents  on 
each  dollar  or  fractlonnl  part  tliereof. 

Provided ,  That  this  tax  shall  not  apply  to  any  policy  or  other  Instrument 
issued  by  an  Insuram-e  company  created  under  the  laws  of  the  United  States 
or  of  any  State.  Territory,  or  district  thereof,  or  by  any  i)erson,  partnership,  or 
association  of  person  is  residents  of  the  Unite*!  States  and  duly  autiiorized  to 
engage  In  the  business  of  Insurunce  un  ler  the  laws  of  the  United  States  or 
of  any  State,  Territory,  or  district  thereof;  nor  to  any  policy  or  other  Instru- 
ment Issueil  by  uny  Insuraiu'e  cimipany  or  coriwriithai  not  create<l  under  the 
laws  of  the  UniKnl  .States,  or  of  any  State,  Territory,  or  district  thereof,  or 
by  any  |)erst)n,  partiun*shlp.  or  ass(K*iatlon  of  persons  not  residents  of  the  United 
States  when  suih  foreign  Insurance  <'om:)any,  con>oratlon,  person,  partnership, 
or  association  of  i>ersons  is  duly  nuthoi  Ized  to  engage  In  business  under  the 
laws  of  the  United  States  or  of  any  Stsite,  TeiTltory,  or  distrlet  thereof,  and 
such  policy  or  other  instrument  Is  written,  slgneil,  and  issued  by  such  com- 
pany, corporation,  person,  partnership,  or  association,  or  Its  duly  authorized 
agent  in  the  State,  Territory,  or  district  of  the  Uniteil  States  within  which 
it  Is  authorlze<l  to  do  business:  Proridaf  further,  That  iwllcles  of  relnsnranee 
shall  lie  exempt  from  the  tax  lmpose<l  by  this  subdivision. 

It  shall  he  the  duty  of  every  iierson,  partnership,  firm,  association,  or  corpora- 
tion (lnclu4llng  bn»kers  and  solicitors)  [)rocurlng  a  policy  or  other  ln.strumeut 
by  which  Insurance  is  made  or  efT«H.*te<l,  (»r  acting  for  or  on  behalf  of  any  other 
persim,  partnership,  firm,  association,  or  corporation  In  the  procurement  of  such 
policy  or  other  instrument  and  which  i*<  taxed  under  the  provisions  of  this 
subdivision,  to  attach  and  cancel  to  each  of  said  imllcles  or  other  instruments  a 
stamp  or  stani]»s  etiual  lu  value  to  the  tax  Imposed  thereon  by  this  subdivision. 

The  Chairman.  The  committee  will  next  hear  Mr.  Oren  B.  Taft. 

STATEMENT  OF  MB.  OBEN  B.  TAFT,  PBESEDENT  OF  PEAB80N8- 

TAFT  LAND  CBEDIT  CO.,  CHICAOO,  ILL. 

Senator  Lodge.  Whom  do  you  represent? 

Mr.  Taft.  I  represent  the  Illinois  State  Bank  and  the  Pearsons- 
Taft  Land  Co.,  or  Chicago,  111.,  and  others  like  interested,  and  what 
I  have  to  say  may  have  been  said  repeatedly.  In  a  word,  if  I  can 
confine  it  to"  that,  section  303  was  evidentlv  intended  to  ineet  our 
case,  being  a  corporation  where  the  stock  is  largely  held  by  the  officers 
who  are  actively  engaged  in  the  business  and  have  been  ail  their  busi- 
ness life;  but  our  capital  is  $200,000,  the  minimum  allowed  by  the 
statutes  of  Illinois  for  State  banks.    We  can  not  reduce  it  to  meet 
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this  proposed  law,  and  would  like  to  have  the  proposed  law 
increased  to  at  least  $200,000.  That  will  meet  our  case.  As 
to  a  larger  amount,  that  is  subject  to  your  own  judgment.  If 
that  is  done  it  meets  all  that  we  need.  Without  that  or  another 
amendment  which  I  will  suggest,  where  the  House  evidently  has  in- 
tended to  meet  our  case,  they  have  failed,  perhaps  they  not  under- 
standing the  concrete  case,  because  between  $100,000  and  $200,000 
we  are  left  as  we  were  before,  which  was  this:  We  have  been  a  busi- 
ness organization  going  since  1866.  I  have  been  continuously  in  the 
business  myself  since  1809.  It  has  been  owned  and  operated  Aery 
largely  as  a  business,  iirst  as  &-pArtiiership  and  then  as  a  corporation, 
by  two  individuals,  my  former  partner,  an  official,  and  then  myself 
and  my  sons. 

In  1912  my  former  partner  went  out  of  the  business,  and  my  sons 
purchased  his  stock,  paying  $400  a  share  for  it  in  money.  That  is 
the  basis  and*  the  evidence  that  we  have — and  the  business  has  not 
changed  in  its  character  since — for  the  value  of  our  capital  invested. 

Last  year  we  paid  a  tax  beginning  with  an  allowed  exemption  of 
8  per  cent  on  $200,000,  or  $16,000.  Had  we  been  capitalized  as  we 
mi^ht  have  been,  had  there  been  a  need,  we  would  have  been  capi- 
talized for  $800,000  of  actual  money  on  the  basis  of  evidence  that 
would  be  satisfactory  to  any  official  representative.  In  that  case  we 
would  hi^ve  started  with  a  proper  exemption  of  7  ^r  cent  on  our 
$800,000,  or  $56,000.  Between  those  two  points  of  $16,000  and 
$56,000;  that  is,  we  paid  a  tax  on  $40,000,  because  we  happened  to  be 
incorporated  for  $200,00  instead  of  the  actual  fair  value  of  our  stock, 
$800,000. 

Now,  had  section  308  read  $200,000,  or  an  amount  more  but  not  less, 
i,  if  it  were  to  become  a  law,  have  nothing  more  to  say.  We  are 
ready  to  pav  whatever  tax  Congi*ess  puts  upon  us ;  and  I  mean  that. 
None  of  us  have  yet  gone  into  our  principal,  and  we  ought  to  before 
we  get  through  with  this, case. 

My  only  suggestion  is  that  you  incorporate  into  this  proposed  law 
the  provision  in  the  capital  stock  which  provides  for  the  ascertaining 
of  a  fair  stock  value.  It  has  all  of  the  working  method ;  it  accom- 
plishes the  purpose  by  ascertaining,  and  it  is  known  to  you  by  ascer- 
taining what  is  a  fair  value  of  the  stock  as  capitalized  upon  the  earn- 
ings for  the  past  five  years.  Take  our  earnings  for  the  past  5  years, 
if  you  please,  and  we  are  willing  to  abide  by  that;  or  the  last  10  years 
or  15  years,  and  take  the  total  for  the  5  years  and  divide  it  bv  5,  giving 
the  annual  net  earnings  for  the  last  5  years.  Capitalize  that,  if  you 
please,  at  8  per  cent,  which  is  the  suggestion  in  the  internal-revenue 
commissioner's  suggestion — capitalize  that  at  8  per  cent  and  give  us 
that  capital  and  put  us  imder  any  method  of  taxation,  excess-profits 
tax,  or  war-profits  tax  that  you  please,  and  we  will  pay  the  tax.  All 
we  ask — and  I  know  that  you  want  to  grant  it,  and  I  believe  the  House 
has  indicated  its  desire  to  grant  it — is  a  fair  start  at  th«  Ix)ttom  upon  a 
fair  value  of  our  stock,  with  a  fair  pro  rata  equitable  exemption  with 
the  rest,  and  other  corporations  of  a  like  character,  and  then  tax  us 
according  to  your  excess-profits  tax  or  your  war-profits  tax,  and  we 
will  pay  it.  We  ask  that  we  be  given  a  chance  to  start  with  an  exemp- 
tion in  equity  and  equal  with  others.  I  have  said  it  all.  Has  it  been 
covered  ?    If  not,  can  there  be  any  objection  ?    We  have  no  provision 
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in  the  proposed  law  by  the  House  which  does  not  leave  us  precisely 
lis  we  were  under  the  law  last  year. 

Senator  McCumbbr.  Do  you  not  think  that  all  taxes  should  be 
levied  upon  the  actual  invested  capital  during  the  year  of  taxation 
rather  than  upon  stock? 

Mr.  Taft.  Senator,  there  appears  to  be  an  attempt  to  define  invested 
capital,  and  this  law  goes  into  definitions. 

Senator  McCttm^er.  If  we  would  go  outside  of  that  definition  and 
provide  that  the  tax  should  be  levied  in  all  cases  upon  the  actual  capi- 
tal employed  during  the  taxable  year  we  would  avoid  your  objection? 

Mr.  Taft.  Yes,  sir.  If  you  were  going  into  our  office  for  the  pur- 
pose of  buying  our  business,  I  do  n^  thmk  you  or  any  member  here 
would  have  any  difficulty  in  ascertaining  what  that  was  worth  in  dol- 
lars and  cents.  That  is  all  we  ask;  use  the  business  method.  The 
reason,  as  near  as  I  can  read  it  into  the  House  bill,  is  that  they  do  not 
know  what  to  do  with  good  will*  as  a  value — and  I  do  not.  You  can 
play  horse  with  it  if  you  please,  and  I  think  they  have  dodged  it  and 
are  afraid  of  it.  I  should  imagine  so.  There  is  a  way  to  determine 
what  that  good  will  is.  If  the  organization  has  l^een  in  business  long 
enough  to  establish  its  own  record  according  to  its  own  books  so  as  to 
show  the  earnings,  then  capitalize  the  earnings  on  whatever  basis 
you  please  or  fix  as  fair,  and  you  have  got  the  answer.  The  House  bill 
does  not  do  that.  It  puts  good  will  in  the  intangible  assets.  All 
right.  I  can  understand  why;  patent  rights;  contracts;  possibilities; 
good  will. 

Senator  Jones  of  New  Mexico.  Let  me  see  if  I  undei-stand  your 
suggestion.  You  would  take  a  given  business  and  estimate  the  amount 
of  profit  which  it  ought  to  earn  on  capital  in  the  particular  business? 

Mr.  Taft.  Precisely. 

Senator  Jones  of  New  Mexico.  Well,  take  that  earning  at  8  per 
cent,  and  then  if  its  earnings  are  $8,000  you  would  estimate  the  in- 
vested capital  at  $100,000? 

Mr.  Taft,  Precisely. 

Senator  Jokes  of  New  Mexico.  If  you  take  some  other  line  of  busi- 
ness where  you  would  expect  to  earn  10  per  cent  and  it  earned  $10,- 
000,  you  would  have  the  invested  capital  at  $100,000? 

Mr.  Taft.  Senator,  I  thought  I  had  something  here  that  would 
show  you,  but  I  find  I  have  not. 

Senator  Bobinson.  You  would  not  take  the  actual  earnings,  then  ? 

Mr.  Taft.  I  would  take  the  net  earnings.  As  you  say,  you  can 
make  net  earnings  mean  anything.  I  can  make  my  salary  three  times 
what  it  ought  to  be. 

Senator  Kobinson.  That  is  what  I  was  getting  at. 

Mr.  Taft.  The  internal  revenue  have  issued  mstructions  by  which 
to  reach  that  very  thing. 

Senator  Robiksok.  You  say  you  would  take  the  net  earnings  as  the 
basis  of  capitalization  ? 

Mr.  Taft.  Yes. 

Senator  Robinson.  And  you  can  make  the  expenses  anything  you 
want  to? 

Mr.  Taft.  Yes. 

Senator  Robinson.  So  that  vou  would  reduce  the  net  earnings  to 
my  amount  vou  might  care  toT 

Mr.  TAFr.'Yes. 
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Senator  Robinson.  Then  the  amount  of  cash  that  the  concern 
would  pay  would  depend  entirely  upon  the  amount  of  expenses  it  in- 
curred. Then,  by  paying  themselves  enormous  salaries,  why  could 
not  the  owners  of  a  corporation  prevent  the  Government  from  receiv- 
ing any  tax  at  all?  Why  could  not  they  pay  out  the  total  gross  earn- 
ing and  have  no  net  earnings  and  pay  no  tax  ? 

Mr.  Tatt.  They  can  do  exactly  what  you  have  suggested,  and  so 
the  Treasunr  Department  have  endeavored  to  meet  it  and  they  do 
meet  it.  Why  do  I  say  they  do?  Because  ever  since  you  have  had 
a  revenue  law  your  Government  officials  have  come  into  our  bank 
and  have  spent  at  least  three  days  there  going  over  these  very  items, 
allowing  this  and  refusing  that,  and  your  internal-revenue  instruc- 
tions are  right  to  that  point. 

Senator  Robinson.  Would  you  give  the  Government  the  power  to 
fix  the  salaries  of  the  officers? 

Mr.  Taft.  It  gives  the  GoverniAent  the  power  to  come  in  and 
report  to  the  headquarters  whether  they  are  excessive  or  not.  That 
is  merely  a  reflation  which,  as  I  say,  comes  in  the  revenue  act. 

As  I  was  going  to  say,  you  can  not  meet  it  except  in  one  way.  You 
can  not  fix  the  salaries.  You  have  got  to  determine  in  some  way  what 
shall  be  permissible  and  what  is  not.  In  other  words,  answering  Sena- 
tor Robmson's  question,  I  know  of  no  way — ^I  would  know  of  no  way 
if  I  were  sitting  in  one  of  these  chairs — ^by  which  to  determine  what 
my  salary  shall  be  in  the  concrete ;  and  yet,  in  every  case,  the  con- 
crete has  got  to  be  the  answer  in  that  particular  corporation*  For 
instance,  in  my  case  I  retired  from  active  business;  that  is,  I  gave 
up  my  office  hours,  and  my  two  sons  are  running  tho  business  as  1 
did  before  them,  and  acting  merelv  as  advisor  and  to  keep  the  thing 
running  when  it  is  in  danger — and  I  am  there  every  day — my  salary 
is  $9,500  a  year. 

Senator  Robinson.  What  was  it  before  you  retired? 

Mr.  Taft.  $12,000.  My  sons  each  receive  $10,000  and  give  all  of 
their  time,  and  I  am  quite  ready  to  say  that  thev  can  earn  50  per 
cent  more  than  that  and  get  a  position  in  a  week's  time  any  time. 
They  are  thoroughlv  capable  and  are  managing  a  business  that  han- 
dles millions  of  dollars.  Our  salaries  are  certainly  reasonable*  Caa 
I  say  anything  more  on  that? 

Senator  Robinson.  I  think  I  understand  your  position. 

Senator  Townsend.  I  do  not  understand  that  you  have  answered 
Senator  Robinson's  question  when  he  said  you  were  going  to  base 
your  capitalization  upon  your  net  profits  and  that  you  can  make 
those  net  profits  anything  you  choose. 

Senator  Robinson.  That  means  you  can  make  your  tax  anything 
you  choose,  and  that  is  exactly  what  we  want  to  get  away  from. 

Senator  Lodoe.  Mr.  Taft,  I  do  not  want  to  cut  you  off,  hot  the 
Senate  has  come  into  session;  it  is  12  oVlock,  and  a  brief  execatire 
session  of  this  committee  is  desired. 

Mr.  Taft.  May  I  file  anything  by  sending  it  to  the  committee  t 

Senator  Lodob.  Yes. 

Mr.  Taft.  I  can  do  it  within  a  day  or  two.  I  have  one  or  two  sug- 
gestions  in  connection  with  sections  308  and  the  $200,000. 

Senator  Loewe.  Get  here  before  Monday  whatever  you  desire  lo  go 
into  the  record.  Any  amendment  or  argument  that  yoa  desire  la 
make  will  be  printed  with  your  statement. 

Mr.  Taft.  Thank  you. 
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(The  brief  referred  to  by  Mr.  Taft  was  subsequently  submitted 
ana  is  here  printed  in  full,  as  follows :) 

BBIKF  8UBHITTE0  IN  CONNBCTION  WITH  BEMABKS  BT  OBKN  B.  TAFT,  VICB  PBE8n)ENT 
OF  PEAB80N-TAFT  LAND  CREDIT  CO.,  A  STATE  BANK  LOCATED  IN  CHTCAGO,  ILL. 

AH  references  herein  nre  to  House  biU  12868,  with  Chairman  Kitchin*8  report 
attached. 

Following  amendments  are  suggested : 

1.  To  section  327: 

"(4)  Where  corporations  are  engaged  mainly  or  exclusively  in  farm  or  real 
estate  mortgage  investment  banking  business  and  derive  their  income  mainly 
or  exclusively  from  parts  of  interest  paid  on  the  mortgages  sold  by  corporations." 

This  should  go  in  just  above  the  last  line  on  page  28.  Then  amend  pro- 
vision (b)  of  said  section  327  by  inserting  the  words  "first  three**  before  the 
word  "  cases  **  in  the  first  line  of  the  subdivision  and  add  at  the  end  of  the 
subdivision  (b)  the  following:  "In  the  fourth  case  specified  in  subdivision  (a) 
the  minimum  invested  capital  shall  be  one-twentieth  of  the  aggregate  amounts 
of  principal  in  the  mortgages  contributing  during  the  taxable  year  to  the  income 
of  such  corporations." 

It  is  believed  the  fairness  of  these  amendments  will  impress  you  and  anyone 
else  familiar  with  such  concerns  as  ours.  In  our  own  case  with  these  amend- 
ments in  the  law  our  capital  actually  invested  would  be  about  $700,000;  our 
excess  profits  credit,  $59,000 ;  and  our  tax  about  $18,000,  leaving  the  net  return 
to  the  stockholders  on  the  purchase  price  of  their  stock  about  6  per  cent. 

The  amendments  suffg^sted  have  the  merit  of  being  simple  and  easily  applied 
and  of  no  broader  application  than  the  few  cases  specified  therein. 

The  character  of  the  business  In  the  cases  providetl  for  by  these  proposed 
amendments  is  based  upon  the  principle  followe<l  in  the  farm-loan  acts  of  Ck)n- 
gress  where  the  profits  arise  from  a  percentage  of  the  investments  or  loans 
made.  In  fact,  this  act  %va8  itself  based  upon  such  business  long  carried  on  prior 
to  the  act,  and  the  relation  of  capital  to  that  Investment  is  also  followed  in 
the  amendments  proposed  and  as  concretely  evidenced  in  Its  application  to  our 
own  corporation. 

It  is  clearly  evident  that  the  proposed  law  did  not  have  a  business  of  this 
character  in  any  of  its  provisions,  and  any  attempt  to  make  an  application  of  it 
is  practically  impossible;  therefore,  in  Justice  to  it  the  special  provision  pro- 
posed should  be  made. 

If  we  are  left  to  the  uncertain  provisions  of  the  bill  as  drawn,  the  total  tax 
under  the  bill  will  be  over  $36,000,  as  upon  the  price  paid  for  this  stock  in  the 
last  sale  for  cash  the  present  holder  would  have  no  income  derived  from  his 
investment  for  the  reason  that  the  exemption  allowed  of  8  per  cent  upon  the 
fair  value  of  the  capital  miscarried  in.  this  particular  business. 

Peabsons-Taft  Land  Gbedit  Co., 
By  Oren  B.  Taft,  Vice  President, 

The  C'HAiRMAN.  The  committee  will  now  proceed  to  executive  busi- 
ness. 

(At  12  o'clock  m.  the  committee  went  into  executive  session.) 
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During  the  sessions  of  the  committee  the  following  briefs  were 
received  and  by  direction  of  the  chairman  were  ordered  printed  in 
the  record,  as  follows: 

Brief  in  Regard  to  Section  900. 

tapebtriks  and  tkxtirjcs  fob  furniture  c0\'ering8  or  hangings  for  interior 

dk<*oil\tion8. 

This  Is  genorni  and  the  intent  of  the  paragraph  Is  not  clear.  It  would  cover 
cheap  curtains  and  curtain  materials  which  are  house  furiii$hing:s  and  are  used 
by  the  poor,  as  well  as  the  rkii,  as  a  comfort  and  necessity  for  the  home.  Our 
contention  is  that  thc^e  articles  should  properly  he  plactHl  in  section  005  as, 
aljove  a  certain  price,  say  $2  a  square  yard  and  $7.50  a  pair  at  retail,  they  be- 
come luxuries  and  shotdd  proiH^riy  pay  a  luxury  lax  of  the  amount  your  com- 
mittee may  nnnie. 

If  the  lut|H>st  of  10  iK»r  cent  on  manufacturers,  ImiKU'ters,  and  producers  were 
to  remain,  the  sale  of  this  artlrle  would  so  de^'rease  that  the  revenue  would  be 
smaller  than  <-oidd  be  c<dle<'tcd  In  s<»ctlon  905.  The  ln<'ome  of  the  manufacturers 
would  become  a  loss,  and  theref«»re  the  inc«»me  tax  would  sutTer,  and  an  im- 
pend! n^  Kross-sales  tax  won  hi  also  become  smaller.  The  larjjer  revenue  can 
only  be  pnn'ured  by  the  20  per  cent  tax  colle<-te<l  by  the  vendor  from  the  pur- 
chaser. We  have  submittiMl  In  a  former  letter  the  Brltlsli  luxury  list,  and  If  you 
"will  see  the  French  list  now  In  force  you  will  also  find  an  exemptiou  up  to  a 
certain  price  on  curtains  and  mnterials. 

Furthermrtie  (s(»e  1)09)  these  ^timhIs  are  8t»ld  on  70  to  90  days'  time,  an<l  it 
would  l)e  a  jsreiit  banish Ip  for  nianuf:n'turers  to  rejMUt  monthly  to  the  colUM»tor 
when  payment  Is  made,  simietinies  in  three  to  six  months.  During  the  last 
famine  han^lnjrs  proved  a  Krejit  lMH»n.    They  kept  «ait  the  cold  and  soot. 

We  therefore  ask  you  to  kindly  make  this  change. 

Resjiect fully  submit ttMl. 

('rUT.VfX    MAM^FACTt'RKKS*    ASSOCIATION    OF   AMERICA, 

M.  K.  WoRMSKR,  VrCHulcnt. 

leHOLSTERV   CUMMIS  AS   AN   ESSENTIAL. 

I 

The  .\nthra<'lte  i\*x\\  (^xM-iitors*  .Association,  under  date  of  Septeml>er  4, 
aflvlses  thnt  **  housclioldcrs  who  would  conserve  their  coal  supi^ly  and  make 
iheir  housc»s  warmei*s  slaadd  us«»  heavy  drai>erles  for  doors  and  windows." 

It  is  a  very  practical  sup^xestlou. 

From  the  earliest  i>erlod,  rujjs  and  tapestries  have  been  uae<l  in  the  finest  old 
ea^^tles  of  Kurope,  primarily  to  cherk  drafts;  if  they  possessed  an  esthetic 
value,  so  nnu*h  the  lM»tter.  But  tf)-day,  witli  the  price  of  coal  so  hl^h  and  the 
supply  llmltiHl.  it  Is  pleasant  to  feel  that  such  practical  people  as  the  coal  men 
re<'t>inmend  the  use  of  drai>ery  stuffs  as  contributing  to  the  comfort  of  the 
home.  We  nre  t«M»  prone  to  dwell  \\\\o\\  the  unessential  qualities  of  esthetlcism  in 
house  furnishlnp«,  becau.«»e  comfort  Is  an  ajl-deslrable  quality,  but  there's  no 
comfort  so  preat  as  warmth  In  blizzard  weather;  so  it  mipht  be  well  for  dealers 
in  their  advertising  to  dwell  upon  the  recommendation  of  the  coal  men. 

FRENCH  TAX  ON  LUXURIES. 

Jmw  enttmerating  artivlen  subjert  to  tax  of  JO  per  cent  on  retail  sale  pHcc.^ 
The  French  finance  law  of  DecemlM^r  31, 1917,  by  article  27  instituted  a  tax  of 
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10  per  cent  on  the  retail  sale  price  of  luxuries.  The  Jour  mil  Offlclel  of  March 
24,  1918,  published  the  text  of  a  law,  promulgated  March  22,  enumeratUig  the 
articles  which  are  classed  as  '*  de  luxe."  All  payments  of  less  than  1  franc  are 
exempted  from  Ihe  tax,  provided  always  that  the  payments  are  not  on  account 
of  a  larger  sum.  For  the  purpose  of  calculating  the  tax  a  fraction  of  a  franc  is 
deemed  to  be  1  franc.  Rules  are  to  be  issued  laying  down  the  exact  manner  in 
which  the  tax  will  be  applied.  The  tax  was  to  take  effect  three  months  after 
the  promult?aiion  of  the  above-mentioned  finance  law,  I.  e.,  three  months  from 
December  31,  1917. 

'Articles  taxed  in'eapective  of  price, — ^The  following  articles  are  submitted  to 
the  tax  by  reason  of  their  nature,  no  matter  what  their  price  may  be : 

Photographic  appliances,  lenses,  and  accessories. 

Motor  vehicles  for  the  transport  of  persons,  their  framework  (chassis),  and 
carriage-making  materials  and  accessories  (carrosserie). 

Jewelry  of  gold  or  platinum. 

Billiard  tables  and  accessories. 

Hosiery  and  underwear  (lingerie),  of  silk,  pure  or  mixed. 

Artistic  bronze  work,  ironwork,  and  locksmiths'  work  (serrurerie). 

Horses,  ponies,  asses,  and  mules  for  pleasure  purposes  (de  luxe).  (Breeders 
are  not  liable  to  this  tax.) 

Curiosities,  antiques,  and  all  objets  de  collection. 

Brandy,  liquors,  aperitifs,  and  liquor  wines. 

Sporting  guns,  hunting  and  sporting  articles,  and  ammunition  and  accessories 
(armurerie). 

t^ive  game  for  hunting  or  restocking  coverts. 

Harness  for  saddle  horses. 

Fine  Jewelry, 

Books  ( llbralrie)  ;  artistic  publications  on  special  paper  with  a  limited  im- 
pression. 

Livery  (of  domestics,  etc.). 

Watches  of  gold  or  platinum. 

Goldsmiths'  and  silversmiths*  ware  (orfevrerie)  of  gold,  silver,  or  platinum. 

Perfumei*y  (rouge,  scents,  essences,  extracts,  etc.),  excluding  soaps  and 
dentifrices. 

Paintings,  water  colors,  pastels,  drawings,  and  original  sculpture.  (Original 
works  In  this  category  sold  direct  by  the  artist  are  exempt  from  this  tax.) 

Fine  pearls. 

Pianos,  other  than  upright  (cottage)  pianos. 

Precious  stones  and  natural  gems. 

Tapestry,  ancient  or  modern,  in  wool  or  silk,  machine  or  hand  woven ;  oriental 
carpets;  bathroom  carpets  (tapis  de  savonnerle). 

Truffles,  truffled  poultry  and  game,  and  truffle  patties. 

Hunting  garments  and  riding  habits. 

Pleasure  canoes  and  boats  with  mechanical  propulsion,  yachts. 

ArticJcs  taxed  above  specified  prices, — ^The  following  articles  are  taxed  wtien 
the  retail  price  exceeds  the  price  In  francs  per  piece  indicated : 


Lamp  shades 

Men's  and  women's  clothing  ac- 
cessories  

Pets  (anlmaux  d'agrement) : 

Dogs 

Other    animals 

Articles  of  furniture  and  ac- 
cessories  

Articles  de  Paris,  fancy  or  orien- 
tal articles  of  all  kinds  other 
than  those  comprised  In  the 

above  schedule 

Fancy  articles  for  office  use 

Smokers'  requisites 

Devotional  articles 

Bicycles 

Silver  jewelry 

Imitation  or  rolled  (double) 
Jewelry  or  Jewelry  made  of 
nonprecious  materials 


10 

10 

40 
10 

10  j 


10 
10 
10 
10 
250 
10 


10 


Hosiery,  under>vear  (lingerie  de 
corps)  : 
Children 

Men 

Women 

Brushes,  combs,  and  other  toilet 
articles , 

Frames  (for  pictures,  etc.) 

Walking  sticks,  hunting  stocks. 

Chinaware : 

Table  service  for  12  persons 

(about  116  pieces) 

Small  single  pieces 

Medium  size  pieces 

Large  pieces 

Complete  toilet  service 

Single  pieces 

Tea  or  coffee  services 

Single  small  pieces 

Large  piec'os 


20 
40 
40 

10 
10 
10 


200 

2 

5 

15 

30 

10 

90 

•  2 

10 
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Men's  headwear 20 

Wotaen's    hats 40 

l^Vxrtwear,  per  pair : 

Children 25 

Women 40 

Men 50 

Chocolates, '  confectionery,  bon- 
bons, per  kilogram 8 

Corsets,  belts  _^ 50 

Complete  costumes  or  overcoats : 

Children's 80 

Little  boys'  (garconnets).-      125 
Men's    (suits,   frock   coats, 

morning  coats) 200 

Complete  suits  (veston)  for 

men 175 

Separate  garments : 

Waistcoat 25 

Trousers 50 

Coat,  smoking  jacket,  frock 

coat,  morning  coat 125 

Jackets 100 

Costumes  or  mantles: 

Young  girls' 150 

Women's 260 

Separate  garments : 

Skirts 100 

,  Bodices    (corsages) 80 

Blankets,    quilts,    elder    downs 

(edredons) 100 

Cutlery,  scissors,  each  article 10 

Laoe^  embroidery : 
By  the  metre — 

Machine  made 2 

Handmade 10 

By  the  piece —  , 

Machine  made 6 

Handmade 80 

Fans 10 

Artificial   or  sterilized  flowers, 

each  purchase 10 

Natural  flowers,  conservatory 
and  Indoor  plants  (de  serres 
ou  d'appartements),each  pur- 
chase         10 

Furs    (fourrures).     (See    Furs 

below) 100 

Gloves,  per  pair..-^ 8 

Fire  irons 100 

Engravings,  prints,  photographs, 
and  reproductions  of  works  of 

art 100 

Gaiters,  leggings,  per  pair 80 

Accessories     for     games     and 

sports 25 

Fishing  tackle 10 

Musical  Instruments  other  than 
the  piano  (phonographs,  gram- 
ophones,  mechanical  pianos) 

and  all  their  accessories 150 

Binoculars  (opera,  racing,  etc.) 

and  lorgnettes 30 

Games 20 

Lamps,  candelabra 60 


Household  linen: 

Tablecloths 60 

Pillowcases 10 

Tablecloths,  napery,  by  the 

square  meter 15 

Table  or  toilet  napkins 4 

All  other  articles 4 

Lustels,  lamp  brackets,  chande- 
liers—       100 

Trunks , 100 

Fancy  leather  goods   (maroqul- 

.nerle) 25 

Furniture : 

Bedroom,      drawing  -  room, 
dining   room,    study,    for 

the  whole  and  for  each 1, 500 

By  the  piece — 

Small 100 

Medium 250 

Large 600 

Looking-glass    articles     (mlrol-   ' 
terle) : 

Mirrors . 20 

Picture-frame  glass.J 100 

Motorcycles,    side    cars,    cycle 

cars,  and  similar  vehicles 2,000 

Watches,  othei*  than  those  com- 
prised In  the  above  schedule 60 

Handkerchiefs,  per  dozen 18 

Ornaments  and  knlck  knacks 10 

Goldsmiths'  and  silversmiths' 
w^are  (orfevrerle)  in  base 
metal,  plated  (gold,  silvered, 
etc.),  with  the  exception  of 

table  ware,  per  piece 15 

Umbrellas,  parasols,  sunshades.        25 
Perfumery;  articles  other  than 
those  comprised  in  the  above 
schedule : 

Soap,  per  cake 2 

Dentifrice,  per  liter 15 

Toilet  preparations  contain- 
ing alcohol 15 

Feathers,   etc.,   for  ornamenta- 
tion    (parures    en    plumes). 
(See  Ornamental  grasses  and 
feathers  below) ; 25 

Clocks  ( wall  variety,  etc. ) .  ( See 
Alarm  clocks,  etc.,  below) 100 

Furs  (pelleterles).  (See  Furs 
above) 60 

Photographs : 

Portraits,  per  dozen 40 

Enlargements,  each 40 

Upright  (cottage)  pianos  and 
harmoniums 1, 200 

Ornamental  grasses  and  feathers 
(plumes  de  parure).  (See 
Feathers,  etc.,  for  ornamenta- 
tion above) lO 

Alarm  clocks,  traveling  clocks, 
desk  clocks.  (See  Clocks 
above) 20 
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Curtains,  bed  curtains,  and  fit- 
tings for  same,  Frencli  win- 
dows : 

Per  curtain  or  curtain  fit- 
ting        100 

Door  curtains,  double 100 

Door  curtains,  single 60 

Bed  decorations 50 

Window  curtains,  short  window 

blinds    (brisebise),  per  pair.        30 
Bound  books  (reliure),  each  vol- 
ume: 

In  octavo  and  smaller  for- 
mats          10 

In  folio  and  quarto 20 

Ribbons,  braids,  etc.  (passe- 
menterie), per  meter 5 

Ladies'  bags 40 

Saddlery : 

Complete  harness  for   car- 

■  riage 600 

Single  pieces 150 

Window  accessories    (stores  de 

virtrage  ou  de  fenetre) 50 

Articles  in  imitation  bronze 10 

Carpets : 

Center  carpets 100 

Beside    mats    and    health 
rugs 25 


Carpets — Continued. 

Ordinary   carpets  fixed   by 
nails    (tapis  clones),  tlie 

meter  (1  m.  by  70  m.) 20 

Ordinary   carpets   of   large 

size 25 

Table  covers,  bedspreads 80 

Tissues  for  clothing  or  furnish- 
ing, the  square  meter 20 

Mural  hangings  of  ail  kinds,  per 
square  meter 5 

Clothing  for  the  house  (vete- 
ments  d'appartement),  peig- 
noirs, pajamas,  dressing 
gowns 80 

Portmanteaux,  traveling  bags 75 

Glassware  and  crystal  ware : 

Large  glasses 2 

Small  glasFes 1} 

Glassware  for  toilet  or  office 

use 10 

Large  articles,  carafes.  Jugs, 
and  such  like 10 

Wines: 

In  bottles 5 

In  casks,  per  liter 3 

Horse  carriages  for  private  use_  1, 000 
Aviaries,  cages 10 


The  Journal  Ofiiciel  of  April  6  publishes,  a  law,  promulgated  on  April  5,  i>ro- 
vlding  that  payment  for  goods  bought  before  January  1,  1918,  are  exempt  from 
the  above-mentioned  tax. 

In  Prance  a  commission  was  appointed  to  decide  upon  the  articles  which 
should  be  subject  to  the  tax  on  luxuries,  Just  as  a  select  committee  of  the  Hou^e 
pf.  Commons  has  been  appointed  for  a  similar  purpose  in  England.  The  chair- 
man  of  the  French  commissi<m,  in  reporting  to  the  French  minister  of  finance, 
outlined  the  commission's  procedure,  as  follows: 

"  It  would  have  been  vain  to  attempt  a  rigorously  exact  definition  of  objects 
called  luxury  objects.  Besides,  Parliament  has  not  given  us  a  mandate  to 
undertake  a  theoretic  study,  but  to  furnish  it  with  concrete  propositions  with  a 
view  to  the  classification  called  for  by  the  law  of  December  31,  1917. 

*'  This  is  not  to  say  that  in  order  to  draw  up  these  lists  we  have  not  been 
guided  by  certain  principles.  We  Judge  that  the  quality  of  luxury  articles  de- 
pends on  three  elements — the  nature  of  the  article,  its  price,  and  its  destination. 

"  In  the  fii'st  category  are  included  articles  which  are  essentially  de  luxe,  such 
as  diamonds,  pearls,  Jewelry  in  gold  or  in  platinum.  In  the  second,  objects  which 
In  a  general  way  are  in  everyday  use,  such  as  clothing,  but  which  are  of  a 
sumptuous  character,  when  they  fetch  high  prices.  Finally,  certain  articles 
which  are  de  luxe  by  nature,  such  as  motor  cars,  lose  this  character  when  they 
are  employed  in  the  exercise  of  a  profession;  for  example,  the  furs  of  a 
chauffeur  or  the  carriage  of  a  doctor.  The  law,  indeed,  is  intended  to  hit  only 
the  display  of  wealth  and  not  the  instruments  of  labor ;  It  taxes  luxury,  but  does 
not  wish  to  paralyze  effort.     - 

"  In  this  light  we  were  led  to  the  drawing  up  of  three  schedules ;  the  first 
comprising  luxury  objects  by  nature;  the  second,  objects  classed  by  reason  of 
their  price ;  the  third,  exemptions  accorded  to  certain  articles  by  reason  of  their 
destination. 

"After  some  hesitation  the  commission  decided  that  It  was  expedient  to  draw 
up  only  the  first  two  schedules,  at  the  same  time  indicating  In  their  heading  the 
principle  of  derogation  founded  on  professional  use. 

"  The  first  difiiculty  that  the  commission  had  to  grapple  with  in  the  drawing 
up  of  the  schedules  A  and  B  consisted  in  making  a  classification  as  complete  as 
possible,  with  designations  sufiiciently  clear  to  avoid  all  difficulties  in  appilca- 
tion.  In  this  matter  we  thought  we  could  not  do  better  than  to  follow  tlie  cus- 
toms  of  the  trade ;  It  is  traders  who  will  be,  in  the  application  of  the  law,  the 
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princiiml  collectors  of  the  tax ;  it  was  necessary,  therefore,  to  make  our  schedules 
<*onfonn  to  their  traditions  and  their  customs.  The  categories  proposed  by  the 
commission  are  presented  with  the  concurrence  of  the  representatives  of  trade ; 
If  some  designations  appear  to  the  public  obscure  or  Incomplete,  the  purchaser 
will  be  enlightened  at  the  time  of  payment  by  the  seller  of  the  article  upon  which 
the  tax  is  levied. 

"The  question  of  fixing  the  price  above  which  certain  articles  will  be  con- 
sidered as  being  de  luxe  occupied  for  a  long  time  the  attention  of  a  subcommittee 
and  the  commission  itself. 

"  We  must  observe  that  the  figures  given  In  Schedule  B  represent  current  prices 
(les  prlx  actueis)  ;  since  It  concerns  a  tax  to  be  collected  at  once,  and,  since  wo 
take  price  as  the  test  of  luxury,  it  could  only  concern  the  present  price  paid 
(prix  actuellement  paye)  for  each  article.  The  result  of  this  has  been  that  In  a 
large  number  of  cases  we  have  allowed  exceptional  figures,  clearly  higher  than 
those  ruling  for  purchases  before  the  war.  It  will  evidently  be, necessary  to 
proceed  with  a  revision  of  these  basic  prices  (prlx  de  base),  when  the  market, 
so  profoundly  disturbed  by  the  rise  In  cost  of  labor  and  raw  materials,  resumes 
Its  normal  state. 

"A  very  Important  question,  and  one  which  may  have  a  serious  reaction  on 
the  yield  of  the  tax,  has  been  settled  by  the  heading  of  schedule  B ;  It  Is  there 
stipulated  that  the  tax  Is  due  not  by  reason  of  the  sale  price  but  only  by  reason 
of  the  excess  of  this  price  over  the  basic  price  appearing  In  the  schedule.  This 
solution  appears  to  satisfy  the  demands  of  equity  and  to  accord  with  the  con- 
ception of  luxury  which  we  have  Indicated  above ;  up  to  a  certain  price  the  pur- 
chase of  a  piece  of  furniture,  of  an  article  of  clothing,  cori'esponds  to  a  real 
need;  luxury,  and  consequently  the  tax,  only  ought  to  begin  above  that  price. 
Nothing  In  the  text  of  the  law  of  1917  is  contrary  to  this  interpretation,  and 
this  Is  supported  by  a  recent  precedent,  since  this  rule  has  served  as  the  basli^ 
of  the  assessment  of  the  lump-sum  tax  on  Income. 

"The  question  of  the  derogations  justified  by  professional  custom  was  very 
delicate  and  would  have  given  rise  to  long  enumerations  If  we  had  wished  to 
enter  into  details  of  all  kinds ;  we  have  thought  subsequently  that  It  was  prefer- 
able to  fix  by  a  general  formula  the  principle  of  exemption  for  articles  destined 
for  the  public  services,  agriculture,  commerce,  Industry,  and  the  exercise  of  a 
profession.  But  this  rule,  laid  down  as  a  hard  and  fast  one.  would  have  led  to 
excessive  indulgence  If  certain  exceptions  were  not  made  to  It.  Thus  the  doctor 
of  whom  we  have  spoken  above  may  have  need  of  a  motor  car  to  visit  his 
patients ;  but  he  has  no  need  of  a  very  luxurious  carriage,  and  above  a  certain 
price  he  ought  to  pay  the  tax.  In  this  and  other  similar  cases,  we  have  intro-» 
duced  in  the  schedules  A  and  B  certain  precise^  definitions  which  will  sectire 
that  the  exemptions,  which  taken  in  themselves  are  just,  do  not  lead  to  abuse." 


Tax  on  Athi^etic  Goods. 

New  York,  September  18,  1918. 

Hon.  F.  M.  SiMMON8» 

Chairman  Finance  Committee  of  the  Senate^ 

WasHington,  Z).  C 

Dear  Mr.  Simmons  :  I  take  the  liberty  of  addressing  you  as  chairman  of  the 
Finance  Committee,  suggesting  certain  changes  in  the  administrative  features 
of  the  tax  levied  under  Title  IX  of  the  proposed  war-revenue  bill  recently 
passed  by  the  House  of  Representatives  and  now  before  your  committee  for 
consideration,  especially  to  the  tax  proposed  by  section  900  on  sporting  goods. 

While  I  think  the  remarks  which  I  shall  make  are  general  In  their  applica- 
tion to  all  the  articles  enumerated  in  section  900  where  the  tax  is  Imposed  on 
the  price  at  which  the  articles  are  sold  by  the  "manufacturer,  producer,  or 
importer,"  nevertheless  it  must  be  understood  that  I  am  writing  only  as  a 
business  man  Interested  as  an  ofllcer  of  A.  G.  Spalding  &  Bros.,  athletic  goods 
manufacturers,  in  the  production  and  sale  of  athletic  goods  Including  bathing 
suits,  one  of  the  new  items  subjected  to  the  tax  by  said  section  900. 

At  the  time  of  hearings  held  a  little  over  a  year  ago  by  your  committee  on  thai 
war-revenue  act  of  October  3,  1917,  I  had  the  honor  of  appearing  before  your 
committee,  testifying  in  opposition  to  any  tax  on  athletic  goods.  When  the 
present  bill  was  being  considered  by  the  Ways  and  Means  Committee  of  the 
House  I  had  extended  to  me  the  privilege  by  that  committee  of  appearing  be- 
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fore  them,  and  the  testimony  and  proof  which  I  presented  there  is  printed  in 
full  in  the  Hearings  before  the  Ways  and  Means  Committee  on  the  New  Ret- 
enue  Bill  under  date  of  June  8,  1918,  appearing  on  pages  57  to  78. 

While  I  presented  at  that  time  what  appeared  to  me  to  be  valid  arguments 
against  the  imposition  of  an  excise  tax  on  athletic  goods,  the  Way*)  and  Means 
Committee  have  decided  otherwise,  and  while  I  still  hold  the  opinions  therein 
expressed,  the  whole  subject  of  this  particular  section  of  the  tax  law  is  of  such 
relatively  little  importance  that  I  believe  it  is  wiser  not  to  press  before  yoor 
committee  any  further  arguments  in  opposition  to«the  tax  itself  or  to  the  rate 
which  has  been  selected  by  the  House  of  Representatives.  The  suggestions, 
therefore,  that  follow  have  as  their  object  to  make  the  meaning  of  the  law 
somewhat  clearer,  to  eliminate  certain  inequalities  between  difterent  manuftic- 
turers,  producers,  and  importers,  which  I  believe  would  exist  if  the  law  was 
passed  in  its  present  form,  and  while  accomplishing  these  two  results  at  the 
same  time  increase  slightly  the  total  tax  to  be  collected  without  any  change  of 
the  rates  which  are  embodied  in  the  proposed  law.' 

I  believe  that  no  one  will  dispute  that  this  tax  is  in  principle  a  consumption 
tax.  It  is  a  tax  which  Congress  presumes  will  be  passed  on  and  borne  ulti- 
mately by  the  consumer  of  the  taxed  articles.  From  this  it  follows  that  the  tax 
should  be  equal  on  identical  articles  sold  to  the  consumer  at  identical  prlcesy  or, 
to  put  it  negatively,  that  such  articles  should  not  be  subject  to  a  diflraent 
amount  of  tax  according  to  the  method  or  means  of  distribution  used  by  the 
manufacturer,  producer,  or  importer  to  distribute  his  goods  to  the  consumer.  It 
would  seem  that  the  Ways  and  Means  Committee  had  this  in  mind  by  the  lan- 
guage they  used  in  section  901  and  by  the  following  clause  which  is  inserted  at 
the  end  of  section  900: 

"  If  any  maunfacturer,  producer,  or  Importer  of  any  of  the  articles  enumerated 
in  this  section  (900)  customarily  sells  such  articles  both  at  wholesale  and  at 
retail,  the  tax  in  the  case  of  any  article  sold  by  him  at  retail  shall  be  computed 
on  the  price  for  which  like  articles  are  sold  by  him  at  wholesale," 

It  is  respectfully  submitted,  however,  that  section  901  and  the  above-Quoted 
clause  of  section  900  does  not  accomplish  the  result  which  it  Is  presumed  was 
intended. 

The  manufacturer,  producer,  or  Importer  may  use  three  methods  for  distrib- 
uting his  merchandise: 

1.  He  may  sell  direct  to  the  consumer. 

2.  He  may  sell  direct  to  the  retail  trade  (meaning  by  "  retail  trade  "  the  stores 
which  sell  to,  or  the  major  portion  of  whose  business  Is  with  the  consumers). 

3.  He  may  sell  to  Jobbers  or  large  distributing  houses  who  in  turn  resell  to 
the  retail  trade. 

It  is  understood,  of  course,  that  there  may  be  many  subdivisions  within 
these  three  general  classes,  and  that  the  manufacturer  does  not  always  use 
any  one  of  the  three  methods  exclusively,  but  may  use  a  combination  of  two,  or 
sometimes  all  three  methods. 

There  is  no  such  thing  as  a  market  price  for  articles  of  commerce  such  as  are 
listed  in  section  900.  The  price  which  the  manufacturer  will  charge  will  differ 
very  materially  according  to  whether  he  Is  selling  direct  to  the  consumer  or 
direct  to  the  retail  trade,  or  to  a  Jobber  or  distributor.  Without  going  in 
detail  Into  the  business  economics  w^Ich  underlie  and  Justify  this  difference  in 
price  it  is  sufficient,  perhaps,  to  say  here  that  the  amount  of  capital  required 
and  the  expense  Involved  Increase  as  the  manufacturer  tries  to  approach  closer 
to  direct  relations  with  the  ultimate  consumer.  Furthermore,  where  the  manu- 
facturer sells  direct  to  the  consumer  he  almost  always  has  one  fixed  price  from 
which  he  never  makes  any  concession.  The  same  is  very  largely  true  where  the 
manufacturer  sells  direct  to  the  retail  trade;  where,  however,  we  find  a  manu- 
facturer dealing  with  Jobbers  and  distributors,  there  Is  a  tendency  to  enter 
Into  individual  contracts,  and  the  prices  to  the  different  Jobbers  and  distributors 
tend  to  vary. 

The  Ways  and  Means  Committee  very  evidently  Intended  that  the  tax  should 
be  on  the  price  at  which  the  articles  manufactured  are  sold  to  the  retail  trade, 
but  the  language  used  does  not  give  effect  to  this  intent  probably  because  the 
committee  was  not  entirely  familiar  with  the  actual  trade  conditions. 

Section  901,  I  think,  would  lead  to  an  endless  amount  of  dispute  and  probaMy 
to  much  expensive  and  wasteful  litigation  between  taxpayers  and  the  Treasury 
Department,  for  the  following  reasons : 
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First.  There  i»  no  way  of  determining  what  is  the  fair  marlcet  price  ob- 
tainable for  any  particular  article.  As  stated  above,  there  is  no  such  thing 
as  n  market  price  for  articles  enumerated  under  section  000. 

Secoml.  The  phrase  "directly  or  Indirectly  to  benefit  such  person  or  any 
person  directly  or  Indirectly  interested  in  the  business  of  such  person  "  is  am- 
biguous and  almost  lm|>ossible  of  being  given  any  precise  meaning. 

No  price  concession  is  ever  made  In  a  bona  tide  trade  transaction  that  is 
not  Intended  to  at  least  Indirectly  benefit  the  seller,  and  yet  it  would  always 
be  doubted  whether  Congress  intended  that  language  to  have  as  broad  a  mean- 
ing as  tliat. 

I  would  respectfully  suggest  that  section  001  be  omitted  entirely  in  its 
present  form;  that  the  following  changes  be  made  in  section  000  and  a  new 
section  001  Inserted  In  the  language  given  below. 

In  place  of  the  following  language  in  section  000;  "A  tax  equivalent  of  ten 
per  centum  of  the  price  for  which  so  sold,"  Insert  the  following:  "A  tax 
equivalent  of  ten  i)er  c'entum  of  the  wholesale  price  for  which  such  articles  are 
cttstomarlly  sold  to  the  retail  trade  by  such  manufacturer,  or  by  the  dis- 
tributors or  Jobbers  to  whom  such  nmnufacturer  has  sold." 

In  place  of  the  following  clause  In  section  000 :  **  If  any  manufacturer,  pro- 
ducer, or  importer  of  any  of  the  articles  enumerated  in  this  section  (SiOO) 
customarily  sells  such  articles,  both  at  wholesale  and  at  retail,  the  tax  In  the 
case  of  any  article  sold  by  him  at  retail  shall  be  computed  on  the  price  for 
which  like  articles  are  «old  by  him  at  wholesale,"  Insert  the  following:  "If 
any  mnnufticturer,  producer,  or  Importer  of  any  of  the  articles  enumerated 
In  this  section  (000)  sells  such  articles  only  at  retail,  the  Uix  in  the  case  of  any 
articles  sold  by  him  at  retail  shall  be  computed  on  three-fourths  of  the  price 
for  which  80  sold." 

The  way  the  law  is  drafte<1  at  present  a  manufacturer  who  .sells  only  at 
retail  (and.  so  far  as  I  know,  there  are  none  such  In  the  athletic-goods  trade, 
except  golf  and  tennis  professionals)  would  have  to  pay  a  tax  on  the  full 
retail  price.  This  is  not  fair  to  him  because  he  necessarily  is  paying  a  larger 
tax  on  this  same  artlcl\»,  selling  to  the  consumer  at  the  same  price  that  his 
competitor  has  to  pay  who  distributes  his  goods  by  some  other  methcwl.  Where 
the  manufacturer  sells  only  at  retail  it  would  be  diflicult.  If  not  Impossible,  to 
determine  what  the  correct  wholesale  price  to  the  retail  trade  for  such  mer- 
chandise Is.  there  l>ei!ig,  as  I  have  stated,  no  such  thing  as  a  market  price  for 
merchandise  of  this  kind.  I  think  it  Is  safe  to  say  that  in  any  line  of  trade 
the  average  wholesale  price  to  the  retail  trade  of  any  article  of  the  class  of 
those  enunierate<l  lu  section  000  varies  from  60  per  cent  to  75  per  cent  of  the 
retail  price.  The  number  of  manufacturers  who  sell  direct  to  consumers  only 
ami  do  not  sell  at  all  to  the  retail  trade,  I  think,  will  be  found  to  be  very 
Muall  In  any  of  the  trades  enumerated  In  section  000,  and  hence  It  seems  fair 
to  those  few  that  the  percentage  of  the  price  on  which  the  tax  should  be  com- 
puted should  be  taken  at  the  highest  average  rather  than  the  lowest  average. 
In  the  place  of  the  present  section  001  I  would  suggest  the  following:  / 

•  "  Skc.  001.  That  there  shall  be  no  change  In  the  price  on  which  the  tax  Is 
computetl  by  rea>wm  of  any  cash,  quantity,  or  trade  discount,  unless  in  the  case  of 
a  trade  dls<*ount  only  such  trade  discount  be  allowed  to  all  the  retail-trade  cus- 
tomers of  such  manufacturer,  proilucer,  or  importer.  The  Intent  being  that 
the  tax  on  any  given  article  of  the  manufacturer,  producer,  or  importer  shall 
not  be  varied  by  the  special  terms  of  any  particular  sale  or  contract  of  sale." 

There  Is  one  other  matter  which  I  would  like  to  submit  for  ctmsidemtlon  to 
this  connnlttee,  namely,  the  question  of  tax  on  articles  enumemtcd  In  siH-tion 
9CfO  which  are  sold  to  the  Y.  M.  C.  A..  Kniirhts  of  Coliuiilnis.  an<l  other  organiza- 
tions for  the  use  of  the  Army  and  naval  forces  of  the  Unlte<l  Statics.  The  ('.om- 
miasloner  of  Internal  Revenue  has  ruletl  thnt  pursuant  to  the  provisions  of 
section  3404  of  the  Revised  Statutes  of  the  United  States,  sales  to  the  Red 
Ooss  are  not  sublect  to  t!ie  present  excise  tax  Imposeil  uniler  section  000  of  the 
war-revenue  act  of  October  8,  1017,  because  the  Re<l  Cross  is  In  elTe<^rt  a  depart- 
ment of  the  Government  Itself.  Their  present  rullnjrs  with  respect  to  the 
y.  M.  C  A.,  Knights  of  Columbus,  and  other  organizations  have  been,  up  to 
the  pres<»nt  time,  to  the  ivntrary,  although  I  believe  the  matter  is  now  being 
pressed  by  the  Y.  M.  C.  A,  to  secure  a  similar  ruling  In  their  case  to  that  of  the 
Red  Cros& 

So  far  as  our  company  is  concerned,  it  is  IndifTerent  to  us  what  Congress  does 
In  this  matter.     If  the  tax  is  Imposed,  we,  of  course,  will  have  to  colle<'t  It  from 
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the  organizations  purchasing  lueruhnmliso  from  us.  and  if  there  is  no  tax  they 
win  buy  at  correspond inply  lower  prices.  If  the  law  is  passed  in  the  form  sncii 
as  I  liave  suggested,  or  probably  even  in  the  form  as  it  now  stands,  the  piice 
will  be  more  than  10  per  cent  of  the  price  at  which  such  organizations  as  the 
Y.  M.  C.  A.  and  Knights  of  Columbus  are  purchasing,  because  they  are  par- 
<hasing  In  very  large  quantities  and  are  re<*elving  and  are  entitled  to  receive 
the  prices  nt  which  the  manufacturer  would  sell  to  the  Government  itself  or  to 
hirge  distributors,  and  which,  of  course,  are  very  much  less  than  the  regular 
wholesale  prices  to  the  retail  trade.  It  is  tlierefore  respectfully  submitte«l  that 
Congress  should  make  this  subject  clear  and  unambiguous  by  expressly  exempt- 
ing sales  to  all  orgjinizations  who  are  furnishing  goods  for  the  use  of  the  Army 
and  Navy.  With  this  in  view  I  submit  the  following  section,  which  I  have 
numbered  section  901-A.  for  this  purpose: 

"  Section  901-A.  That  imder  such  regulations  as  the  Secretary  of  the  Treas- 
ury may  prescribe  all  articles  enumerated  in  section  900  shall  be  exempt  from 
the  tax  imposed  by  said  section  900  which  are  sold  to  the  United  States,  and 
when  for  the  use  of  the  Army  and  naval  forces  of  the  United  States  which  are 
sold  to  the  American  Red  Cross,  the  Y.  M.  C.  A.,  the  Knights  of  Columhu«,  and 
any  other  organization  which  the  War  and  Navy  Departments  will  certify  are 
bona  fide  furnishing  such  articles  to  the  Army  and  naval  forces  of  the  United 
States." 

Respectfully  submitted. 

II.  BOARDMAN  SpATJ)INO. 

Vice  Preaidvnt  and  Treasurer  of  A.  G.  Spalding  d  Bros., 

J2S  Nassau  Street,  New  York,  N.  Y. 


Tapestries  and  textiles  for  furniture  coverings  or  hangings  in  the  interior 
decorations  of  buildings,  10  per  cent  tax. 

Carpets  and  rugs,  an  amount  in  excess  to  $5  per  square  yard,  also  subject 
to  tax. 

Comparison :  These  two  clauses,  In  our  opinion,  it  is  the  Government's  inten- 
tion to  tax  in  about  the  same  way,  as  they  are  used  under  the  same  circum- 
.stances  and  both  come  under  the  heading  of  interior  decorations.  The  second 
item  carrier:  a  tax  which  evidently  is  meant  to  show  some  consideration  to  the 
general  public,  who  nil  use  this  product  when  sold  at  prices  the  average  civlUao 
can  afford  for  his  home. 

In  the  first  item  there  is  no  consideration  shown  at  all  to  the  users  of 
staple  goods  against  the  users  of  luxuries,  although  there  should  be  more  con* 
slderatlon  given  to  the  first  than  to  the  second,  for  the  reason  that  tapestriei 
and  textiles  cover  a  much  greater  scope  than  carpets  and  rugs. 

Textiles  may  mean  all  classes  of  cotton  goods,  whether  printed  or  not 
Printed  textiles  are,  as  you  know,  used  for  the  cheapest  kind  of  clothing,  such 
^  as  children's  dresses,  aprons,  women's  wrappers,  kimonas,  etc.  Some  manu- 
facturers of  printed  textiles  call  their  goods  cretonne,  because  they  specialize 
in  selling  the  trade  wiio  In  turn  supply  the  house  furnishers,  and  it  is  gener- 
ally understood  that  a  piece  of  printed  cloth  used  for  the  interior  decorations 
of  a  building  Is  called  cretonne. 

Therefore  a  manufacturer  of  cretonne  is  In  a  general  way  understood  to 
sell  his  product  for  the  Interior  decoration  of  buildings,  and  under  this  heading 
will  be  taxed,  although  he  Is  constantly  selling  his  product  to  manufacturers 
in  all  branches  of  trade,  and  In  many  cases  sells  as  much  for  general  usage  as 
he  does  for  decoration.  Under  the  circumstances,  how  are  you  to  tax  the 
product  which  does  not  go  into  the  interior  decoration  of  buildings?  For 
Instance,  a  manufacturer  who  makes  printed  percals,  awning.s,  deiiims  for 
overalls  as  well  as  for  draperies,  sllkollne  for  quilts,  satlnes,  calicoes,  trunk 
linings,  glnghdms,  or  any  other  printed  piece  of  cloth  who  sells  his  product,  and 
then  in  turn  It  is  used  later  on  for  interior  decorations — how  is  he  going  to  be 
taxed  under  this  law,  although  the  goods  are  exactly  the  same  as  the  goodik 
made  l?y  the  cretonne  manufacturers.  Bet-ause  he  calls  his  product  by  another 
name,  should  he  escape  this  tax?  It  is  quite  clear  that  this  tax  as  it  Is  written 
now  does  not  convey  the  Government's  intention. 

There  are  enormous  quantities  of  burlap  used  for  the  covering  of  walls  of 
buildings  which  will  be  subject  to  a  tax  of  10  per  cent.  How  are  you  to 
separate  this  from  the  burlap  used  for  packing  and  other  purposes? 

Tt>  nvoid  complications,  which  will  surely  arise,  and  to  make  this  a  worlcable 
tax,  we  would  suggest   that  a   price  be  set   on  tapestries,  drapery   textiles, 
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dmpery  nets  in  the  piece  or  pair  of  $1.50  per  square  yard.  This  would  be,  in 
our  estimation,  more  nearly  th^  original  intention  the  Government  is  work* 
Inp:  for. 

During  September,  1918,  one  of  the  requests  from  the  Fuel  Administrator 
was  that  people  should  draw  their  draperies  at  the  doors  and  windows  during 
the  cold  weather,  and  particularly  mentioned  the  drawing  of  these  draperies 
in  unoccupied  rooms.    We  quote  this  to  show  further  utility  use  of  draperies. 

Deeking  Milliken  &  Co. 
f  Titus  Blatter  &  Co. 

Al^XANDER    JaMIESON    &    Co. 


consumers'  purchase  tax. 

Whether  or  uot  it  will  be  necessary  to  raise  for  governmental  purposes  the 
vast  sum  of  $24,000,000,000  or  more,  I  certainly  do  not  pretend  to  know  or 
question.  But  whether  the  amount  to  be  loaned  to  our  allies  should  in  part 
be  paid  for  by  direct  tax  on  our  citizens  or  not,  is  to  me  one  of  grave  doubt.  As 
I  understand  it,  our  (tovernment  takes  the  bonds  of  our  allies  for  these  loans, 
and  if  .so,  should  we  not  sell  our  Government  bonds  to  our  citizens  to  raise  this 
money,  rather  than  tax  our  citizens  for  any  material  part  of  it?  When  a  citi- 
zen pays  a  tax  it  is  forever  gone  from  him ;  but  if  he  buys  a  bond  he  has  simply 
loaned  his  money ;  and  as  our  Government  is  simply  loaning  this  money  to  the 
foreign  Governments  and  taking  their  bonds,  it  looks  to  me  reasonable  for 
them  to  likewise  borrow  the  money  from  our  citizens  on  its  bonds. 

(considering  this  feature,  is  it  wise  or  prudent  at  this  time  to  try  to  raise 
one-third  of  tlie  total  amount  to  be  expended  by  the  Government,  including 
foreign  loans,  by  taxation,  amounting  to,  say,  $8,000,000,000?  Can  the  business 
of  the  country  ccmtinue  to  stand  the  heavy  strain  of  taxation  as  now  proposed, 
and  at  the  same  time  buy  and  consume  the  amount  of  bonds  necessary  to  pro- 
duce the  other  two-thirds  of  the  revenue  needed?  It  makes  no  difference  how 
abundant  or  prolitic  a  milch  cow  may  be,  you  can  milk  her  dry,  and  though 
leaving  the  body  of  the  cow  intact  and  not  harmed,  you  have  then  taken  from 
her  all  that  slie  can  give  of  what  you  want.  It  is  well  to  remember,  too,  that 
not  all  of  the  <-ows  in  the  herd  give  milk,  but  a  greater  proportion  of  them 
give  it  than  there  are  people  in  the  United  States  who  pay  direct  taxes  to  the 
Federal  Government.  I  think  it  was  estimated  last  year  that  only  about  3  per 
cent  of  the  total  population  of  the  Uniteil  States  paid  any  Government  tax. 
Therefore,  approximately  100,000,000  people  were  enjoying  the  benefits  and 
protection  of  this  Government,  without  its  costing  them  one  cent.  Now,  no 
man  is  liable  to  appreciate  very  much  anything  which  comes  to  him  without 
care  or  effort. 

If  it  be  neces.sary  to  raise  anything  like  $8,000,000,000  by  taxation,  are  there 
not  other  ways  than  those  now  proposed,  by  which  a  very  considerable  iior- 
tion  of  this  tax  could  be  raised,  and  not  bleed  to  death  the  very  small  propor- 
tion of  the  people  now  paying  direct  taxes  (say,  3  per  cent),  and  put  them  in 
such  condition  as  that  they  can  not  continue  to  respond  to  the  various  calls  of 
the  Government? 

Therefore  I  want  to  suggest  a  form  of  taxation  not  now  in  existence,  but 
which  the  needs  of  the  Government  appear  to  me  to  necessitate,  simply  and 
entirely  as  a  war  measure.  This  method  of  taxation  is  what  would  properly 
be  callwl  a  consumer's  purcha.se  tax.  A  reasonable  proportion  of  the  whole 
taxes  of  the  country  could  readily  be  raised  by  a  tax  of  this  kind,  and  no  un- 
reasonable amount  should  be  raised  by  it.  It  Is  the  only  method  of  taxation 
that  I  know  of  that  every  consumer  would  pay  a  portion  of,  and  a  portion 
based  entirely  on  the  amount  consumed.  If  a  man's  consumption  was  small, 
he  would  pay  but  little;  if  his  consumption  was  large,  his  tax  would  be  pro- 
portionately heavy.  No  one  could  easily  evade  it,  and  everyone,  under  the 
present  needs  of  the  Government,  should  be  willing  to  pay  something  directly 
toward  the  maintenance  of  the  Government.  It  would  be  paid  day  by  day,  as 
purchases  were  made.  It  would  not  be  a  particular  burden  or  hardship,  and 
would  produce  a  large  revenue,  governed,  of  course,  by  the  amount  of  per  cent 
taxed  against  the  purchase. 

In  no  way  could  it  be  made  a  debt-producing  obligation.  At  the  time  of  the 
purchase  the  consumer  would  pay  the  tax,  be  it  2  cents  or  $5,000.  The  poor 
man,  earning  a  livelihood  by  the  sweat  of  his  brow,  would  hardly  miss  from 
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Ills  dally  wage  the  amoant  requlre<)  for  this  tax.  If  he  spends  $600  a  year,  anil 
the  rate  does  not  exceed  5  per  cent  of  the  amount  of  purchase  he  would  make, 
and  the  class  of  materials  he  would  consume,  it  would  hardly  cost  him  more 
than  $30  per  annum,  or,  sny,  1  to  li  per  cent  of  the  total  number  of  working 
days  in  the  year  under  the  existing  scale  of  wages.  I  think  there  is  bo  man 
who  is  deserving  of  citizenship  who  would  not  be  willing  to  make  this  sacrifice. 
if  sacrifice  it  can  be  called,  to  help  support  Ills  Government  under  pre^nt 
conditions. 

While,  as  I  said  above,  this  tax  woi^ld  apply  to  all,  and  everybody  would  lie 
doing  something,  it  would  still  largely  be  paid  by  the  rich  man,  or  the  man 
who  has  another  income  besides  his  daily  wage.  This  tax  is  not  "giving  until 
it  hurts,"  but  it  is  giving  to  the  man  who  pays  It  a  direct  interest  in  his  Gov- 
ernment, and  makes  him  a  more  manly  man.  It  makes  him  feel  that  he  ts 
part  and  parcel  of  the  Government  and  equally  deserves  with  all  other  citizens 
the  care  and  protection  which  the  Government  can  and  does  give. 

The  consumers*  purchase  tax  is  in  no  sense  class  legislation,  but  markes  ene 
class  of  all.  We  neither  want  nor  need  class  legislation  in  war  times  for  tlie 
support  of  the  Government.  The  rich  and  the  poor  alike  are  fighting  tn  the 
.  trenches,  side  by  side,  each  doing  his  whole  duty.  Then,  why  not  everybody, 
by  this  purchase  tax,  pay  a  portion  of  the  taxes  necessary  to  support  our  sol- 
diers. 

A  tax  on  luxuries  (if  anyone  knows  what  are  luxuries  at  this  time)  is  dis- 
tinctly class  legislation  or  class  taxation,  if  confined  to  articles  enumerated  as 
luxuries,  and  therefore,  in  my  opinion,  does  not  meet  the  needs  of  the  Ck>vern- 
ment  under  existing  conditions.  Under  this  proposed  consumers*  purchase  tax, 
what  might  be  called  luxuries  would  certainly  carry  a  very  high  tax.  TWs 
tax  could  be  so  graded  that  where  the  purchaser  wanted  to  malce  a  pujrehase 
costing  $1,  he  would  pay  one  rate  of  taxation,  and  where  the  consuming  pur- 
cliaser  wanted  to  make  a  purchase  of  $500  or  $1,000,  he  would  have  to  pay  a 
very  different  rate  of  taxation.  This  would  be  fair  to  all.  One  need  not  pay 
a  high  consumers'  tax  unless  it  suited  him  to  do  so. 

This  tax  would  teach  conservatism  and  economy,  and  to  purchase  only  such 
things  as  were,  so  to  spenk.  needed  or  necessary.  It  would  discourage  useless 
expenditures.  At  the  same  time  it  would  produce  a  revenue  astonishingly 
Inrco. 

Being  paid  day  liy  day.  It  would  not  disturb  the  financial  situation,  as  is 
now  necessarily  done  by  the  collection  of  the  enormous  income  and  war  profits 
taxes.  I  do  not  mean  by  this  that  either  of  these  taxes  ought  or  should  be 
abolished.  They  are  absolutely  necessary,  and  if  unreasonably  severe,  no  one 
ought  to  complain  at  having  them  to  pay.  This  consumers'  purchase  tax  would 
simply  be  an  adjunct  to  taxes  collected  in  other  ways,  and  would  not  be  In- 
tended in  any  way  to  be  substitutefl  for  them,  though  it  might,  enable  some 
rcdnotion  in  these  taxes  where  it  is  found  they  are  oppressively  heavy  and 
working  material  injury  to  the  business  of  the  country. 

During  the  Civil  War  there  was  proposed  several  times  in  Congress  a  tax 
known  as  a  sales  tax,  but  in  each  instance  it  failed  of  passage,  and  it  Is  readily 
understandable  why  such  a  bill  could  not  pass  and  would  not  be  proper  to  pass 
under  the  present  war  conditions.  As  I  understand  it,  the  bills  then  offered 
taxed  every  sale.  When  a  manufacturer  sold  goods  to  a  jobber,  the  jobber 
paid  a  tax ;  when  the  jobber  sold  it  to  a  smaller  jobber,  the  small  jobber  paid 
a  tax;  when  that  small  jobber  sold  it  to  the  retailer,  he  paid  a  tax;  and  when 
the  retailer  sold  It  to  the  consumer,  he  paid  a  tax.  So  there  was  piled  up 
three  or  four  taxes  on  the  article  when  It  came  to  the  consumer,*  whidi  was 
tax  on  top  of  tax,  so  that  it  almost  amounted  to  prohibition  on  g^ierai  busi- 
ness. But  the  consumers'  purchase  tax  herein  suggested  would  not  interfere 
with  business  in  any  sense  as  it  is  now  being  carried  on.  In  fact,  the  busi- 
ness world  would  hardly  know  there  was  such  a  tax.  The  manufacturer  woald 
pay  no  tax  when  he  sold  any  goods.  The  jobber  would  pay  no  tax.  The  re- 
tailer would  pay  no  tax;  and  the  only  person  paying  a  tax  would  be  the  con- 
sumer when  he  paid  for  the  article.  It  would  be  only  one  tax,  and  that  a 
small  one,  unless,  as  heretofore  stated,  the  purchaser  wanted  something  that 
might  be  called  a  luxury,  and  the  purchase  of  which  involved  a  considerable 
sum  of  money. 

It  also  has  the  advantage  of  being  a  tax  easily  and  cheaply  administered  and 
collected.  It  could  all  bo  done  by  putting  the  necessary  stamps  on  the  artlsle 
purchase*!,  these  stamps  to  be  paid  for  by  the  purchaser,  of  course.  The  re- 
tailer could  go  to  the  revenue  office  or  post  ofilce  and  buy  an  assortment  of 
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the^e  stamps,  and  when  the  article  was  sold  inform  the  purchaser  the  amoant 
of  tax  he  would  have  to  pay  and  sell  him  the  stamps  to  apply  to  the  purchase. 
Such  safeguards  and  regulations  could  be  enacted  as  would  make  the  law  easily 
a<Uninistered,  all  the  details  of  which  could  be  carried  out,  it  appears  to  me, 
as  thoroughly  and  as  well  as  is  done  now  by  the  Internal  Revenue  Department 
or  the  post  office  in  selling  stamps. 

It  appears  that  some  other  source  of  revenue  must  be  found  to  meet  the 
needs  of  the  Government,  unless  the  business  of  the  country  is  taxed  to  a  point 
which  might  materially  interfere  with  it,  and  also  Impede  to  some  extent  the 
ready  sale  of  the  enormous  amount  of  bonds  which  the  Government  is  compelled 
to  dispose  of. 

It  has  been  intimated  by  one  high  in  financial  authority  that  the  politicians 
would  inot  approve  a  bill  of  this  character.  I  suppose,  of  course,  the  politicians 
here  referred  to  are  Members  of  Congress,  because  only  the  Members  of  Con- 
gress would  have  anything  to  do  with  the  passage  of  such  a  bill.  I  had  learned 
to  think  that  there  was  no  such  thing  as  politics  in  Congress,  where  the  welfare 
and  necessities  of  the  Government  and  the  proper  prosecution  of  the  war  was 
concerned ;  that  Congress  had  virtually  "  pooled  "  its  politics  when  it  came  to 
matters  of  that  character,  just  as  I  understand  the  Army  has  pooled  religion 
in  the  different  cantonments,  and  have  put  all  the  religion  in  one  pot,  so  to 
speak,  virtually  saying  that  the  soldiers  had  just  as  well  go  to  Heaven  in  the 
sprinkling  cart  of  the  Presbyterians  as  in  the  submarine  of  the  Baptists. 

If  one-third  of  the  people  of  the  United  States  paid  this  consumers*  purchase 
tax  (and  it  seems  reasonable  to  suppose  that  that  many  would  have  to  pay  it), 
and  the  average  amount  paid  by  each  was  $33  per  annum,  it  would  produce  a  tax 
of  over  a  billion  dollars,  and  this  enormous  sum  could  be  produced  by  Uiis 
consumers*  purchase  tax  without  embarrassing  or  doing  violence  to  anyone. 

In  the  language  of  ex-Speaker  Cannon  in  a  recent  interview:  "In  such  a 
•dilemma  why  not  adopt  a  consumption  tax?  *' 

Respectfully  submitted. 

S.  T.  MOBGAN. 

Richmond,  Va.,  September  18, 1918. 


Thb  New  Willabd, 
Washington,  X).  (7.,  September  19, 1918. 
Hon.  F.  M.  Simmons, 

Chairmxin  Finance  Committee,  United  States  Senate. 

My  Dear  Sib  :  A  brief  of  my  suggestions  in  regard  to  a  change  in  section  900, 
paragraph  15,  and  section  905,  paragraph  1,  affecting  rugs  and  carpets,  is 
herewith  submitted  for  your  committee's  consideration : 

Oriental  as  well  as  other  imported  rugs  have  so  greatly  increased  in  their 
cost  as  to  make  the  proposed  tax,  unless  changed,  almost  prohibitory.  The  cost 
of  such  rugs  has  reached  a  high  level  undreamed  of  before  the  war,  due  to  the 
following  reasons : 

(a)  Large  increase  in  their  price  abroad. 

(ft)  Fifty  per  cent  duty  on  such  increased  foreign  cost. 

(o)  Increase  in  the  cost  of  ocean  transportation  and  marine  insurance. 

When  to  these  factors  is  added  the  great  Increase  in  the  overhead  cost  of 
operation  of  any  business  in  this  country,  a  rate  of  taxation  approximating  20 
per  cent  on  the  selling  price  of  an  article  possessing  in  a  high  .degree  utility 
and  art  is  bound  to  result  in  the  disorganization  of  business  and  consequent 
failure  to  produce  the  maximum  revenue  possible  from  this  source. 

There  is  always  a  limit  at  which  any  article  can  be  sold,  and  to  Impose  a  tax 
excessively  on  its  selling  price  without  regard  to  the  profit  that  is  possible  to 
make  on  such  a  sale  is  very  different  from  taxing  the  net  profits  at  howsoever 
high  a  rate. 

Modern  imported  rugs  can  scarcely  be  sold  at  retail  under  $3  per  square  foot, 
or  $27  per  square  yard.  Ranging  from  that  price,  they  run  up  to  $10  per  square 
foot,  or  $90  per  square  yard.  An  allowance  of  $3  per  square  yard  on  these 
would  still  leave  a  net  tax  of  16  per  cent  to  almost  20  per  cent.      ' 

A  large  percentage  of  the  rugs  manufactured  in  this  country  also  sells  at  a 
price  in  excess  of  $15  per  square  yard. 

The  change  herein  suggested  includes  such  American  rugs,  thus  placing  them 
at  no  diisadvantage. 
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Likewise  by  excluding  imported  and  American  mgs  in  section  905  and  leaTlnf 
ttie  $5  exemption  on  all  other  carpets  and  rugs  the  purposes  of  your  comiiiittee 
would  be  fully  served  by  giving  the  Intended  benefit  to  the  low-priced  goods. 
.  The  pending  bill  provides  in  section  900,  paragraph  15,  and  section  903  a  fl&t 
tax  of  10  per  cent  on  the  sale  price  of  artistic  interior  furnishings  and  other 
objects  of  art  and  of  decorative  value — ^all  articles  sold  under  like  conditions 
and  associated  with  high-grade  rugs.  The  latter  should,  therefore,  be  included 
in  this  section. 

As  it  is  likely  that  this  revenue  bill  will  remain  on  the  statute  books  for  a 
considerable  period  even  after  the  war,  it  is  most  essential  that  not  only  an 
injustice  be  prevented  but  also  the  largest  amount  of  revenue  possible  be 
secured  for  the  Government,  and  it  will  not  be  difficult  to  show  to  yonr  com- 
mittee, if  necessary,  that  a  straight  flat  10  per  cent  tax,  as  suggested  her^n, 
will  produce  more  revenue  for  the  Government  than  could  otherwise  be  obtained 
Respectfully, 

S.  Kent  Oostikya^. 

[Form  of  suggested  change.] 
TITLE  IX.   EXCISE  TAXES. 

Section  900  (15)  to  read:  "Tapestries  and  other  textiles  for  furniture  cover- 
ings or  hangings  and  imported  and  American  rugs  (made  principally  of  wool 
and  seamless)  used  in  interior  decorating  and  furnishing  of  buildings,  10  per 
<«nt," 

Section  905  (1)  to  read :  "  Carpets  and  rugs  (excepting  imported  and  American 
rugs,  seamless  and  made  principally  of  wool),  including  fiber,  on  the  amount  in 
excess  of  $5  per  square  yard." 
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